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The  Web  Gets  Smarter 

No  question,  the  Internet  makes  it  easier  to  unearth  information. 
But  it's  still  a  work  in  progress  when  it  comes  to  finding  the 
relationships  between  data  squirreled  away  in  one  corner  of  the 
Web  and  online  facts  and  figures  elsewhere.  Enter  the  so-called 
Semantic  Web.  The  emerging  technology  makes  it  possible  to  label, 
describe,  and  provide  context  for  countless  bits  of  data.  For  instanc 
new  tools  can  help  search  engines  distinguish  among  various  meanings 
of  a  word  such  as  "mercury"— be  it  the  chemical,  the  planet,  the 
Roman  god,  or  the  car.  In  a  BusinessWeek.com  Special  Report,  we 
look  at  how  organizations  such  as  Eli  Lilly,  Citigroup,  and  NASA 
are  experimenting  with  the  technology  to  help  workers  find  crucial 
information.  Tim  Berners-Lee,  the  creator  of  the  World  Wide  Web, 
talks  about  how  the  Semantic  Web  will  drive  innovation  and  even 
make  it  easier  to  find  cures  for  diseases.  Finally,  consultant  Eric  Miller 
explains  how  companies  can  use  the  technology  to  correlate  hard-t 
find  information  in  disparate  databases  and  software  programs.  Gc 
to  www.businessweek.com/technology/ceo_guide  for  all  this  and  more. 
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GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Job  market  for  recent  graduates  I  Online  resumes  I  Cot 
Cola  CEO  Neville  Isdell  I  Young  entrepreneurs  I  Check  your  local  TV  listings  for  program  dates  and  time; 
For  video  clips  go  to  www.businessweekweekend.com 
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Dn  the  human  network,  the  team  you  follow  now 
ollows  you.  Welcome  to  a  place  where  players 
appear  in  the  palm  of  your  hand.  Where  a  goal 
s  as  close  as  the  nearest  screen.  To  a  network 
vhere  passion,  points  and  play-offs  merge  with 
'oice,  video  and  data.  Anywhere.  The  story 
continues  at  cisco.com/humannetwork. 
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Just  what  every  home  needs. 
Your  very  own  170,000  trillion 
watt  power  station. 


j  Solar  technology  from  GE  could  help  produce  enough 
igfiergy  to  power  thousands  of  homes  with  very  low 
emissions.  With  a  bit  of  help  from  that  big  red  power 
station  93  million  miles  away,  naturally.  It's  one  more 
eXdfffpte  of  our  blueprint  for  a  better  world. 
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"I  guess  nobody  can  stay 
on  top  forever." 


-Veteran  GM employee  WaltNovakon  news  that 

Toyota  overtook  GM  in  first-quarter  global  unit  sales,  as 

reported  by  The  New  York  Times 


HTED  BY  DEBORAH  STEAD 


rREET  CRED 


ohn  Mack 
3acks  Clinton 


IE  OF  Wall  Street's  big-time  Republican 
id-raisers,  Morgan  Stanley  CEO  John 
ick,  has  told  BusinessWeek  that  he 
d  his  wife,  Christy,  are  endorsing 
imocratic  Presidential  candidate 
llary  Clinton,  whom  they  supported 

•  re-election  as  senator. 

Mack  previously  reached  Ranger 
itus  in  Republican  campaign  finance 
cles  by  raising  at  least  $200,000  for 
esident  George  W.  Bush's  reelection  in 
04.  (Former  Goldman  Sachs  CEO  Hank 
ulson,  now  U.S.  Treasury  Secretary, 
sed  a  Pioneer-worthy  $100,000.) 
ick,  who  says  he'll  stay  a  registered 
publican,  was  also  considered  a 
ssible  candidate 

•  various  Bush 


MACK 

Still  a 

registered 

Republican 


ministration  posts 
er  the  years. 
If  s  too  early  to 

I  who  the  other  major  bank  chiefs 

II  back.  But  Mack's  switch  could 
the  balance  of  power  toward  the 

mocrats.  According  to  nonpartisan 
ntribution  tracker  PoliticalMoneyLine, 


CAMPAIGN  Jt* 

watch  *;; 


three  of  the  other 

top  six  bank  CEOs 

(Goldman's  Lloyd 

Blankfein,  Lehman's 

Richard  Fuld  Jr.,  and 

JPMorgan  Chase's 

Jamie  Dimon)  have 

favored  Democrats  in 

their  political  giving 

patterns  over  the  past 

few  years.  Bear  Stearns 

CEO  Jimmy  Cayne  is 

strongly  Republican.  Citigroup's  Charles 

Prince  and  Merrill  Lynch  CEO  Stan  O'Neal 

have  bipartisan  donation  habits. 

Why  did  Mack  switch  to  a  Democratic 
Presidential  contender? 
It  started  four  years  ago, 
when  Senator  Clinton 
spoke  at  Credit  Suisse, 
where  Mack  was  then 

co-CEO.  Clinton,  he  says,  appeared 

willing  to  work  with  Republicans  and 

had  a  firm  grasp  of  financial  industry 

and  health-care  issues.  Mack  is  a  board 

member  of  New  York-Presbyterian  Hospital. 


Christy,  a  doctor's  daughter,  is  president 
of  the  Bravewell  Collaborative,  a  medical 
foundation.  "I  know  we're  associated 
mainly  with  the  Republicans,  but 
we've  always  gone  for  the  individual," 
says  Mack,  who  gave  almost  $70,000 
to  Republicans  in  the  past  five  years, 
vs.  $10,000  to  four  Democratic 
congressional  hopefuls,  including 
Clinton.  Macks  endorsement,  Clinton 
told  BusinessWeek,  "sends  a  signal  that 
we  need  to  get  beyond  politics  as  usual 
and  the  partisan  divide." 
-Emily  Thornton  and  Richard  S.  Dunham 


LANET  EARTH 

HE OLD SOD 
J  GETTING 
CARCE 

THE  LIST  of  our  eco- 
Dblems  add  one  more: 
e're  running  out  of 
il.  In  Dirt:  The  Erosion 
Civilizations,  David 
Dntgomery  explores  our 
imordial  dependency  on 
tile  ground  and  our  habit 
treating  it  like,  well,  dirt. 


Just  as  healthy  soil  played 
a  central  role  in  humanity's 
early  successes,  abuses  of 
land  have  doomed  more  than 
a  few  promising  peoples.  In 
the  past,  the  University  of 


Washington  historian  writes, 
farming  cultures  bounced 
back.  A  fresh  field  was  always 
over  the  next  hill  or  across 
the  sea.  No  more.  Arable 
land  is  maxed  out.  Bad  water 


policies,  deforestation,  and 
industrial  farming  mean 
dirt  is  being  washed— and 
blown— away  faster  than 
nature  can  replace  it. 
Chemical  fertilizers  help,  for 
now.  But  rising  energy  costs 
,    and  more  land  loss  point  to 
looming  food  crises.  There 
are  solutions,  Montgomery 
says:  Make  more  soil  through 
large-scale  composting.  To 
cut  erosion,  poke  seeds  into 
the  earth  rather  than  tilling 
whole  fields.  Treat  dirt  with  a 
little  more  love.  -Adam  Aston 
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REAL  ESTATE 


A  DRY 
ZONE  FOR 
ZILLOW? 

Zillow.com,  the  Web  site 
that  lets  you  peek  at  the 
estimated  market  values 
of  50  million  homes,  is  in  a 
prickly  spot  in  Arizona.  The 
state  Board  of  Appraisal 
has  ordered  it  not  to  provide 
its  computer-generated 
"Zestimates"  for  home  values 
in  the  state  because  it  isn't  a 
licensed  appraiser.  Officials 
issued  two  cease-and-desist 
orders,  then  turned  the 
matter  over  to  the  criminal 
division  of  the  state  Attorney 
General's  office,  which  is 
investigating,  says  Deborah 
Pearson,  the  appraisal 
board's  executive  director. 
Some  state  lawmakers 
are  trying  to  rein  in  the 
board,  but  a  first  attempt 
to  permit  Zestimates  went 
awry  in  the  state  House  of 
Representatives  on  Apr.  24. 

Zillow  says  its  estimates 
aren't  formal  appraisals,  so 
it  doesn't  require  a  license. 
It  also  hopes  to  "engage  in 
a  productive  dialogue"  with 
board  officials.  The  stakes  for 
Zillow,  which  issues  millions 
of  estimates  monthly,  are 
high:  Its  Zestimates  are  the 
ad-supported  site's  biggest 
draw,  and  25  states  have 
similar  licensing  laws. 

-Pefer  Coy 


include  building-materials  company  Saint- 
Gobain,  water-  and  waste-treatment  group 
Veolia  Environnement,  and  engineering  giant 
Alstom.  Both  Sarkozy  and  Royal  pledge 
greater  spending  on  housing  construction 
and  the  environment,  a  Societe  Generale 
spokesman  explains,  and  both  favor  support 
for  national  champions  like  Alstom,  which 
got  a  government  bailout  when  Sarkozy 
was  Finance  Minister.  Given  that  sort  of 
consensus,  "it  is  not  easy  to  discern  the  marke 
impact"  of  a  win  by  either  candidate,  the 
spokesman  says.  That  may  help  explain  why 
neither  fund  is  a  star  performer.  Both  have 
risen  just  5%  since  launching  in  February, 
barely  budging  after  Sarkozy  and  Royal  won 
their  runoff  slots  on  Apr.  22.       -Carol  Matkw 


FRANCE 

PUTTING  MONEY 
ON  THE  ELECTION 

NOW  THE  FRENCH  can  vote  with  their 
investments:  Ahead  of  the  country's  May  6 
presidential  election,  Societe  Generale  has  been 
marketing  two  funds— one  containing  stocks 
the  bank  thinks  would  benefit  from  a  win  by 
conservative  Nicolas  Sarkozy,  the  other  tailored 
to  a  victory  by  Socialist  Segolene  Royal. 

The  portfolio  assuming  a  Sarkozy  victory 
includes  shares  in  big  employers  such  as 
hotel  group  Accor  and  food-services  giant 
Sodexho  Alliance,  both  of  which  could  flourish 
under  Sarkozy' s  plan  to  scrap  France's  rigid 
35-hour  workweek 
law.  In  the  other  fund: 
companies  such  as 
tiremaker  Michelin 
and  advertising  giant 
Publicis  Groupe,  which 
could  benefit  from 
a  Royal  proposal  to 
grant  tax  breaks  to 
businesses  that  forgo 
big  dividend  payouts 
to  plow  earnings  back 
into  operations. 

Despite  the 
candidates'  diverging 
economic  rhetoric, 
about  half  the  stocks 
in  both  funds  are 
the  same.  Both 


AT  THE  OFFICE 

ATTACKS  BY  COLLEAGUES  ARE  CREEPING  UP 


WORKPLACE-VIOLENCE  CONSULTANTS 

report  a  flood  of  calls  from  corporate 
clients  in  the  wake  of  the  Virginia 
Tech  shootings.  "Everybody's 
nervous  about  all  the  potentially 
threatening  people  they  put  off 
dealing  with,"  says  James  Turner, 
president  of  International  Assessment 
Services  in  San  Diego.  On-the-job 
killings  have  plunged  since  1994, 
but  only  because  of  fewer  homicides 
in  places  like  taxis  and  convenience 
stores.  Workplace  homicides  by 
"associates"— current  and  former 
co-workers,  customers,  and  clients- 
are  up  overall  since  1997.  -Michael  Orey 


TOTAL  NUMBER  OF 
WORKPLACE  HOMICIDES 


1.200 


HOMICIDES  COMMITTED 
BY  WORK  ASSOCIATES* 


1.000 


Data:  Bureau  ol  Labor  Statistics 


'97    '98     '99    '00    '01    '02     '03    '04   '05 

•CO-WORKER,  FORMER  CO-WORKER,  CUSTOMER,  OR  CLIENT 
NUMBERS  AVAILABLE  ONLY  SINCE  1997. 
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WHAT 


There's  a  side  of  risk  that's  more  valuable,  and  more  rewarding. 
The  upside.  It's  the  insight  to  see  risk  others  don't  and  unlock 
opportunities  others  can't.  It's  the  know-how  to  optimize  your 
insurability,  and  the  market  reach  to  reduce  cost  across  your 
full  spectrum  of  risk.  Above  all,  it's  confidence,  allowing  you  to 
■do  things  you  simply  couldn't  do  before.  In  every  risk  there's  an 
upside,  if  you  know  how  to  look  for  it.  And  nobody  can  find  it  like      -; 
the  people  of  Marsh.  To  learn  more,  visit  findtheupside.com 

FIND  THE  UPSIDE  MARSH 
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RESCUE  MISSION 

BUSINESS 
GETS  BEHIND 
'NO  CHILD' 

THE  PRESIDENT'S  signature 
domestic  program— the  No 
Child  Left  Behind  Act— is 
languishing  on  Capitol  Hill, 
and  a  politically  weakened 
George  W.  Bush  is  counting 
on  corporate  executives  to 
lead  a  rescue.  If  Congress 
fails  to  beef  up  the  law  in 
2007,  the  Administration 
fears  its  plans  to  expand  the 
program  will  fall  victim  to 
election-year  politics. 


sapped  Bush's  political 
capital,  and  a  $248  billion 
budget  deficit  complicates 
attempts  to  expand  federal 
programs.  There  are  also 
obstacles  at  both  ends  of 
the  political  spectrum: 
Conservatives  want  to  cut 
the  federal  role  in  schools, 
while  teachers'  unions  don't 
like  the  testing  regimen. 

Trying  to  overcome 
all  this,  80  companies- 
including  Intel,  Ernst  &  Young, 
and  Microsoft— have  joined 
the  Business  Coalition 
for  Student  Achievement. 
The  group  is  pushing  new 
members  of  the  House 
and  Senate  education 


SCHOOLDAYS 

Bush  and 
Spellings  with 
students  in 
Washington 


Executives  say 
the  2001  law— 
which  toughens 
standards  in 
primar}  and  middle 
schools,  mandates 
annual  tests,  and  holds 
states  accountable  for 
underachieving  schools— is 
essential  to  providing  math 
and  science  skills  needed  to 
keep  the  U.S.  competitive. 

Like  many  executives, 
the  Administration  wants 
to  expand  the  program 
into  high  schools.  "There's 
no  time  to  waste,"  says 
Education  Secretary 
Margaret  Spellings. 

But  the  Iraq  War  has 
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committees  to 
review  and  expand 
the  law.  They'll 
also  target  key 
lawmakers  from 
swing  states. 
Another  group,  including 
U.S.  Chamber  of  Commerce 
boss  Thomas  Donohue  and 
former  Clinton  White  House 
Chief  of  Staff  John  Podesta, 
is  holding  weekly  strategy 
sessions  on  strengthening 
the  act.  "Tom  Donohue  and 
I,  we  don't  agree  on  that 
much,"  says  Podesta,  now 
CEO  of  die  liberal  Center  for 
American  Progress.  "[But] 
this  is  not  a  Left-Right 
issue."  -RichardS.  Dunham 


UMlflllUM 


DENTAL  LOSS 

WHAT'S  UNDER  THE  PILLOW 


IS  THE  Tooth  Fairy  an  economic 
prognosticator  or  just  penurious  these 
days?  For  the  6-  to  10-year-old  set,  losing 
a  tooth  this  year  is  less  rewarding  than  it 
was  in  2006,  according  to  the  latest  poll 
conducted  by  Securian  Dental,  a  corporate 
health  plan  provider.  While  the  gifts  range 
from  25<t  to  $20,  the  survey  of  nearly 
1,000  Securian  customers  found,  the 
average  under-the-pillow  payout  is  just 
$1.71,  down  15%  from  last  year— 17%, 
adjusted  for  inflation.  Indeed,  calculated 
in  real  terms  (chart),  the  amount  is  the 
lowest  since  2000. 

The  2007  number  is  puzzling,  says 
Marty  Weiland,  an  operations  analyst  for 
Securian,  because  the  average  "usually 
reflects"  the  health  of  the  economy,  which 
has  been  chugging  along.  "Maybe  the 
Tooth  Fairy  didn't  invest  as  well  as  the 
general  public,"  he  says.      -Dan  Macsai 


Average  Tooth  1 
Fairy  Gift, 

Inflation-Adjustee 

• 

1998 
1999 

$  1.5$ 
1.6J 

2000 

1.50  1 

2001 

1.731 

2002 

1.8* 

2003 

1J1I 

2004 

IJ1 

2005 

1.8t| 

2006 

2.0! 

2007 

1.71 

Securian  Dental's  2007 " 
Tooth  Fairy  Poll 

MONEY  MEN 

THE  RICHEST 
GUYS  IN 
THE  ROOM 

THE  LAST  TIME  former  junk- 
bond  king  Michael 
Milken  got  this 
caliber  of  takeover 
artists  all  in  the 
same  room,  he 
was  hosting  his 
Predators'  Ball. 
This  month  the 
setting  was  the 
annual  Milken  Institute  Global 
Conference  in  Los  Angeles, 
where  an  Apr.  24  panel 
included  Apollo  Advisors' 
Leon  Black,  Texas  Pacific 
Group's  David  Bonderman, 
Carlyle  Group's  David 


Rubenstein,  and  buyout 
pioneer  Thomas  Lee. 

One  topic:  The  new  trend 
of  private  equity  firms  sellin 
shares  to  the  public.  "I 
wouldn't  be  surprised  if  all  ( 
the  major  firms  are  public  fc 
years  from  now,"  Rubenstei 
said.  The  quartet, 
who  together 
manage  more  thar 
$100  billion,  also 
discussed  Congres 
efforts  to  tax  their 
fees  as  income 
rather  than  at  low* 
capital-gains  rates 
Mostly  though,  the  talk 
was  about  how  long  their 
fat  annual  returns  can  last. 
"Money  is  gushing  in  the 
streets,"  Bonderman  said,  J 
one  disagreed. 

-Christopher  Pain, 


D&O 

LIABILITY 

WHAT'S 

YOUR 

UPSIDE? 


The  fear  of  liability  exposure  in  today's  regulatory  environment 
can  stifle  the  ability  of  directors  and  officers  to  make  the 
decisions  needed  to  grow  their  business.  Marsh  brings  to  bear 
unmatched  diagnostic  and  analytical  capabilities^  structure 
D&O  insurance  coverage  tailored  to  your  company's  risk 
profile.  The  upside?  Confidence  to  execute  your  strategic, 
agenda.  To  learn  more,  visit  findtheupside.com 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ,  M.D. 


To  Err  Is  Human,  to  Fess  Up...Rare  !• 


My  company  is  writing  a  new  contract 
with  an  offshore  vendor,  completing  the 
negotiations  during  upcoming  meetings.  Our 
previous  agreement  included  performance- 
linked  penalties  and  bonuses,  but  this 
vendor  always  refused  to  admit  to  errors. 
Is  there  a  way  to  word  the  contract  so  the 
supplier  doesn't  lose  face  by  admitting  to 
mistakes,  while  still  protecting  ourselves? 
And  how  can  we  make  the  talks  agreeable  to 
both  sides? 

-M.H.S.,  Hawthorn  Woods,  III. 

THE  WORLD  would  indeed  be  a  better  place  if 
more  people  could  admit  to  making  mistakes. 
Alas,  we  won't  hold  our  collective  breath 
waiting  for  that  to  happen.  The  inability — or 

refusal-to  admit  errors  often  grows  out 
of  fragile  self-esteem,  a  reflexive  need  to 
externalize  responsibility  rather  than  owning 
it,  or  a  macho  cultural  norm  that  equates 
fallibility  with  weakness.  The  capacity  to 
admit  that  one  has  screwed  up  is,  in  my  view, 
indicative  of  one  of  the  healthiest  levels  of 
psychological  functioning. 

Now  that  I've  gotten  that  off  my  chest, 
let's  talk  about  your  vendor.  Assuming  these 
denials  aren't  simply  a  business  ploy,  your 
instinct  to  help  the  supplier  save  face  is  a 


smart  one.  But  I'm  a  psychiatrist, 
not  a  lawyer,  so  you  don't  want 
my  advice  on  how  to  write  an 
agreement.  It  wouldn't  hurt, 
though,  to  talk  to  your  attorneys 
about  what  you're  trying  to 
accomplish  here.  A  lawyer  I 
know  says  it  can  be  provocative, 
for  instance,  to  "pile  it  on"  in  a 
contract,  repetitively  enumerating 
all  the  ways  a  supplier  could  fail. 

In  the  end,  the  face-to-face 
negotiations  are  where  you  stand 
to  make  the  most  progress,  or  mistakes. 
Without  attacking  the  other  party's  integrity 
or  pride,  you  should  be  honest  about  your 
view  of  past  performance,  making  it  clear  that 
you're  evaluating  things  in  the  context  of  a 
continuing  relationship. 

START  WITH,  "We'd  like  to  revisit  the  way 
each  of  us  assesses  performance."  Then  raise 
the  question  of  whether  the  criteria  have  been 
explicit  enough.  Does  the  offshore  location 
make  it  harder  to  communicate  standards? 
Should  a  process  be  started  to  address  that? 
(If  you  decide,  mutually,  to  initiate  on-site 
visits,  make  sure  the  person  your  company 
chooses  for  this  is  good  with  people.) 


You  might  also  try  to  create  an  incentive 
for  the  vendor  to  be  more  forthcoming  abo 
problems— by  acknowledging,  for  instance, 
that  in  your  industry  the  occasional  error 
is  unavoidable.  If  it's  appropriate,  mention 
that  your  company,  too,  has  to  make  it  up  t 
customers  when  you  don't  meet  standards 
This  might  "normalize"  mistakes  for  your 
supplier,  offering  a  face-saving  way  to  take 
responsibility-and  to  shoulder  the  costs  o: 
the  errors. 

Kerry!  Sulkowicz,  M.D.,  a  psychoanalyst  and 
founder  of  the  Boswell  Group,  advises  execute 
on  psychological  aspects  of  business.  Sendhir 
questions  atanalyzethis@businessweek.com. 
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QUESTION  OF 
THE  WEEK 

What  book 
are  you 

recommending 
to  friends 
or  colleagues? 


"Team  of  Rivals,  by  Doris 
Kearns  Goodwin.  It's  a 
marvelous  book  about 
Lincoln's  unique  leadership 
style.  Also,  Before  the 
Dawn,  by  Nicholas 
Wade,  which  traces 
early  history,  before  the 
'invention'  of  writing." 

Richard  Parsons,  chairman 
and  CEO,  Time  Warner 
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"The  World  Is  Flat,  by 
Thomas  Friedman.  Most 
everybody  has  moved 
on,  but  I'm  an  old  fogey. 
I  think  it's  a  great  book 
with  a  great  message, 
and  I  still  tell  everybody 
to  read  it" 

Jim  McNerney. 
chairman  and  CEO,  Boeing 


"The  Global  Class  War, 
by  Jeff  Faux.  It  lays 
bare  the  way  in 
which  trade  policy  is 
aggrandizing  Wall 
Street  financiers  at  the 
expense  of  working 
Americans." 

Leo  Gerard,  president, 
United  Steelworkers 
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[Mittal's  Trinidad  & 
Tobago  plant]  became  a 
model  or  efficiency  in  a 
region  not  always  noted 
for  such." 


Business 


-James  C.  Robinson 
Fayetteville,  Ga. 


A  CASE  STUDY  OF 
MITTAL  MANAGEMENT 

I  READ  "MITTAL  &  SON"  (Cover  Story,  Apr. 
16)  with  delight.  I  have  followed  Latehrni 
Mittal's  career  since  he  initially  contracted 
to  operate,  and  then  bought,  the  Iron  & 
Steel  Co.  of  Trinidad  &  Tobago  in  1989 
and  at  the  end  of  1994,  respectively.  I  had 
been  one  of  a  number  of  expats  brought 
in  during  the  late  1970s  to  1980  (I'm 
American)  as  management  and  technical 
staff.  Because  of  deep  divisions,  nothing 
was  getting  done.  The  government-owned 
company  was  hemorrhaging  money. 

Much  to  my  surprise,  Mittal's  company 
brought  in  its  operating  team,  chose  the 
best  from  among  the  local  staff,  slimmed 
down  the  bloated  workforce,  brought  in 
money  to  do  what  was  needed,  and  never 
looked  back.  Mittal  Steel  Point  Lisas,  as  it 
has  now  been  renamed,  became  a  model 
of  efficiency  in  a  region  not  always  noted 
for  such. 

-James  C.  Robinson 
Fayetteville,  Ga. 

OLD  ELEMENTS 

IN  SEARS' NEW  ALCHEMY 

"THE  NEW  ALCHEMY  at  Sears"  (Fi- 
nance, Apr.  16)  is  an  excellent  look  into 


a 

if 


what  Edward  S.  Lampert  appears  to  I 
doing  with  brand-based  securities. 

There  is  one  dimension  not  mer 
tioned  in  the  article  that  I  suspect  mi 
be  significant:  the  tax  benefit  from  hole 
ing  intellectual  property  in  a  low  tax-ra 
jurisdiction  (for  example,  Bermuda)  an 
charging  a  royalty  for  its  use  by  opera 
ing  companies  based  in  higher  tax-ra 
jurisdictions  (the  U.S.). 

This  is  a  path  that  others  have  tri 
already.  The  Accenture  trademark  is  he 
in  Bermuda,  and  Royal  Dutch  Shel! 
trademarks  are  held  in  Switzerland. 
both  cases,  a  royalty  is  charged  to  tl 
operating  companies  around  the  wor 
for  the  use  of  the  trademarks. 

-Jonathan  Knowt 
NewYo 

A  SECURITY  BACKED  by  intellects 
property  was  already  an  old  idea  wh< 
David  Bowie  sold  bonds  backed  by  soi 
royalties  in  1997  Mills  Music  Trust  w 
created  in  1965.  Holders  of  the  tnii 
securities  got,  and  continue  to  get,  dii 
tributions  that  result  from  the  trus^ 
receipt  of  royalties  from  copyright 
songs.  Interestingly,  though  the  trust 
over  40  years  old  and  has  acquired  i 
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teadersReport 


CORRECTIONS  &  CLARIFICATIONS 

n  "Napa  wine,  Bordeaux  character" 
Parker  on  Wine,  Apr.  23),  the  rating  for  the 
>001  Dominus  was  incorrect.  The  correct 
ating  is  95  points. 

'Queen  of  the  product  pitch"  (News  & 
nsights,  Apr.  30)  stated  that  LA  Weight 
.oss  is  one  of  The  Martha  Stewart  Show's 
biggest  advertisers.  LA  Weight  Loss  buys 
:ommercial  time  on  the  program  through 
ocal  station  affiliates.  It  is  not  a  client  of 
Martha  Stewart  Living  Omnimedia  Inc. 


ditional  copyrights,  copyright  income 
stable  or  growing.  You  can't  keep  a 
od  song  down. 

-Louis  Hannen 
Littleton,  N.C. 

1ALL  BUSINESS:  IS  IT  REALLY 
iAINST  UNIVERSAL  CARE? 

T'S  SEE  IF  I'VE  got  this  straight: 
e  National  Federation  of  Indepen- 
nt  Business  is  opposing  universal 
alth  care  to  the  detriment  of  half  of  its 
:mbership  ("Stopping  reform  before  it 
rts,"  Health,  Apr.  16)? 
A  single-payer  system  is  in  the  best 
erest  of  all  businesses,  large  and  small, 
:ause  its  costs  are  less  than  provid- 
5  insurance  (through  a  small  tax  on 
ges).  It  will  reduce  liability  and  auto 
turance,  reduce  workers'  compensa- 
n  costs,  eliminate  health  benefit  man- 
ament  costs,  eliminate  yearly  insur- 
ce  negotiations,  and  remove  health 
:e  from  labor  negotiations.  If  11  provide 
althier  employees,  reduce  absenteeism, 
d  substantially  improve  recruiting.  If  11 
o  eliminate  employee  health-related 
nkruptcies  and  free  up  family  income 
•  the  purchase  of  more  products. 
It  sounds  to  me  like  the  NFIB  should 
this  one  out. 

-Jack  E.  Lohman 
Colgate,  Wis. 

TOPPING  REFORM  before  it  starts" 
:urately  reports  on  the  widespread  op- 
sition  to  health-care  reform  by  most  of 
r  leading  small-business  organizations, 
is  is  perplexing  as  small  businesses 
:  more  adversely  affected  by  the  cur- 
it  health-care  crisis  than  any  other  U.S. 
siness  sector.  In  many  cases,  small  busi- 
sses  have  no  access  to  affordable  health 
surance.  And  individuals  who  wish  to 
trt  small  businesses  are  often  unable  to 
so  because  of  their  fear  that  they  will 
t  their  family's  health  care  at  risk. 
All  surveys  done  by  our  small-business 


advocacy  organization  and  others  reflect 
this  concern,  including  64%  of  the  small- 
business  owners  in  our  most  recent  survey 
who  say  that  they  would  like  to  see  a  gov- 
ernment-sponsored health-care  solution. 
-John  Arensmeyer 
CEO,  Small  Business  Majority 
Sausalito,  Calif. 

A  PESSIMISTIC  PERSPECTIVE 
ON  THE  GLASS  CEILING 

I  COULDN'T  HELP  but  take  notice  of  "A 
little  shame  goes  a  long  way"  (News  & 
Insights,  Apr.  16)  and  its  relevance  to 
Chicago-based  corporations. 

The  recently  released  Catalyst  cen- 
sus of  women  in  leadership  positions 
at  America's  largest  companies  broadly 
reflects  the  discouraging  news  we're 
seeing:  At  Chicago's  leading  public 
companies,  women  are  losing  ground 
in  boardrooms  and  executive  suites. 
The  latest  Chicago  Network  Census 
of  the  city's  top  50  public  companies 
found  a  drop  for  the  first  time  since  we 
began  reporting  in  1998.  What  can  be 
done?  One  tack,  suggested  in  your  ar- 
ticle, argues  for  naming  the  corporate 
laggards.  That  is  our  approach  with 
the  census.  One  hopeful  sign:  There 
are  fewer  companies  in  Chicago,  over- 
all, with  no  women  directors.  We  also 
think  it  is  productive  to  recognize  those 
companies  that  understand  the  need  to 
take  action. 

There  is  much  more  that  must  be 
done,  such  as  encouraging  board  nomi- 
nating committees  to  be  more  imagina- 
tive in  seeking  new  sources  for  direc- 
tors, establishing  executive  mentoring 
programs,  and  insisting  that  a  pipeline 
of  talented  women  be  developed. 

-Ellen  Carnahan 

Chair,  The  Chicago  Network 

Chicago 

How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  or 
relationship  with  the  subject  of  their  comments.  All  letters 
must  include  an  address  and  daytime  and  evening  phone 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  and 
space  and  to  use  them  in  all  electronic  and  print  editions. 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 


BusinessWeek  .com 


The  full  text  of  BusinessWeek,  BusinessWeek  Top 
News,  and  access  to  BusinessWeek  archives  starting 
in  1991  are  available  on  the  World  Wide  Web  at: 
www.businessweek.com  and  on  America  Online  at 
Keyword:  BW 

May  7,  2007  I  BusinessWeek  I  23 


To:   You 

Re:  A  great  offer 


Starting  at  only 
$29.99/month 

for  unlimited  e-mail, 
Internet,  and  T-Mobile 
HotSpot  service  on 
T-Mobile's  data  network. 

Available  from: 

T- -Mobile- ■■ 

t-mobile.com/windowsmobile 


Limited-time  offer; 
ditionai.  Requires  ni 
service  agreement 
(including  mand     • 


it  Mien  i 


Tech&You 

BY  STEPHEN  H.  WILDSTROM 


A  Better  Wi-Fi  Music  Player 

Trying  to  beat  the  iPod  at  its  own  game  has  been  a  thankless  strategy 
for  makers  of  rival  music  players,  who  have  barely  made  a  dent  in  Apple's 
overwhelming  market  share.  SanDisk,  a  company  better  known  for 
computer  memory  than  music,  has  wisely  devised  something  different: 
a  wireless  player  that  downloads  music  on  demand. 


SANSA 
CONNECT 


The  $250  Sansa  Connect  is  the  result  of 
a  collaboration  among  SanDisk,  Yahoo!, 
and  ZING  Systems,  which  is  responsible  for 
the  software  and  network  infrastructure. 
The  Connect,  which  is  smaller  than  the 
standard  hard  drive  iPod  and  bigger  than 
the  nano,  has  4  gigabytes  of  memory,  which 
you  can  double  by  adding  a  memory  card. 
You  download  music  to  it— MP3s  and 
copy-protected  or  unprotected  Windows 
Media  files— from  a  Windows  PC.  But  the 
important  advance  is  the  device's  deft  use  of 
Wi-Fi  networking. 

This  is  not  a  novel  idea.  A  startup  called 
MusicGremlin  offers  a  similar  product  and 
service,  though  the  player  is  a  lot  clunkier  than  the  sleek 
Connect.  Microsoft  also  put  Wi-Fi  in  its  Zune  player,  though 
it's  so  crippled  as  to  be  almost  useless.  What's  special  about 
the  Connect  is  its  tight  integration  with  the  Yahoo!  Music 
Unlimited  to  Go  subscription  service,  priced  at  $15  a  month 
or  $144  a  year. 

DON'T  EXPECT  TO  USE  THE  WI-FI  LINK  to  shop  for  online  music 
in  the  ordinary  way.  It's  hard  enough  to  navigate  through 
an  online  music  store  on  the  big  display  of  a  computer,  let 
alone  on  a  2%-inch  screen  like  this  one.  In  fact,  the  Connect 
offers  no  way  to  search  the  Yahoo  music  store,  and  it's  hard 
to  find  anything  by  browsing.  What  the  Connect  does  offer  is 
discovery.  If  you're  in  a  functioning  Wi-Fi  hotspot,  you  can 
listen  to  programmed  playlists.  (Yahoo  calls  them  Internet 
radio  stations.)  When  you  hear  something  you  like,  press  the 
ZING  button  and  a  copy  of  the  song,  or  the  entire  album  it 
came  from,  is  downloaded  to  your  Connect  so  you  can  play  it 
whenever  you  want,  whether  you're  online  or  not.  While  you 
can't  use  the  Connect  to  send  or  receive  instant  messages, 
a  version  of  Y!  Messenger  lets  you  show  your  buddies  what 
you're  listening  to  and  send  them  recommendations.  These 
tunes,  too,  can  be  downloaded. 

To  get  the  best  experience  with  Wi-Fi,  you  really  need  an 
all-you-can-eat  subscription  plan.  The  iPod/iTunes  pay-per- 
song  approach  that  forces  you  to  sync  with  a  PC  just  doesn't 
cut  it.  Apple  never  believed  its  customers  would  spring  for 
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SanDisk's 

device 

works  with 

Yahoo's 

subscription 

service 


subscriptions,  which  is  why  there' 
no  Wi-Fi  iPod.  Even  the  upcoming 
iPhone,  which  will  have  Wi-Fi, 
won't  be  able  to  download  conten 
from  the  iTunes  Store  over  the  air. 

The  Connect  links  seamlessly 
to  Yahoo!  Music  Jukebox,  the 
Windows  player.  What  you 
download  to  the  handheld 
appears  automatically  in  your 
Jukebox  library,  and  vice  versa. 
Unfortunately,  Jukebox  and  its 
music  store  look  like  iTunes  mayb 
four  versions  back,  a  problem  Yah 
promises  to  fix.  And  while  Yahoo's 
claim  of  2  million  songs  sounds 
like  a  lot,  it  is  at  best  two-thirds  of 
Apple's  offerings.  Classical  and  jai 
selections  are  particularly  dismal. 
The  Connect  works  quite  well 
with  photos,  relying  on  a  social 
networking  approach.  Instead  of 
storing  pictures  on  the  player,  yoi 
hook  up  to  Yahoo's  Flickr  photo- 
sharing  service,  where  you  can  vii 
your  own  albums  or  a  selection 
chosen  by  Flickr. 

The  device  can  use  Wi-Fi  in  you 
home  or  any  hotspot  that  doesn't  need  a  browser  to  log  in.  Ev 
free  Wi-Fi  comes  at  a  price,  though;  being  connected  to  the 
radio  full-time  cuts  the  12-hour  battery  life  by  more  than  half. 

It  remains  to  be  seen  if  Wi-Fi  plus  subscription  can 
give  SanDisk,  Yahoo,  and  ZING  traction  against  the  iPod 
juggernaut.  But  I  find  the  Sansa  Connect  a  welcome  additic 
to  the  field  of  music  players.  ■ 

E-mail:  tech&you@businessweek.a 


BusinessWeek  .com 


ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 
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BY  RONALD  GROVER 


Comcast  Joins  the  Party 

I  came  home  one  night  recently  to  find  my  wife  engrossed  in  an  episode  of) 
Grey's  Anatomy— on  her  computer.  My  22-year-old  daughter  wonders  alomjl 
if  we  still  need  a  TiVo  to  record  episodes  of  her  latest  fave,  ABC's  Notes 
from  the  Underbelly,  now  that  it's  available  at  ABC.com.  If  you  have  any 
doubts  about  whether  the  age  of  online  TV  viewing  has  arrived,  just  spencf 


an  evening  at  my  place. 

Comcast,  the  country's  largest  cable 
operator,  seems  to  know  all  too  well  that 
what  is  happening  under  my  roof  isn't  that 
unusual  anymore.  Since  the  beginning 
of  April  the  company,  which  generates 
most  of  its  $25  billion  a  year  in  revenues 
by  delivering  TV  over  cable,  has  signed  a 
flurry  of  deals  designed  to  allow  it  to  do 
batde  with  the  likes  of  Yahoo!,  MSN,  and 
others  that  intend  to  stream  TV  shows  to 
folks'  computers.  It  struck  deals  with  CBS, 
Fox,  and  NBC  to  deliver  their  TV  shows 
through  Comcast's  soon-to-be-launched 
Fancast  online  site.  It  plunked  down  tens 
of  millions  of  dollars  to  buy  Fandango, 
with  a  notion  to  turn  the  online  ticketing 
site  into  a  guide  to  TV  shows  available  online. 

For  Comcast,  this  sure  looks  like  a  change  in  strategy. 
Three  years  ago  it  was  so  hungry  to  add  programming  muscle 
that  it  was  willing  to  pony  up  $54  billion  to  buy  Disney.  Now 
it  seems  desperate  to  join  the  Internet  party  and  not  be  left 
out  of  the  ad  boom  surrounding  online  video.  Little  wonder: 
After  cable  stocks'  bullish  run  last  year,  investors  are  more 
nervous  about  the  industry's  prospects  these  days.  Comcast 
shares  are  down  about  $3,  to  27,  from  this  year's  high. 

BECAUSE  OF  ITS  HEFT,  COMCAST  was  imbued  with  a  culture  that 
encouraged  executives  to  be  fearsome  when  striking  deals.  But 
that  may  be  changing  as  well,  as  the  Internet  threat  seems  to 
have  turned  Comcast  into  a  pussycat  for  anyone  with  content. 
"We  did  our  deal  in  24  hours,  I  kid  you  not,"  says  Quincy 
Smith,  president  of  CBS  Interactive.  Indeed,  it  looked  like 
Comcast  was  ready  to  make  a  deal  with  anyone  right  after  NBC 
and  Fox  announced  on  Mar.  22  that  they  would  license  their 
content  to  Yahoo,  AOL,  MSN,  and  MySpace.com.  Gone  are  the 
days  when  Comcast  could  demand  special  concessions,  like 
getting  free  use  of  TV  shows  for  its  video-on-demand  service. 
"Comcast  understands  that  good  quality  network  content  is 
what  keeps  people  sticking  around  their  site,"  says  NBC  Digital 
President  George  Kliavkoff.  "They  need  us." 

What  Comcast,  with  its  12  million  broadband  subscribers, 
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The  cable 
giant  wants 
a  piece  of  the 
online  video 
ad  boom 


is  hoping  to  create  is  the  granddaddy 
of  online  TV  networks,  under  the  name 
Fancast.com.  Comcast  President  Steve 
Burke  says  it  "will  become  a  big  business 
for  us"  in  the  fast-growing  but,  for  media 
outfits,  largely  untapped  world  of  online 
advertising.  Advertising  represents  just 
10%  of  Comcast's  revenues. 

Burke  has  fancy  plans  to  lure  Web- 
surftng  TV  fans  to  Fancast  when  it 
launches  this  summer.  A  search  engine 
powered  by  Fandango  will  identify  shows  t 
consumers  like  and  ship  them  to  a  digital 
videorecorder  for  TV  watching.  "We  belie  i 
people  still  want  the  lean-back  experienci  1 1 
of  watching  TV  on  a  big  screen," 


says  Burke.  Comcast  had  better 
hurry.  A  ton  of  folks  are  already 
watching  their  favorites  online, 
including  Xbox  Live  users  who 
have  shows  like  CSI  and  South 
Park  delivered  online  to  a  TV 
hooked  up  to  their  consoles. 

With  24  million  TV  subscribe 
Comcast  is  still  one  of  the 
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most  powerful  distributors  of 
entertainment.  But  its  growth  o 
late  has  been  driven  largely  by  selling  telephone  and  Interne 
services.  When  those  businesses  mature,  the  last  thing 
Comcast  wants  is  to  look  up  and  see  a  world  where  20-year- 
olds  skip  ESPN  to  watch  sports  online  or  forgo  Law  and  Ord 
in  favor  of  cop  shows  streamed  from  Steve  Jobs'  Apple  TV.  r< 
we're  not  yet  near  a  time  when  folks  desert  cable  TV  in  drovi  I 
to  watch  Sanjaya  on  their  cell  phones.  But  cable  moguls  hav  i 
known  for  years  that  couch  potatoes  simply  don't  want  80% 
of  what  is  jammed  onto  their  dials.  They  want  their  TV  in  w; 
they  can  manage,  on  a  time  schedule  that  is  their  own.  Just 
ask  my  wife.  ■ 


BusinessWeek  .com 


I  Jon  Fine  is  on  vacation.  His  blog  on  media  and  advertising  is  at 
www.businessweek.com/innovate/FineOnMedia 
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tVhy  Consumer  Spending 
Has  Staying  Power 

he  forces  sapping  demand  are  likely  to  ease-but  not  till  summer 


(A 

3 
© 
(A 
(A 


U.S.  ECONOMY 


Since  last  summer,  consumer  outlays  have  been  JJE 

bout  the  only  bright  spot  in  the  economy.  Outlays,  adjusted  for  Q 

illation,  have  motored  along  at  a  brisk  annualized  growth  rate  of  Q 

lore  than  4%  in  the  fourth  quarter  of  last  year  and  more  than  3%  in  ^™ 
le  first  quarter  of  this  year.  But  it  looks  like  households  are  going  to 


:  a  couple  of  speed  bumps  this  quarter:  Surging 
ices  for  food  and  fuels  promise  to  put  the  squeeze  on 
rchasing  power. 

Don't  worry.  The  road  in  the  second  half  of  the  year 
beginning  to  look  a  little  smoother.  For  now,  higher 
ices  are  eating  into  the  buying  power  of  take-home 
y,  but  the  job  markets  are  still  generating  plenty  of 
:ome,  and  that  trend  should  continue.  Why?  For  one 
ison,  recent  reports  on  home  sales,  housing  starts,  and 
jrtgage  applications  all  suggest  that  the  drag  on  the 
anomy  from  the  housing  slump,  while  far  from  over,  is 
t  to  diminish,  perhaps  considerably,  this  quarter. 
For  another,  March  strength  in  manufacturing  output, 
)ng  with  strong  auto  production  schedules  for  spring, 
ggest  business  inventories  are  now  coming  into  better 
gnment  with  demand.  Plus,  stronger  factory  output 
business  equipment  and  firmer  capital  goods  orders 
:  signs  that  some  of  the  recent  downbeat  numbers  on 
pital  spending  are  set  for  a  reversal. 
Housing,  inventories,  and  equipment  outlays  were  the 
y  drags  on  the  economy  during  the  winter,  and  any 
sing  of  these  burdens  will  be  a  plus  for  overall  demand, 
J  growth,  and  household  income. 

THE  NEXT  FEW  MONTHS,  though,  the  jolt  from 

;her  food  and  energy  prices  will  be  substantial.  The 
est  trends  in  food  and  energy  quotes  suggest  second- 
arter  consumer  prices  are  on  a  path  to  rise  about  5% 
>m  the  first  quarter,  measured  at  an  annual  rate.  That 
)uld  be  enough  to  nullify  most,  if  not  all,  the  purchasing 
wer  of  the  quarter's  expected  rise  in  household  income. 
In  the  three  months  through  March,  retail  food  prices 
se  at  a  7.4%  annual  rate,  the  fastest  such  pace  in  17 
ars.  Several  factors  converged  in  recent  months  to 
ish  up  those  prices,  including  a  January  freeze  that  hit 
uch  of  the  U.S.  citrus  crop,  other  weather  anomalies 
•road,  and  the  ongoing  impact  of  having  more  corn 
verted  toward  ethanol  production.  Upward  pressure 
l  food  prices  is  still  evident  in  the  commodities  market: 
trough  April,  the  Bridge/CRB  Spot  Index  for  foodstuffs 
up  about  9%  so  far  this  year,  after  having  held  fairly 
jady  from  August  through  December. 


HOUSEHOLDS  SHED 
SOME  OPTIMISM 

,  INDEX:  1985=100 


At  the  same  time,  prices  for  energy  goods  are  up 
30.9%,  and  prices  at  the  pump  kept  climbing  well  into 
April.  By  Apr.  23,  regular  gas  averaged  $2.87  per  gallon 
nationally,  with  prices  in  many  areas  over  $3.  Since  late 
January  the  average  pump  price  is  up  33%. 

To  put  that  rise  in  perspective:  If  all  of  that  pricier 
gasoline  were  purchased  at  the  expense  of  other  goods 
and  services  in  the  second  quarter,  then  the  quarter's 
growth  in  consumer  spending,  adjusted  for  inflation, 
would  be  more  than  a  percentage  point  less  than  it  would 
be  if  gas  prices  had  held  steady. 

Those  surging  gasoline  prices  are  undoubtedly  a  factor 
behind  the  latest  drop  in  consumer  confidence.  The 
Conference  Board's  index  slipped  for  the  second  month 
in  a  row  in  April,  to  104.  But  that  level  is  still  only  a  tad 
below  the  average  for  all  of  last  year  (chart). 

One  hope  for  the 
summer:  Gas  prices 
may  be  topping  out. 
Daily  retail  prices 
tracked  by  the  American 
Automobile  Assn.  began 
leveling  off  in  mid-April. 
In  fact,  pump  prices 
appear  to  have  gotten 
ahead  of  themselves, 
historically  speaking. 
The  relationship,  over 
time,  between  the 
prices  of  crude  oil  and 
gasoline  suggests  that  even  with  crude  at  $65  per  barrel, 
gas  should  be  in  the  neighborhood  of  $2.50  per  gallon. 
Current  prices  would  be  consistent  with  crude  at  more 
than  $75-  Moreover,  many  consumers  seem  inured  to 
$3  gas.  Last  year,  as  gas  approached  that  level,  demand 
continued  to  rise. 

STEADY  GROWTH  IN  JOBS  and  incomes  has  helped 
smooth  the  way  for  consumers  over  the  past  year,  and 
this  year  should  be  no  different,  especially  given  nascent 
signs  that  housing,  and  some  of  the  economy's  other 
weak  spots,  are  stabilizing.  In  housing,  weather  volatility 
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has  pushed  sales  of  existing  homes  up  and  down  in 
recent  months.  They  dropped  a  steep  8.4%  in  March 
after  rising  6.5%  in  January  and  February,  but  the  trend, 
based  on  a  six-month  moving  average,  appears  to  have 
bottomed  out  late  last  year  (chart).  And  purchases  of  new 
homes  ticked  up  by  2.6%  in  March. 

The  pattern  in  mortgage  applications  through  mid- 
April  also  suggests  housing  demand  is  stabilizing. 
Weekly  data  from  the  Mortgage  Bankers  Assn.  show 
applications  to  buy  a  home  have  held  fairly  steady  in 
recent  weeks,  despite  a  continuing  decline  in  the  number 
of  home  buyers  seeking  adjustable-rate  mortgages.  That 
drop  likely  reflects  falling  demand  for  subprime  and 
alternative-A  loans,  which  tend  to  have  adjustable  rates. 
But  the  steady  overall  trend  suggests  demand  for  prime, 
fixed-rate  loans  is  rising. 

THE  SUBPRIME  DEBACLE  clearly  will  delay  the  housing 
recovery.  Banks  are  tightening  their  standards  for 
lending  to  home  buyers,  and  any  rise  in  foreclosures  will 
put  more  homes  into  inventory.  But  because  lower  prices, 
attractive  interest  rates,  and  continued  income  gains  are 
boosting  affordability  in  the  prime  market,  the  subprime 
mess  does  not  appear  to  be  generating  any  significant 
new  round  of  weakness  in  housing  demand. 

More  important,  housing  starts  are  no  longer  falling  at 
the  dramatic  30%-to-40%-per-quarter  annual  rates  of  last 
year.  Starts  of  single-family  homes  declined  at  a  17.3%  rate 
in  the  first  quarter,  and  since  the  starts  data  foreshadow 
the  residential  building  numbers,  the  drag  on  overall 
economic  growth  from  housing  is  set  to  lessen,  perhaps 


SOME  FIRMING  IN  THE 
TREND   OF  HOME  SALES 

MILLIONS.  ANNUAL  RATE 


considerably,  in  the  second  quarter.  If  so,  that  would  be  a 
good  omen  for  overall  growth  in  the  second  half. 

Also  encouraging  for  the  second  half,  the  buildup  of 
business  inventories  that  had  depressed  ordering  and 
production  is  reversing.  Orders  received  by  manufacturei 
of  durable  goods  rose  3-4%  in  March,  the  second  advance 

in  a  row,  and  March 
factory  output  grew  by 
0.7%,  the  strongest  gain 
since  December.  The 
inventory  slowdown 
subtracted  greatly  from 
economic  growth  in  the 
fourth  quarter  of  last  yea 
but  was  a  much  smaller 
depressant  in  the  first 
quarter. 

Orders  and  output 
for  business  equipment 
also  picked  up  in  March 
after  softness  in  recent  months.  Orders  for  capital 
goods,  excluding  defense  items  and  commercial  aircraft, 
rebounded  by  a  strong  4.7%  in  March,  the  first  gain  sine 
December.  Although  equipment  orders  remain  weak, 
the  advance  in  March  suggests  that  businesses  are  still 
interested  in  expanding  their  domestic  operations,  a 
crucial  element  in  future  hiring. 

So,  despite  the  headwinds  buffeting  consumers  this 
quarter,  their  spending  remains  well  supported.  And  in 
the  second  half,  as  the  obstacles  to  overall  growth  fade, 
those  underpinnings  will  only  strengthen.  ■ 
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CONSTRUCTION  PAYROLLS 


Housing  Isn't  Hurting  the  Jobless  Rate 


SINCE  A  MAJOR  pullback  in  new 
construction  by  homebuilders  has 
been  accompanied  by  seemingly 
small  adjustments  in  employment  so 
far,  economists  fret  that  residential 
construction  payrolls  are  set  for  some 
big  declines.  A  deeper  look  at  job 
data,  however,  offers  reasons  to  doubt 
such  a  major  plunge  is  imminent. 

The  number  of  homes  under 
construction  in  March 
was  off  15.8%  from 
the  previous  year. 
At  the  same  time, 
residential  building 
and  contractor 
employment  was 
off  by  just  3.6%. 
Some  economists  are 
expecting  seasonally 
adjusted  construction 
jobs  data  will  finally 
take  a  dive  this  spring. 
If  builders  refrain 


HOUSING'S  IMPACT 

ON  CONSTRUCTION  JOBS 


PERCENT  CHANGE  FROM  A  YEAR  AGO 
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from  hiring  in  coming  months 
because  of  slower  activity,  seasonally 
adjusted  figures  would  show  big 
declines  in  construction  payrolls  as 
hiring  falls  short  of  seasonal  trends. 

But  to  Julia  Coronado,  an 
economist  at  Barclays  Capital,  an 
important  adjustment  is  already  well 
under  way.  Looking  at  all  specialty 
trade  contractors— who  account 
for  nearly  64%  of 
total  construction 
jobs— she  found 
employment  in 
housing-specific 
areas,  such  as  siding, 
roofing,  and  framing, 
showed  a  yearly  drop 
of  7.2%  in  January, 
the  latest  figures  at 
this  level  of  detail. 

So  why  hasn't 
overall  residential 
construction 
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employment  fallen  as  sharply? 
Coronado  believes  "contractors  wh( 
can  work  across  sectors  are,  not 
surprisingly,  less  tied  to  changes  in 
residential  activity."  Among  "flexibl 
contractors"  who  may  find  it  easier 
get  work  in  the  nonresidential  sectc 
such  as  electricians  and  plumbers, 
job  growth  is  up  2.7%.  As  long  as 
nonresidential  construction  activity 
remains  brisk,  demand  for  such 
contractors  should  persist. 

In  March  the  total  number  of 
contractors  was  virtually  unchangd 
from  January,  with  the  number  of 
residential  contractors  slipping  by 
less  than  10,000  workers.  That/ s  an 
auspicious  start  to  the  key  spring 
and  summer  periods.  If  constructio 
doesn't  suffer  dramatic  drops  in 
payrolls,  the  door  stays  open  to  job 
growth  strong  enough  to  lower  the 
unemployment  rate  even  more.  ■ 
-By  James  Mehn 
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litating  the  Godfather  of  Soul  may  not  have  been  the  best  way  to  impress  the  new 
»ss.  At  Unum,  we  understand  that  accidents,  no  matter  how  unlikely,  are  part  of  life. 
id  that  they  can  hit  families  where  it  hurts  the  most:  the  paycheck.  But  you'll  hardly 
iss  a  beat  with  benefits  from  Unum.  They're  a  smart  way  to  protect  the  most  valuable 
set  of  all.  You.  To  learn  more,  visit  us  at  unum.com. 
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Better  benefits  at  work. 


trance  products  and  services  are  offered  by  the  subsidiaries  of  Unum  Group  ©  2007  Unum  Group.  All  rights  reserved, 
im  is  the  registered  trademark  and  marketing  brand  of  Unum  Group  and  its  insuring  subsidiaries.  NS07-077 
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SHAKEUP  AT  SIEMENS 

Investors  love  Siemens  CEO  Klaus  Kleinfeld  for  finally  putting  the  Munich  engineering 
and  electronics  conglomerate  on  course  to  rival  General  Electric  in  profitability.  His 
thanks?  On  Apr.  25,  under  pressure  from  the  company's  supervisory  board,  Kleinfeld 
(photo)  said  he  won't  seek  an  extension  to  his  contract,  which  expires  on  Sept.  30. 
This  came  six  days  after  Chairman  Heinrich  von  Pierer  also  said  he  would  quit. 

Kleinfeld,  who  held  the  top  job  for  only  two  years,  was  undone  by  a  probe  into 
whether  executives  of  the  company  illegally  bribed  foreign  officials  to  win  contracts. 
Kleinfeld  wasn't  personally  implicated,  but  his  overseers,  including  Deutsche  Bank 
CEO  Josef  Ackermann,  want  outside  leaders  who  can't  be  accused  of  faulty  oversight. 
Kleinfeld's  de  facto  resignation  before  a  successor  was  named  leaves  a  leadership 
vacuum— and  angers  investors  who  thought  Siemens  was  getting  its  act  together. 
See  "A  setback  for  German  reform,"  page  46,  and\QWi&  "Siemens'  boss  steps  down," 
www.  businessweek.  com/go/tbw 


Toyota  Roars  Past  GM 

Many  experts  figured  Toyota 
would  overtake  General  Motors 

this  year,  but  few  thought  it 
would  happen  so  fast.  In  the 
first  quarter,  Toyot;<  so'd  2.35 
million  vehicles  globally,  to 
GM's  2.26  million.  If  Toyota 
stays  on  top,  it  will  mark  the 
first  time  in  76  years  that 
anyone  has  outsold  GM. 
MMU#  "Toyota:  A  carmaker 
wired  to  win," 
www.businessweek.com/go/tbw 
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AstraZeneca's  New  Rx 

Drugmakers  with  frail 
pipelines  are  still  looking  to 
bulk  up,  so  Anglo-Swedish 
giant  AstraZeneca  said  it 
would  buy  biotech  Medlmmune 
for  $15.2  billion  cash.  If  the 
deal  flies,  Astra  would  pick 
up  a  therapy  for  preventing  a 
serious  respiratory  infection 
in  children  and  a  flu  vaccine 
inhaled  in  a  nasal  spray,  plus  a 
pipeline  loaded  with  vaccines 
and  cancer  drugs.  Despite  the 


high  price,  analysts  generally 
saw  it  as  a  smart  buy. 
[']>Wtl»  "Medlmmune:  A  booster 
shot  for  Astra," 
www.businessweek.com/go/tbw 


Apple  Dodges  an  Arrow 

On  Apr.  24  the  SEC  brought 
options  backdating  charges 
against  former  Apple  General 
Counsel  Nancy  Heinen  and 
former  CFO  Fred  Anderson  but 
said  it  would  take  no  action 


against  the  company.  While 
CEO  Steve  Jobs  seems  to  be  in 
the  clear,  at  least  for  now,  he 
did  get  slammed  by  Anderson 
who  settled  with  the  SEC  and 
issued  a  press  release  saying  Jot  i 
played  a  role  in  the  improper 
accounting  of  one  large  2001 
grant,  which  Apple  denies. 
E5H3*  "Parting  shots  at 
Apple'sjobs" 
www.businessweek.com/go/tbw  to 
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Dow  13,000  II 

Ignoring  rising  energy  prices    t 
and  a  slumping  housing 
market,  the  stock  market 
surged  on  Apr.  25,  pushing  th< 
Dow  Jones  industrial  average  i  \\ 
up  136  points  to  close  just        II 
over  the  13,000  mark  for  the    U 
first  time.  Investors  seemed 
especially  enthused  by  strong 
overseas  earnings  from  the 
index's  component  companies  e. 
MZHKI*  "Dow  Climbs  Above 
13,000" 

www.businessweek.com/go/tbw  $ 
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China's  Supergrowth 

Scorching— how  else  to 
describe  a  Chinese  economy 
that  incinerated  forecasts 
with  an  11.1%  growth  rate  in 
the  first  quarter,  announced 
on  Apr.  19?  China,  the  fourth- 
biggest  economy,  is  on  track 
to  overtake  Germany  as  No.  3 
in  the  next  year  or  so.  Of 
course,  China  might  overheat .  , 
so  Beijing  is  probably  going 
to  have  to  raise  rates  once  or 
twice  before  the  year  is  out. 
That  could  douse  the  white-h 
domestic  stock  markets. 
Wim\*  "Why  taming  the  Chin 
dragon  is  tricky" 
www.businessweek.com/go/tbv 
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ABN:  It  Ain't  Over 

On  Apr.  23,  ABN  Amro  agreed 
to  be  taken  over  by  Barclays 
for  $91  billion.  Two  days  late; 
a  higher  bid  put  the  deal  for 
the  Dutch  bank  in  danger.  A 
consortium  headed  by  Royal 
Bank  of  Scotland  offered  arour 


,i 


i  billion,  and  analysts  say  if 
ar  gets  under  way,  the  price 
Jd  go  at  least  15%  higher. 
"MOB  Integration  hed," 
\e  36,  and  EMU*  "Can  the 
ts  spoil  Barclays'  ABN  deal?" 
w.businessweek.com/go/tbw 


ilty,  They  Said 

i  feds  chalked  up  another 
1  in  their  string  of  corporate 
ninal  prosecutions.  On 
r.  19  jurors  convicted 
mer  Qwest  Communications 
)  Joseph  Nacchio  on  19  of 
counts  of  insider  trading, 
isecutors  said  he  began 
nping  shares  in  2001  after 
rning  Qwest  faced  revenue 
•rtfalls.  His  attorney  has 
i  he'll  appeal. 

ED>  "Nacchio's  'defense-lite' 
itegy  backfires" 
w.businessweek.com/go/tbw 


A  Reprieve  for  Vonage 

Internet  phone  carrier 
Vonage  caught  a  break  on 
Apr.  24  when  a  U.S.  Court  of 
Appeals  stayed  a  trial  judge's 
injunction  that  would  have 
barred  the  company  from 
signing  new  customers.  Its 
battered  stock  surged  nearly 
30%  after  the  decision.  Vonage 
had  been  ordered  to  pay  $58 
million  and  halt  recruitment  as 
punishment  for  infringing  on 
Verizon  patents.  Its  appeal  is  set 
to  be  heard  on  June  25. 
Iflililfl*  "Vonage:  Away  from  the 
edge,  for  now" 
www.businessweek.com/go/tbw 


I  Blue's  Buyback 

I  makes  tons  of  money, 
1  its  revenues  are  growing 
idsomely  again,  but  the 
ck  has  been  bouncing 
ween  $70  and  $100  since 
:  2002.  To  goose  interest, 
company  on  Apr.  24 
lounced  a  33%  hike  in  its 
idend  and  authorized  $15 
ion  in  additional  funds  to 
I  back  stock— as  much  as 
*6  of  outstanding  shares. 
restors  cried  huzzah, 
shing  the  price  up  3.28,  to 
.49,  that  day. 


Brokered  Peace 
Morgan  Stanley  has  been  down 
this  road  before:  In  2004  it 
paid  $54  million  to  settle 
claims  that  pay  and  promotion 
practices  at  its  investment 
bank  were  biased  against 
women.  On  Apr.  24  the  firm 
agreed  to  cough  up  at  least 
$46  million  to  settle  a  sex- 
bias  class  action  brought  by 
current  and  former  female 
brokers.  The  lawsuit  alleged 
that  men  were  favored  in  the 
way  accounts  were  passed 
out  at  retail  branches.  Now, 
instead  of  branch  managers 
handing  out  the  most-lucrative 
accounts  to  their  pals,  Morgan 
Stanley  has  agreed  to  set  up  an 
automated  system.  Some  2,700 
female  financial  advisers  will 
share  in  the  payout. 
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:'s  only  one-tenth  of  what  the  feds  wanted,  but  it's  an 
npressive  sum  nevertheless.  HealthSouth  founder  Richard 
crushy,  while  not  admitting  wrongdoing,  agreed  on  Apr.  23 
j  pay  $81  million  to  settle  a  lawsuit  in  which  the  SEC  accused 
im  of  orchestrating  a  $2.6  billion  accounting  fraud  at  the 
iirmingham  (Ala.)  company.  Scrushy,  54,  agreed  to  pay  a 
3.5  million  fine  and  to  forfeit  $77.5  million  in  gains  from 
is  years  at  HealthSouth,  although  he  will  receive  credit  for 
71.5  million  he  has  already  forked  over  in  related  lawsuits, 
crushy  lawyers  warn  that  their  client,  who  has  incurred 
lore  than  $30  million  in  legal  bills,  may  not  be  able  to  come 
p  with  all  the  cash  he  owes.  And  Scrushy  hasn't  finished  his 
ang  walk  though  the  legal  system:  Although  he  was  acquitted 
of  criminal  charges  in  the  accounting 
fraud,  a  jury  last  June  convicted  him 
of  bribing  then-Alabama  Governor  Don 
Siegelman  in  exchange  for  a  seat  on 
the  state's  hospital  regulatory  board. 
Scrushy  says  he  plans  to  appeal. 

RICHARD  SCRUSHY 


May  7.  2007  I  BusinessWeek  I  31 


Cinguiar's 
world'' 

doesn't  include 
Pittsburgh, 
Omaha  or 
6,000  other 
American  cities. 


Sprint  Mobile  Broadband  covers 
2x  more  US.  cities  than 
Cinguiar's  BroadbandConnect. 


Get  the  power  of  the  nation's 
largest  mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
a  mobile  broadband  card  for  free. 


FREE 

CARD 


with  new  card  activation  on  unlimited 
data  access  plan.  Requires  2-yr 
agreement  and  $49.99  mail-in  rebate. 

No  voice  plan  required. 


PX-500  by  Pantech* 


1-800-Sprint-l 
sprint.com/mobilebroadband 


inf  > 


Sprint 

Together  with  NEXTEL 


POWER  UP 


Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Rev  A  enhancements  reach 
over  124  million  people  Coverage  not  available  everywhere -see  sprint.com/coverage  for  details. 
Not  available  in  all  markets/retail  locations  Coverage  comparison  based  on  most  recent  available 
information  regardingdngular  Broadband  market  coverageas  of  3/15/07.  free  Card  Offer:  Subject 
tocredit  approval.  Additional  restrictions  apply.  Mail-in  Rebate;  Requires  purchase  by6/T7/07and 
activation  by  7/1/07  of  new  line  on  Unlimited  Data  Plan  (SS9.99)  and  two-year  agreement  $36 
activation  fee  and  S200  early  termination  fee  apply.  Rebates  cannot  exceed  purchase  |  u 
excluded.  Line  must  be  active  30  consecutive  days.  Allow  8-12  weeks  for  rcb  •'••  ©2007  Sprint 
Nextel.  All  rights  reserved.  Sprint,  the  "Going  forward"  logoand  nth  t  trademark!  are  trademarks 
of  Sprint  Nextel.  All  other  trademarks  are  property  of  the1  respective  owners. 


News   Insights 


,    **ME<-- 


MORTGAGE  CRISIS 


WHY  THIS 
SLUMP  IS 
DIFFERENT 


BY  CHRISTOPHER  PALMERI 
AND  DAWN  KOPECKI 


FIRST  COMES  THE  REMINDER  NOTICE  THAT  A  BOR- 
rower  is  late  on  the  mortgage  payment.  Then  the  phone 
calls  start.  Later  a  brochure  arrives,  maybe  even  a  DVD, 
explaining  the  homeowner's  options.  Around  month 
four,  there  will  be  a  knock  on  the  door. 
Don't  call  them  bill  collectors.  Today,  the  industry  has 
a  softer  term,  "debt  counselors,"  for  the  swelling  ranks 
of  people  who  are  pounding  the  pavement  trying  to  stem  the  tide  of 
mortgage  foreclosures.  Says  Steve  Bailey,  senior  managing  director 
at  mortgage  giant  Countrywide  Financial  Corp.,  who  oversees  the 
company's  $1.4  trillion  portfolio:  "You  need  to  keep  the  revenue 
stream  flowing  and  keep  hope  alive." 

As  the  housing  downturn  grinds  on,  that  has  become  the  mantra  for 
eveiyone  from  homeowners  and  lenders  to  agents  and  investors.  There 
have  been  previous  busts,  but  this  one  is  markedly  different.  Never  be- 
fore have  home  prices  fallen  so  broadly:  Median  national  home  prices 
slipped  0.3%  in  March  from  a  year  earlier,  and  the  National  Association 
of  Realtors  predicts  a  fall  of  0.7%  for  2007,  which  would  mark  the  first 
annual  drop  since  the  Great  Depression  era.  And  foreclosure  filings  are 
increasingly  common,  jumping  42%  in  2006  to  1.2  million,  calculates 
RealtyTrac.  There's  little  relief  in  sight;  in  the  first  quarter,  2  million 
homeowners  were  at  least  30  days  late  on  their  payments,  an  increase 
of  26%  from  last  year,  according  to  Moody's  Economy.com  Inc. 

Foreclosure  is  never  an  attractive  option,  but  now  it's  even  less 
appealing.  With  prices  falling  nationwide,  lenders  are  wary  of  hold- 
ing on  to  properties  whose  values  could  sink  further.  And  unlike  in 
previous  cycles,  a  big  chunk  of  the  loans  made  recently  are  held  not  by 
federally  insured  thrifts  or  banks  but  by  hard-charging  hedge  funds 
and  other  big  investors  that  are  aggressively  pushing  lenders  to  stop 
the  bleeding.  What's  more,  the  steep  rise  in  second  mortgages  that 
accompanied  the  boom  means  lenders  in  foreclosure  proceedings 
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Foreclosures 
are  rising  fast, 
investors 
are  sweating, 
and  lenders 
are  now 
bending  over 
backwards 
to  keep  bad 
loans  alive 


KUICK  The  San  Diego 
real  estate  agent  is 
taking  offers  to  the 
seller's  lenders 
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Foreclosure 
Alternatives 

With  so  much  at  stake,  lenders 
are  finding  creative  ways  to 
keep  problem  loans  from 
turning  into  foreclosures 


PAYMENT  PLANS 

The  lender  temporarily  forgives 
missed  payments  but  requires 
the  borrower  to  pay  extra 
money  each  month.  The 
strategy  works  best  with 
homeowners  who  fall  behind 
because  of  illness  or  job  loss. 


LOAN 
MODIFICATIONS 

The  bank  reduces  payments 
permanently  by  lowering  the 
interest  rates,  extending  the 
life  of  the  loan,  or  switching 
borrowers  from  an  adjustable- 
rate  to  a  fixed-rate  mortgage. 


PRE-FORECLOSURE 
SALES 

An  owner,  with  the  permission 
of  the  lender,  sells  the  home  for 
less  than  the  outstanding  loan. 
The  bank  takes  a  loss  on  the 
difference.  This  limits  damage 
to  the  borrower's  credit  rating. 


are  increasingly  fighting  one  another  for 
the  scraps.  Such  pressures  are  inspiring 
some  to  dream  up  creative  alternatives 
to  foreclosure,  from  tinkering  with  loan 
terms  to  subsidizing  sellers. 

UNDERWATER  EPIDEMIC 

MANY  OF  THE  homeowners  in  trouble 
are  first-timers  who  bought  recendy  or  in- 
vestors who  got  in  over  their  heads.  Vikki 
Kuick,  a  real  estate  agent  in  San  Diego, 
has  a  listing  on  a  three-bedroom  condo 
that  the  owners  bought  as  an  investment 
property  three  years  ago  for  $447,000. 
Payments  on  their  adjustable-rate  loans 
have  since  gone  from  about  $2,000  a 
month  to  $3,800,  while  their  tenant  pays 
just  $1,800.  Kuick  says  she  has  an  offer 
for  $370,000,  which  she  has  taken  to  the 
couple's  lenders.  If  the  lenders  agree,  the 


holder  of  the  second  mortgage  would  re- 
ceive a  token  amount— as  little  as  $1,000. 
"If  it  goes  to  foreclosure,  [the  second 
lender]  may  get  zero,"  she  says. 

For  the  first  time  in  years,  houses  are 
hitting  the  market  with  asking  prices  be- 
low the  value  of  their  mortgages.  Stretched 
owners  are  hoping  for  a  so-called  short 
sale,  in  which  the  lenders  forgive  the  dif- 
ference. National  statistics  are  scarce,  but 
according  to  a  study  performed  for  Busi- 
nessWeek by  the  online  agency  ZipRealty, 
there  are  1,100  such  listings  in  Miami, 
nearly  1,000  in  Atlanta,  and  700  in  the 
Washington  area.  In  Sacramento,  real  es- 
tate agent  Patrick  Hake  counts  1,079,  more 
than  10%  of  the  total  homes 
on  the  market.  "If  home  val- 
ues are  falling,  short  sales 
are  better  because  they  can 


be  done  cheaper  and  quicker  [than  fort  j)i 
closures],"  says  Kevin  J.  Kanouff,  head  (> !» 
the  bond  group  at  mortgage  consultin  fei 
firm  Clayton  Holdings  Inc. 

Quick  is  good,  given  the  unprecedente  fc 
pressures  lenders  are  facing.  In  previov u\ 
downturns,  most  loans  were  owned  b 
federally  insured  lenders.  Now  rough] 
56%  of  all  loans  outstanding,  $5.7  trillio 
worth,  have  been  pooled  into  mortgage 
backed  securities,  vs.  just  12%  in  198^3 
"Wall  Street  has  been  very  tough,  and  iti 
encouraging  lenders  to  act  rapidly,"  saj 
Douglas  G.  Duncan,  chief  economist  hh 
the  Mortgage  Bankers  Assn.  "The  fastd  on 
you  act,  the  lower  your  losses." 
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CONDO  MINIMUM 

CHICAGO  BLUES 


BY  ADRIENNE  CARTER 

When  I  bought  my  first 
home  in  2005, 1  did 
everything  right,  from 
studiously  researching 
the  neighborhood  to 
boning  up  on  adjustable  and  fixed-rate 
mortgages.  I  even  haggled  with  the  sellers, 
knocking  $4,500  off  the  list  price  and 
getting  window  treatments  thrown  in. 

All  of  those  smart  moves  won't  save 
me  from  taking  a  loss,  though.  Like  many 
homeowners  across  the  country,  I'm  a 
victim  of  circumstance.  I  bought  almost 
at  the  peak,  spending  $240,000  on  a 
two-bedroom  condo  in  the  trendy  Chicago 
area  of  Lakeview.  Then,  earlier  this  year, 
BusinessWeek  transferred  me  back  to 
New  York.  As  with  many  people  in  my 
predicament,  I  never  figured  I  would  have 
to  move  so  soon. 

It  has  been  a  tough  four  months  since 
I  first  put  the  condo  on  the  market,  a 
situation  compounded  by  a  dreary  Chicago 
winter  that  made  home  sales  there 
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especially  slow.  I'm  thankful 
that  I  found  a  buyer,  and  the 
deal  is  set  to  close  at  the 
end  of  May.  It's  happening 
just  in  time:  I'm  reaching  the 
end  of  the  goodwill  with  my 
New  York  friends,  who  have 
been  putting  me  up  in  their 
apartments.  In  a  sense,  I've 
been  homeless,  unwilling  to 
rent  a  place  in  New  York  until 
I've  taken  care  of  business  in 
Chicago. 

I'm  suffering  a  big  hit  on 
the  condo.  My  situation  is 
known  as  an  "underwater"  sale,  meaning 
my  selling  price  came  up  short  of  what  I  owe 
on  the  mortgage.  The  median  home  price  in 
the  Midwest  fell  just  0.2%  over  the  past  year, 
but  my  condo  will  fetch  $234,000,  a  2.5% 
loss.  Plus,  I'm  ponying  up  $2,400  worth  of 
incentives  for  the  buyer,  and  I  recently  paid 
$1,600  for  new  stainless  steel  appliances 
to  help  sell  the  apartment.  Counting 
commissions,  closings  costs,  and  all  the 


ADRIFT  Carter  at  a 
friend's  apartment 
in  New  York 


rest,  I'll  be  out  roughly  $20,000. 

Most  of  that  is  coming 
straight  out  of  my  pocket.  Uncle 
Sam  won't  offer  any  solace: 
Because  of  long-standing  tax 
rules,  I  won't  be  able  to  write  off  the  loss 
from  the  sale  of  my  home,  as  I  could  for 
stocks  and  bonds. 

I  remember  vividly  the  pride  I  felt 
on  the  first  night  in  my  new  place.  Now 
the  experience  conjures  up  anxiety, 
restlessness,  and  regret.  It'll  be  a  long  time 
before  I  jump  back  into  real  estate.  But  at 
least,  as  I've  reminded  myself  during  the 
darker  days  of  this  ordeal,  I  love  my  job. 
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With  so  much  at  stake,  lenders  are 
rambling  to  cut  delinquencies  and 
'oid  foreclosures.  In  Dallas,  EMC  Mort- 
ige  Corp.,  a  unit  of  Wall  Street  invest- 
ent  bank  Bear,  Stearns  &  Co.,  recently 
I  up  a  "Mod  Squad"  team— short  for 
an  modification— of  50  workout  spe- 
alists  who  travel  the  country  helping 
jmeowners  renegotiate.  Citigroup  Inc. 
id  Bank  of  America  Corp.  have  pledged 

make  a  total  of  $1  billion  in  new,  be- 
w-market  loans  to  homeowners  in 
ouble  through  the  nonprofit  Neigh- 
)rhood  Assistance  Corp.  of  America, 
cwen  Financial  Corp.,  which  collects 
lyments  on  $50  billion  in  mortgages 
r  other  lenders,  has  recendy  doubled 
e  size  of  its  loan-mitigation  depart- 
ent  and  has  put  people  on  the  ground 
r  face-to-face  meetings  with  borrow- 
s  before  there  is  a  problem.  It  even 
lys  its  staff  bonuses  if  they  can  avoid 
reclosure.  Says  John  Vella,  president  of 
VIC:  "We  want  to  protect  the  loan  from 
)ing  all  the  way  south." 

/ERYONETAKESAHIT 

SAT'S  GOOD  for  everybody.  Each  fore- 
osure  costs  lenders,  the  government, 
id  homeowners  an  estimated  $80,000. 
/en  neighbors  take  a  hit,  since  foreclo- 
ire  can  have  a  ripple  effect  on  property 
dues.  One  foreclosure  can  cut  the  price 
l  nearby  homes  by  1.4%. 

Still,  with  so  many  loans  packaged 
id  sold  as  pools,  the  industry  has 
:d  its  hands  to  some  extent.  To  take 
Ivantage  of  the  accounting  and  tax 
merits,  many  lenders  wrote  restric- 
Dns  on  the  mortgage-backed  securi- 
;s;  generally  just  5%  of  loans  in  such 
vestments  can  be  renegotiated.  Some 
)ols  containing  subprime  loans  al- 
ady  have  delinquency  rates  of  8%  or 
ore.  It's  possible  to  change  the  deal, 
it  it's  time-consuming  and  costly. 
A7hat  was  once  a  simple,  often  per- 
mal  relationship  between  a  borrower 
id  lenders  is  now  a  complex  struc- 
ire  involving  many  parties,  includ- 
g  services,  investors,  trustees,  and 
ting  agencies,"  said  Federal  Deposit 
lsurance  Corp.  Chair  Sheila  C.  Bair  in 
stimony  to  Congress. 

By  keeping  borrowers  in  houses  they 
;ver  should  have  bought,  lenders  could 
mply  be  setting  everyone  up  for  a 
eeper  fall  down  the  road.  But  for  now 
le  focus  is  on  working  out  some  alter- 
itive  to  foreclosure.  With  the  housing 
.arket  being  buffeted  by  the  harshest 
orm  it  has  seen  in  memory,  every- 
3dys  just  trying  to  hold  on.  ■ 

-  With  Mara  Der  Hovanesian 
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SUBPRIME  MESS 


HOW  THE  BAD  NEWS 
COULD  GET  WORSE 

If  delinquencies  lead  to  downgrades  of  mortgage- 
backed  securities,  ripples  could  become  waves 


BY  DAVID  HENRY 

ITH  THE  DOW 
Jones  industri- 
al average  once 
again  setting  re- 
cords, if  s  tempt- 
ing to  think  the 
subprime  mort- 
gage mess  that  roiled  stock  and  bond 
markets  in  February  and  March  is  over. 
But  late  in  the  evening  of  Friday,  Apr. 
20,  came  a  jarring  sign  that  things  may 
be  getting  worse,  not  better.  Credit  ex- 
perts at  Moody's  Investors  Service  pro- 
jected that  average  losses  on  pools  of 
subprime  mortgages  from  2006  would 
be  as  much  as  8%,  one-third  higher  than 

MOUNTING  TROUBLE 

Subprime  mortgages  from  2006 
have  more  problems  than  those 
in  other  recent  years 
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what  they  expected  just  six  weeks  before. 

The  report  was  a  reminder  that  no 
one  will  know  for  some  time  how  big 
the  losses  on  bad  mortgages  will  be. 
That  includes  the  credit-rating  agen- 
cies, whose  grades  on  mortgage-backed 
securities  and  other  instruments  play 
a  big  role  in  determining  how  easy  it 
is  for  everyone  from  homeowners  to 
private  equity  firms  to  borrow  money. 
Moody's  executives  acknowledge  that 
they've  underestimated  delinquencies 
so  far  and  say  they  won't  know  if  their 
new  estimates  are  right  until  several 
things  become  clearer,  such  as  how 
many  borrowers  are  able  to  work  out 
new  repayment  terms.  Fitch  Ratings 
Ltd.  also  has  raised  its  loss  estimates 
recently.  Standard  &  Poor's  says  it 
hasn't  changed  its  estimates  but  notes 
that  they  were  higher  than  its  rivals'  to 
begin  with.  (S&P,  like  BusinessWeek,  is  a 
unit  of  The  McGraw-Hill  Companies.) 

The  stock  market  lost  ground  on 
the  Monday  following  the  announce- 
ment but  gained  it  back  quickly  Perhaps 
that's  because  investors  have  already 
sorted  through  most  of  the  possibilities 
and  decided  the  odds  are  against  worse 
trouble  unfolding. 

But  some  experts  caution  that  there's 
a  possible  scenario  that's  worth  mull- 
ing, even  if  it's  unlikely.  It's  not  the 
familiar  threat  of  foreclosed  homes  de- 
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pressing  house  prices  and  hurting  the 
economy  by  deep-freezing  consumer 
spending  and  construction.  Rather,  it's 
a  disease  that  would  spread  through 
the  channels  of  modern  finance,  start- 
ing with  unprecedented  delinquencies 
on  subprime  and  other  adjustable-rate 
mortgages.  That  would  force  the  rating 
agencies  to  issue  widespread  down- 
grades of  mortgage-backed  securities, 
and  that  would  set  off  downgrades 
of  the  collateralized  debt  obligations 
(CDOs)  that  bought  those  securities. 
The  downgrades  and  subsequent  losses 
could  prompt  investors  to  back  away 
from  the  broader  debt  market,  slowing 
corporate  loans  and  leveraged  buy- 
outs—a big  support  for  stocks  in  the 
past  few  years.  "It  could  force  a  fairly 
significant  leverage  unwinding  [and 
even]  some  degree  of  global  liquidity 
crunch,"  says  Christian  Stracke,  a  se- 
nior analyst  at  CreditSights  Ltd.,  a  re- 
search service  for  in- 
stitutional investors. 
While  Stracke 

isn't  predicting  this 
will  come  to  pass,  he 
argues  that  it's  pos- 
sible because  credit 
ratings  on  mortgage- 
backed  securities  are 
based    on    historical 

q-q  jTlStOrV    Patterns-  Yet  history 
^^^  v      has  never  seen  a  time 

^^^  with   mortgage  debt 

so  high  relative  to  the 
national  economy,  with  house  prices 
having  gone  up  so  much  amid  rampant 
speculation,  with  so  many  risky  mort- 
gages, and  with  delinquencies  surging 
at  a  time  when  jobs  are  plentiful.  "This 
is  a  significant  issue  that's  going  to  play 
out  in  a  matter  of  months,"  says  credit 
market  strategist  Jeffrey  A.  Rosenberg 
of  Banc  of  America  Securities.  "Inves- 
tors should  be  paying  attention." 

Moody's  has  updated  its  rating 
methods  in  at  least  three  ways  to  deal 
with  the  changes  in  lending  over  the 
past  few  years.  But  Brian  M.  Clarkson, 
Moody's  co-chief  operating  officer  for 
global  structured  finance,  doesn't  share 
Stracke's  larger  concerns.  He  says 
he  has  seen  three  distinct  subprime 
waves  before  and  that  adjustable-rate 
mortgages  with  payment  options  and 
ultra-risky  no-documentation  loans 
aren't  new,  either.  Clarkson  doesn't 
foresee  a  wave  of  mortgage  defaults 
setting  off  a  broad  downturn  in  avail- 
able credit.  "In  my  opinion,"  he  says, 
"it  is  a  very  remote  possibility.  But  it  is 
a  possibility."  ■ 
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THE  MAKING 
OF  A 
MONOLITH 

ABNAMRO  signals 
the  euro  zone's 
superpower  status 


BY  STANLEY  REED 

HE    NUMBERS 
are     dazzling. 
London-based 
Barclays  PLC's 
proposed  $91 
billion    take- 
over  of  ABN 
AMRO  was  looking  like  the  big- 
gest financial-services  merger 
ever.  Then  on  Apr.  25,  the  Royal 
Bank  of  Scodand  Group  tabled 
an  even  higher  offer— $98  bil- 
lion—for the  giant  Dutch  bank. 

As  breathtaking  as  the  num- 
bers are,  whatever  deal  ultimately 
emerges  isn't  the  real  story  here.  Far 
more  significant  is  what  such  a  deal  says 
about  the  global  financial  stage.  A  mon- 
ster bank  merger  of  this  scale  promises 
to  hasten  the  long-awaited  financial  in- 
tegration of  Europe,  and  with  it  the  cre- 
ation of  a  zone  of  financial  power  that  is 
the  logical  outcome  of  a  continent-wide 
trading  bloc  with  a  common  currency. 

The  economic  implications  are  enor- 
mous. Increased  financial  integration  in 
Europe  will  mean  billions  of  dollars  in 
savings  for  European  companies  in  the 
form  of  cheaper  capital.  Not  only  will  that 
help  businesses  expand  more  readily  but 
it  will  also  lower  the  cost  of  trade  among 
European  countries  and,  at  long  last,  weld 
them  into  a  single  economy  with  the  heft 
to  challenge  the  U.S.Japan,  and  China. 

The  prize  for  banks  is  the  vast  pool 
of  European  savings.  After  decades  of 
dutifully  putting  away  cash,  Europe's 
aging  population  is  sitting  on  a  colossal 
reservoir  of  wealth.  Tapping  into  that 
pool  represents  a  huge  opportunity  for 
banks  as  they  unleash  their  investment 
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banking  operations  on  Europe's  big  cc 
porate  customer  base.  It  all  points  to  i 
explosion-  of  deals,  not  to  mention  tl 
growth  of  corporate  finance  transactio) 
in  Eastern  Europe,  China,  and  India. 
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NO  INTERFERENCE 

THE  DEALS  ARE  already  happenin 
Once  something  of  a  backwater,  Euro] 
now  surpasses  the  U.S.  as  a  source 
mergers  and  acquisitions.  Europe-tE 
geted  M&A  volume  hit  $495  billion 
the  first  quarter  of  this  year,  well  ahe;  3 
of  the  $442  billion  booked  in  the  U.I 
according  to  market  watcher  Dealog 
Having  a  single  currency  has  certair  I  ! 
helped.  But  European  corporations  a    i 
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Europe,  once  a 
laggard,  is  now 
ahead  of  the 
U.S.  in  M&A 


so  responding  to 
ressures  from  hedge 
mds  and  other  activ- 
t  investors. 
Adding  to  the  mo- 
lentum  of  financial 
itegration,  European 
nion  authorities  are  ^^^^^^^^™ 
lally  acting  to  halt 
olitical  interference  in  cross-border 
anking  deals.  National  regulators  in 
)me  countries,  especially  France  and 
aly,  have  tried  to  fend  off  hostile  take- 
rers  by  foreign  banks.  Now  new  rules, 
pproved  last  month  by  EU  finance 
dnisters,  could  make  such  meddling 
arder  to  do.  With  that  change  on  the 


horizon,  some  potential  takeover  targets 
are  already  looking  for  friendly  tieups 
with  other  banks.  "Why  wait  and  be 
eaten  by  Citigroup?"  says  Jean-Pierre 
Lambert,  an  analyst  with  investment 
bank  Keefe,  Bruyette  &  Woods. 

Nowhere  is  the  rise  of  European  finan- 
cial clout  more  evident  than  in  London. 
While  Britain  has  chosen  to  stay  outside 
of  the  euro  zone,  London  may  well  be  the 
euro's  biggest  beneficiary.  The  British 
:apital  is  home  to  packs  of  dealmakers 
ho  rove  the  Continent  during  the  week. 
And  the  city's  new  financial  district,  Ca- 
nary Wharf,  has  attracted  the  cream 
of  global  banks  and  is  a  hotbed  of  new 
financial  products. 

Lighter  market  regulation  figures 
into  London's  attraction.  But  a 
favorable  tax  regime,  geogra- 
phy, and  a  cosmopolitan  at- 
mosphere play  even  larger 
roles.  The  city  has  be- 
come the  natural  place 
for  listings  by  com- 
panies from  nearby 
emerging    markets, 
as  tycoons  such  as 
Russian  mogul  Ro- 
man    Abramovich 
snap    up    London 
mansions.  As  start- 
ups    from     emerg- 
ing    markets     have 
flocked  to  offer  shares 
on  the  London  Stock 
Exchange,  its  total  list- 
ings have  risen  nearly  15% 
since  2004,  while  those  on 
the  New  York  Stock  Exchange 
have  fallen  by  0.6%,  according  to 
the  World  Federation  of  Exchanges,  a 
trade  group. 

The  integration  of  Europe  is  part  of  a 
larger  trend  toward  deeper  financial  ties 
across  the  globe.  And  that  has  U.S.  finan- 
cial   institutions    vying 
for  a  piece  of  the  action 
in  London.  NASDAQ  has 
acquired  nearly  30%  of 
the  LSE,  while  the  NYSE 
just  bought  Paris-based 
Euronext.    "The    Euro- 
pean capital  markets  are 
™  more    important    than 

they  were  a  decade  ago 
because  they  are  functioning  more  as  a 
single  market,"  says  Alan  Mclntyre,  who 
heads  North  American  banking  for  Mer- 
cer Oliver  Wyman,  a  financial  services 
consultant. 

Barclays  is  a  classic  example  of  the 
metamorphosis.  A  decade  ago  it  was  a 
troubled  British  commercial  bank.  But 


Europe  Rising 

New  financial  muscle  for 
the  Old  World 

$495 

BILLION 

Volume  of 
European  M&A 
activity,  compared 
with  $442  billion  in 
the  U.S.* 

14.8% 

Increase  in  the 
number  of 
listings  on  the 
London  Stock 
Exchange,  while 
NYSE  listings 
declined  0.6%** 

*First  quarter.  2007      "From  2004-2006 
Data:  Dealogic.  World  Federation  of  Exchanges 

the  century-old  institution  has  been 
turned  upside  down  by  a  hard-charging 
group  of  mosdy  American  investment 
bankers.  Barclays  President  Robert  E.  Di- 
amond Jr.,  a  native  of  Massachusetts  and 
a  veteran  of  Morgan  Stanley,  has  taken 
the  lead.  He  has  made  Barclays  a  huge 
player  in  the  fast-growing  businesses  of 
structured  finance,  credit  derivatives,  and 
commodities. 

There's  little  doubt  that,  on  the  heels 
of  Barclays'  bid  for  ABN  AMRO,  other 
European  banks  will  be  hurrying  to 
shore  up  their  positions.  CEOs  of  even 
Europe's  biggest  banks  are  realizing 
that  their  institutions  are  simply  too 
small  to  play  on  the  world  stage.  With 
the  exception  of  HSBC,  no  European 
bank  has  the  $200  billion  or  so  market 
capitalization  that's  needed  to  compete. 
There  is  plenty  of  money  to  be  made 
by  signing  up  new  clients  everywhere 
from  China  to  India  to  Brazil.  But  set- 
ting up  offices  and  investing  in  the 
hugely  expensive  automated  trading 
platforms  needed  to  slash  transaction 
costs  requires  piles  of  capital. 

That  has  turned  up  the  heat  on 
other  bankers  to  find  partners.  There 
are  reports  that  France's  Societe  Ge- 
ne rale  is  talking  with  Italy's  acquisitive 
UniCredito.  Other  potential  targets  in- 
clude KBC  bank  in  Belgium  and  banks 
with  strong  footholds  in  fast-grow- 
ing Eastern  and  Central  Europe,  such 
as  Austria's  Erste  Bank  and  Greece's 
EFG.  "When  you  compare  banking  con- 
solidation in  Europe  with  the  U.S.,  it's 
clear  the  U.S.  banks  are  much  further 
along,"  say  Herbert  Walter,  CEO  of 
Germany's  Dresdner  Bank.  But  with  so 
much  action  shifting  to  Europe,  that's 
soon  likely  to  change.  B 
-With  Mara  Der Hovanesian  in  New  York, 
Jack  Ewing  in  Frankfurt,  Carol  Matlack  in 
Paris,  and  Joseph  Weber  in  Chicago 
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SOME  GAIN  FROM 
THE  DOLLAR'S  PAIN 

New  signs  point  to  the  likelihood  of  a 
much-improved  U.S.  balance  of  trade 


BY  PETER  COY 

THE  DOLLAR  HAS  LOST  A 
lot  of  buying  power  in 
the  past  five  years,  as  any 
American  who  travels  to 
Europe  can  attest.  That's 
bad  for  tourists,  but  there's 
an  upside.  A  cheaper  dol- 
lar is  finally  chipping  away  at  the  huge 
U.S.  trade  deficit,  and  there's  emerging 
evidence  that  the  improvements  will  ac- 
celerate in  coming  years  without  further 
huge  declines  in  the  dollar. 

A  falling  dollar  narrows  the  trade  gap 
by  making  imports  more  expensive  and 
exports  cheaper.  Until  recently,  the  im- 
proving outlook  had  been  obscured  by  the 
surge  in  spending  on  oil  imports  and  by 
the  relative  strength  of  the  U.S.  economy, 
which  has  sucked  in  goods,  services,  and 
investments  from  other  parts  of  the  world. 
From  now  on,  the  trade  deficit  should 
shrink  even  more  quickly.  Bolstering  that 
idea  is  a  forecast  of  the  International  Mon- 
etary Fund  released  on  Apr.  5.  It  concludes 
that  the  U.S.  trade  deficit  may  be  far  more 
responsive  to  currency  depreciation  than 
economists  have  traditionally  assumed. 

The  improvement  in  the  trade  balance 
between  the  U.S.  and  some  trading  part- 
ners is  impressive.  In  February,  the  U.S. 
posted  a  surplus  with  Britain  for  the  first 
time  since  2001.  For  the  first  ^^^^^ 
two  months  of  2007,  the  defi- 
cit with  the  European  Union 
was  less  than  $13  billion, 
down  28%  from  a  year  ear- 
lier. With  Canada,  the  deficit 
fell  to  below  $12  billion  from 
more  than  $16  billion. 

Those  gains  are  consistent 
with  the  IMF's  new  analy- 
sis. Economists  for  the  IMF 
speculate  that  globalization 
may  have  increased  the  re- 
sponsiveness of  trade  to  cur- 


rency movements.  More  trade 
leaves  companies  more  exposed 
to  price  changes  by  foreign  ri- 
vals, so  imports  and  exports  are 
more  immediately  affected  by 
the  dollar's  fall. 

Another  point  in  the  dollar's 
favor  is  that  the  gap  in  the  U.S. 
current  account  doesn't  need  to 
shrink  to  zero.  It  only  has  to  get 
small  enough  so  that  America's 
debts  aren't  piling  up  at  an  unsustain- 
able pace.  A  current-account  deficit  equal 
to  perhaps  2%  or  3%  of  gross  domestic 
product  would  be  small  enough  to  pre- 
vent external  liabilities  from  climbing 
faster  than  the  growth  of  the  U.S.  econ- 
omy. Daniel  Waldman,  senior  foreign 
exchange  economist  at  Barclays  Capital, 
argues  that  the  deficit  was  swollen  by 
cyclical  differences  in  growth  between 
trading  partners.  Stripping  those  out, 
he  estimates  the  "structural"  deficit  last 
year  was  about  4.6%  of  GDP  and  getting 
it  down  to  3.1%  would  be  enough. 

HOW  FAR  IS  DOWN? 

BEARS  ON  THE  DOLLAR  aren't  persuad- 
ed that  the  gap  will  be  so  easy  to  close 
without  an  enormous  depreciation  of  the 
dollar.  They  note  that  the  deficit  in  the 
current  account— the  broadest  measure 
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of  trade  and  investment  income— hit 
record  $857  billion  last  year.  "The  bes 
case  scenario  is  that  the  dollar  loses  on 
half  its  value  in  the  next  few  years,"  sa;i 
Peter  Schiff,  president  of  Euro  Pacil 
Capital  Inc.,  a  Darien  (Conn.)  brokerag 
Even  those  who  are  optimistic  abo 
the  outlook  for  the  deficit  acknowledj! 
that  there  are  still  big  problems  wi 
some  key  trading  partners.  The  doll 
remains  strong  against  the  Japanese  ai 
Chinese  currencies.  No  surprise,  then,  th 
the  trade  deficit  with  Japan  hasn't  fall, 
and  the  deficit  with  China  has  ballooned 
The  unbalanced  nature  of  the  curre 
cy  moves  makes  it  hard  to  say  how  mu 
more  the  dollar  needs  to  fall.  Would  t 
deficit  react  to  a  further  decline  agair 
the  euro  and  the  pound?  Or  does  t 
yuan  need  to  rise  faster  to  stem  the  floi 
of  imports  from  China? 
^^^^^        Whatever   the   answer, 
looks  as  if  the  U.S.  is  well  i 
the  way  to  depreciating  its  w 
out  of  its  trade  deficit  withe 
disaster.  U.S.  inflation  has 
heated  up,  and  the  Federal  F 
serve  hasn't  had  to  raise  rai 
to  defend  the  currency.  "It  se 
better  to  say  we're  up  for  soi 
catastrophic  explosion"  in  ci 
rency  markets,  says  Men 
Chinn,  a  University  of  W 
consin  economist.  A  harmlt 
fizzle  may  be  more  likely.  II 
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CAN  SHE  FIX  FIDELITY'S 
LAGGING  SALES? 

Rising  star  Ellyn  McColgan  has  been 
handed  the  fund  giant's  most  critical  job 


BY  AARON  PRESSMAN 

WHEN  FIDELITY 
Investments  an- 
nounced its  lat- 
est management 
shakeup  on  Apr. 
19,  much  of  the  re- 
action focused  on 
the  retirement  of  Chief  Operating  Offi- 
cer Robert  L.  Reynolds,  No.  2  in  the  firm 
under  Chief  Executive  Edward  C.  "Ned" 
Johnson  III.  Largely  overlooked  was  a 
far  more  telling  detail:  the  ascension  of 
brokerage  President  Ellyn  A.  McColgan, 
who  was  handed  increased  responsibil- 
ity over  sales  of  Fidelity  funds  by  other 
companies.  McColgan's  expanding  port- 
folio highlights  how  the  biggest  chal- 
lenge facing  Fidelity  is  no  longer  its  fund 
performance,  but  the  firm's  inability  to 
adapt  its  sales  efforts  to  changing  inves- 
tor needs  following  the  three-year  stock 
market  slump. 

The  problem  is  that  a  fundamental 
shift  in  investor  behavior  has  driven 
a  wedge  between  the  Boston  firm  and 
many  of  its  traditional  customers.  The 
bear  market  scared  many  away  from 
do-it-yourself  fund-picking  and  into 
the  arms  of  brokers  and  indepen- 
dent financial  advisers.  That's  the 
market  Los  Angeles-based  American 
Funds  has  cultivated  for  years  with 
an  emphasis  on  steady,  reliable  results 
and  avoidance  of  fads.  Vanguard  Group 
Inc.'s  low-cost  index  funds  also  appeal 
to  that  segment.  Meanwhile,  Fidelity's 
effort  to  sell  directly  to  investors  is 
seen  as  competition  by  some  advisers. 
"The  idea  of  a  one-stop  shop  is  now 
working  against  them,"  says  Louis 
S.  Harvey,  president  of  Dalbar  Inc.,  a 
fund-marketing  consulting  firm. 

Johnson      acknowledged      the 
changed  landscape  in  the  Apr.  19 
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announcement,  citing  an  "increasingly 
complex  and  competitive"  market  for 
distributing  funds.  "It  is  imperative  that 
in  this  environment  we  take  a  step  back 
and  adapt  our  structure  and  sharpen  our 
focus,"  he  said  in  a  statement.  Johnson 
and  other  top  Fidelity  executives  declined 
to  be  interviewed  for  this  article. 

Performance  has  improved  at  some  Fi- 
delity funds,  but  that  still  hasn't  brought 
in  a  lot  of  new  business.  Two  of  its  largest 
funds,  the  $69  billion  Fidelity  Contra- 
fund  and  $49  billion  Fidelity  Diversified 
International  Fund,  posted  better  results 
than  similar  American  offerings 
the  past  five  years  (table). 
That  may  be  why  the  recent 
reorganization  left  in  place 
the  three  Fidelity  managers 
charged  with  improving  fund 
performance.  Yet  even  when 


over 


Fidelity  outperforms,  American  outsel 
it.  American's  Growth  Fund  of  Americ; 
brought  in  $19  billion  last  year,  vs.  $: 
billion  at  Contrafund,  according  to  Fi 
nancial  Research  Corp.  in  Boston.  An< 
American's  EuroPacific  Growth  Fun< 
took  in  $12  billion,  vs.  less  than  $7  bil 
lion  for  Fidelity's  offering. 

McColgan,  53,  who  joined  the  com 
pany  in  1990,  already  oversaw  Fidelity' 
sales  efforts  to  individuals  through  th 
firm's  own  brokerage  arm.  Now  she'' 
also  be  in  charge  of  indirect  sales  vi 
large   brokerage    and    advisory   firm; 
where  American  and  Vanguard  dom:  i 
nate.  Fidelity's  brokerage  unit  under  Mc  i 
Colgan  last  year  brought  in  $45  billio  j 
for  the  firm's  own  funds,  or  three-quai  I 
ters  of  the  entire  company's  $60  billio  } 
of  net  fund  sales.  The  institutional  un  i 
she  s  taking  over  contributed  less  tha  | 
$8  billion.  Abigail  Johnson,  Ned's  daugl 
ter,  remains  in  charge  of  sales  throug. 
workplace  savings  plans— another  Fide 
ity  strength,  but  one  that' s  less  importai 
as  the   Baby  Boom  generation  head 
toward  retirement. 

Hard-charging  McColgan,  the  daugl 
ter  of  a  pipefitter  and  first  member 
her  family  to  attend  college,  could  stec 
a  page  from  her  brokerage  playboo 
by  spending  big  to  improve  customi 
service  and  develop  new  online  tools  fit 
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What  Performance  Gap? 

Fidelity's  problems  may  have  less  to  do  with  the 
performance  of  its  funds  than  with  how  it  sells  them. 

FUND 

1-YR% 

5-YR% 

SIZE 

(SBIL) 

k   FIDELITY  CONTRAFUND 

8.92 

11.96 

69 

f  AMERICAN  FUNDS  GROWTH 
f    FUND  OF  AMERICA 

9.42 

10.13 

169' 

L     FIDELITY  DIVERSIFIED 
^  INTERNATIONAL  FUND 

16.39 

18.12 

49 

r   AMERICAN  FUNDS 
f    EUROPACIFIC  GROWTH 

16.85 

16.46 

104 

Data:  Morningstar  Inc 

companies  to  provide  to  their  custo 

ers.  She  could  also  try  to  expand  existi 

relationships  with  major  businesses  : 

which  the  brokerage  unit  provides  ba< 

office  and  record-keeping  services. 

If  she  pulls  it  off,  McColgan  v 

burnish  her  position  as  a  candid; 

to  run  all  of  Fidelity  once  Ned  Jol 

son,  who  turns  76  in  June,  deck 

to  retire.  Says  Fidelity  watcl 

Jim  Lowell,  who  edits  the  ne^ 

letter  Fidelity  Investor:  "It's  hi 

to  see  whose  light  is  shini 

brighter  than  hers."    ■ 
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up  to  the  future:  a  broader  choice  of  fuel  at  the  pump.  Thanks  to  BASF 
rat  innovations  in  crop  protection  and  plant  hearth,  farmers  can  expand 
jnt  of  raw  materials  available  for  alternative  fuels.  This  generates  more 
able  resources  for  fuel  producers.  Plus,  BASF  catalyst  technologies  enable 
like  soybeans  to  be  converted  into  biodiesel  fuel.  That's  good  news  for 
.nd  even  greater  news  for  drivers  of  the  future. 
:  'e  at  basf.com/stories 
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BUYING  CLICKS 
TO  A  TRAGEDY 

Hownews  outfits  boost  Web  traffic  when 
stories  like  Virginia  Tech  break 


BY  BURT  HELM  AND 
PAULA  LEHMAN 

AS  NEWS  OUTLETS  DE- 
ployed  their  teams  to 
Blacksburg.  Va.,  follow- 
ing the  Apr.  16  shoot- 
ing at  Virginia  Tech,  the 
business  operations  of 
The  New  York  Times,  The 
Washington  Post,  CNN,  and  Time  maga- 
zine were  busy,  too.  Each  bought  ads  on 
either  Google  or  Yahoo!  so  that  anytime 
someone  searched  the  phrase  "Virgin- 
ia shooting,"  their  links  would  pop  up 
prominently  on  the  right-hand  side  of 
the  page.  "Get  info  on  the  gunman  and 
other  breaking  news  from  CNN.com,"  one 
Apr.  17  sponsored  link  read. 

With  an  ever-growing  chunk  of  total 
revenues  coming  from  the  Web,  news 
oudets  now  scramble  their  online  market- 
ing staffers  as  quickly  as  they  do  reporters 
when  a  big  story  hits.  These  marketers 
employ  a  variety  of  tactics  to  take  advan- 
tage of  their  audiences'  piqued  interest  in 
times  of  crisis.  "At  the  risk  of  sounding 
crass,  these  do  become  marketing  events 
for  these  news  sites,"  says  Ben  Crain,  vice- 
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president  at  Rapt  Inc.,  which  optimizes  ad 
sales  for  Yahoo!,  Dow  Jones,  CNET  Net- 
works, and  others.  Some  argue  that  such 
self-promotion  treads  a  dangerous  line 
between  being  shrewd  and  exploitative. 
"It's  a  line  of  taste  more  than  ethics," 
says  Michael  Hoyt,  executive  editor  of  the 
Columbia  Journalism  Review.  "You  push 
your  newscast,  of  course,  but  do  you  do  it 
on  the  back  of  a  national  tragedy? 

If  s  hard  to  gauge  how  many  users 
go  online  for  a  story  following  a  trag- 
edy, but  the  impact  on  a  news  site  is 
clear.  Just  two  days  after  the  shooting, 
abcnews.com  said  it  ^^^^^^^— 
had  received  2.3  mil- 
lion unique  visitors  in 
one  day,  a  210%  jump 
from  the  week  be- 
fore. CNN,  meanwhile, 
saw  its  traffic  spike  on 
Apr.  16  from  its  usual 
7  million  unique  users  to 
more  than  19  million. 

But  in  the  world  of 
Web  news,  success  takes 
more  than  scooping  the 
competition.  A  site's  traf- 


CHANNELING 
TRAFFIC 

Where  Web  surfers  went 
after  searching  for  the 
term  "Virginia  shooting" 


fie  can  come  from  blogs  such  as  The  Hufl 
ington  Post,  news  aggregator  sites  lik 
Digg,  or  the  major  search  engines.  Mas 
mizing  traffic  means  courting  all  of  then 
Foremost,  the  story  must  be  easy  to  find. 
Even  though  most  news  operations  ai 
in  a  financial  pinch  these  days,  nearly  a 
invest  in  technology,  experts,  or  ads  th{  j 
help  win  prominent  placement.  CNN  an 
USA  Today  both  hired  an  outside  searc 
marketing  firm,  Reprise  Media.  In  200:  | 
The  New  York  Times  Co.  set  up  its  owJ 
consultancy,  Define  Search  Strategies,  1  { 
help  boost  traffic  from  searches  to  its  We 
sites.  (BusinessWeek  does  not  currently  bi 
search  ads  associated  with  breaking  nev 
but  does  buy  them  on  general  topics.) 


PRICEY  PLACEMENTS 

COMPETITION  TO  BE  the  top  ad  on  tl 
right-hand  side  of  a  search  engine  page 
brisk.  During  the  week  of  Apr.  16  ads  ( 
terms  like  "Virginia  tech  massacre"  cct 
as  much  as  $5  per  click,  says  Peter  Hers 
berg  of  Reprise  Media.  A  week  later,  tit 
price  was  around  a  nickel  per  click. 

For  the  news  sites,  the  advantages  of  tt 
traffic  waves  are  threefold:  Each  addition 
viewer  generates  ad  revenue  on  the  d 
itself;  the  traffic  for  a  high-impact  story  c 
build  loyalty;  and  the  surge  in  audien 
helps  boost  the  monthly  traffic  numbo 
Web  sites  use  to  woo  advertisers  and  v 
press  Wall  Street.  (The  Times  does  not  rj 
ads  online  next  to  stories  it  deems  tragedi 
such  as  the  Virginia  Tech  shooting.) 

Experts  also  employ  such  techniques 
teaching  editors  how  to  present  stories  i 
way  that  works  online,  with  simple  he; 
lines,  says  Marshall  Simmonds,  CEO 
Define.  Simmonds  recalls  one  artful  tun 
phrase  when  he  first  arrived.  "The  head! 
said:  'Pilgrims  converge  upon  the  Vatic 
the  passing  of  a  papacy,'"  says  Simmon 
"It  should  have  read  'Pope  John  Paul 
dies'"  for  online  purposes.  Traffic  fr 
search  engines  now  accounts  for  22% 
Times  traffic,  vs.  14%  two  years  ago. 

A  second  step— one  that  both  the  Th 
and  CNN  used  on  the  shooting  story- 
^m^mmm^^^  dividing  up  content  i 
many  specific  top 
For  example,  each  ou 
created  a  set  of  spe 
pages  that  commei 
rate  those  who  died 
addition  to  serving 
an  online  tribute, 
pages  were  formatte 
help  the  sites  show 
naturally  in  searches 
a  new  set  of  keywo 
the  names  of  the  i 
vidual  victims.  ■ 
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nage  of  Bono,  musician, 
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The  Irish  mind. 

An  abundant  supply  of  that  rare  commodity  you'll 

need  to  bring  your  business  to  peak  performance. 

The  Irish.  Creative,  imaginative.  And  flexible.  Agile  minds  with  a  unique  capacity  to  initiate,  and  innovate, 
ithout  being  directed.  Always  thinking  on  their  feet.  Adapting  and  improving.  Generating  new  knowledge  and 
?w  ideas.  Working  together  to  find  new  ways  of  getting  things  done.  Better  and  faster. 

This  flexible  attitude  pervades  the  ecosystem.  Nowhere  else  will  you  find  such  close,  frequently 
formal,  links  between  enterprise,  education  and  research  facilities  and  a  pro-business  Government.  Connected 

/  a  dynamic  information'infrastructure.  In  Ireland,  everything  works  together. 
i 

With  its  innate  knowledge  and  flexibility,  the  Irish  mind  can  be  the  pathway  to  profit  for  your  business. 
)  learn  more,  contact  the  Irish  Government's  inward  investment  agency,  IDA  Ireland,  345  Park  Avenue, 
ew  York  on  212  750  4300,  e-mail  idaireland@ida.ie  or  log  on  to  www.idaireland.com 
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Sony's  comebackmay  ride  on  its 
Yankee  know-how 


BY  CLIFF  EDWARDS  AND  KENJI  HALL 

ONY  CORP.'S  DESIGN  CEN- 
ter  in  suburban  Los  An- 
geles is  the  very  picture  of 
Japanese  minimalist  chic, 
j  The  stark  white  walls  are 
imprinted  with  a  concave 
eggshell  pattern,  and  the 
boxy,  blond-wood  work  spaces  are  in- 
spired by  masu,  or  sake  cups  made  from 
cypress.  Despite  the  decor,  though,  the 
Santa  Monica  (Calif.)  facility  is  taking 
Sony  far  from  its  Japanese  roots.  The 
center's  dozen  or  so  designers  are  do- 
ing work  that  in  the  past  was  reserved 
for  headquarters,  creating  high-margin 
products,  from  Internet  TV  devices  to  ste- 
reo systems,  that  are  helping  shore  up  the 
bottom  line. 

Once  little  more  than  a  sales  and 
marketing  arm,  the  U.S.  consumer  elec- 
tronics unit  has  become  key  to  Sony's 
worldwide  turnaround  efforts.  At  the 
same  time,  Sony's  U.S.  chiefs  are  increas- 
ingly empowered  to  reject  products  con- 
ceived in  Japan  that  they  believe  won't  fry 
stateside,  including  a  recently  introduced 


Walkman  whose  screen  they  deemed  too 
small  to  make  a  dent  in  the  U.S.  against 
Apple  Inc.'s  dominant  iPod. 

Sure,  Japan  remains  the  center  of 
Sony's  creative  universe.  More  than  80% 
of  the  company's  225  designers  are  based 
there.  And  many  products  that  become 
hits  in  the  U.S.  are  still  dreamed  up  in 
Sony  labs  across  the  Pacific.  Yet  execu- 
tives in  the  U.S.'  now  enjoy  an  unprece- 
dented degree  of  influence  in  shaping 
everything  from  a  gadget's  styling  to 
the  software  that  makes  it  tick.  "What 
you're  seeing  is  a  fairly  dramatic  shift  in 
which  communication  and  collaboration 
on  ideas  and  projects  go  both  ways,"  says 
Stan  Glasgow,  Sony  Electronics  Inc.'s 
chief  operating  officer. 

LOCAL  FLAVOR 

THE  AMERICAN-MADE  gizmos  may 
prove  critical  to  the  hoped-for  turn- 
around. The  company  appears  to  be 
pulling  out  of  a  nearly  decade-long 
sales  and  profit  slump.  Consumer  elec- 
tronics either  conceived  or  improved  in 
the  U.S.  have  helped  stanch  losses  in 


ns 


other  divisions,  such  as  film  and  mi 
sic.  For  the  company  as  a  whole,  saM1  ® 
for  the  fiscal  year  that  began  on  Apr. 
could  reach  an  all-time  high  of  $75  bi  [ 
lion,  say  analysts  at  JPMorgan  Chas 
yielding  an  operating  profit  of  $3.4  h 
lion.  Similarly  rosy  forecasts  by  oth 
analysts  have  helped  buoy  the  stock  1 
25%  since  the  start  of  the  year. 

Credit  Chairman  Howard  K.  Strin' 
er.  The  former  chief  of  Sony  Corp. 
America— and  the  first  Westerner  to  le; 
the  entire  company— is  two  years  inr 
a  push  to  revitalize  Sony  and  restore 
reputation  as  the  leader  of  the  cutthrc 
consumer  electronics  business,  whi 
still  accounts  for  nearly  70%  of  the  coi  | 
panj^s  revenues.  One  big  element  of! 
strategy  is  tailoring  products  to  differi 
tastes  across  the  globe.  "Putting  regioi 
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AMERICAN 
DREAMS 

Sony's  U.S.  division  is 
showing  the  company  how  to 
collaborate  globally  on  ideas 
while  tailoring  devices  to 
regional  tastes.  Here  are 
some  early  winners: 
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CELLULAR 
BROADBAND 

Sony's  VAIO  notebooks 
were  the  first  in  the  PC 
industry  to  include 
wireless  data  modems. 
The  company  wins  a 
"finder's  fee"  when 
customers  activate 
the  service. 


risions  more  in  charge  of  their    CUBES  WITH  CLOUT 

m  destiny  ensures  that...local    At  the  Santa  Monica 
nditions  are  better  accounted    offices,  designers 
P  says  analyst  David  Gibson    can  shoot  down 

Macquarie  Securities  in  Tokyo.    JaPanese  products 
fs  Management  101." 
Basic,  perhaps,  but  the  change  has 
en  a  long  time  coming.  Sony  has 
dured  a  string  of  commercial  flops 

recent  years,  from  its  online  music 
ire  to  movie  disks  for  the  PlayStation 
rtable  handheld.  And  while  researcher 
>D  Group  Inc.  pegs  Sony  as  the  2006 
les  leader  in  HDTVs,  videocameras, 
d  home  audio,  the  company  that  gave 
e  world  the  Walkman— and  as  a  re- 
It  owned  the  personal  audio  busi- 
es for  years— boasts  no  real  category- 
ilers  today.  Sony's  portable  digital  au- 
o  and  video  players  haven't  come  close 


to  the  iconic  ubiquity  of 
the  iPod.  And  the  Play- 
Station 3  video-game 
console  has  yet  to  match 
the  buzz  or  sales  of  rival 
machines  from  Micro- 
soft Corp.  and  Ninten- 
do. Indeed,  at  the  de- 
sign center,  Nintendo's 
Wii  sat  ready  for  play 
alongside  a  giant  Sony 
HDTV,  while  Sony's 
own  PS3  was  nowhere 
to  be  seen. 

Since   Stringer's   ap- 
pointment, Sony's  U.S. 
unit  has  become  an  im- 
portant   incubator    for 
new  products  and  servic- 
es. And  the  early  success 
of  U.S.   initiatives   has 
prompted  the  company 
to  start  offering  similar 
products  elsewhere.  In 
France  and  Britain,  Sony 
is  now  marketing  VAIO 
PCs  with  built-in  cellular 
broadband  access.  That 
strategy,  initiated  in  the 
U.S.,  helps  boost  razor- 
thin  PC  margins  because 
Sony  collects  a  fee  from 
cellular   carriers    every 
time    a   user   activates 
the     wireless     service. 
The  Mylo,  a  handheld 
Web -browsing        and 
text-messaging  gadget  aimed  at  teens 
that  was  designed  jointly  in  Japan  and 
the  U.S.,  was  recently  introduced  in 
Japan  after  initial  American  sales  ex- 
ceeded expectations.  Now  the  company 
is  mulling  whether  to  offer  the  Portable 
Reader  for  digital  books— a  gizmo  re- 
vamped extensively  in  the  U.S.— in  Eu- 
rope later  this  year. 

Big  American  ideas  are  also  showing 
up  on  big  TVs.  Engineers  in  the  U.S. 
developed  a  $299  box  called  the  Bravia 
Internet  Video  Link  that  lets  TV  view- 
ers download  video  clips  from  America 


Online  and  Yahoo!  Inc.,  as  well  as  films 
and  tunes  from  Sony  Pictures  and  BMG 
Music,  all  with  a  click  of  their  remote. 
The  device  will  go  on  sale  this  summer 
at  Best  Buy  Co.,  Circuit  City  Stores  Inc., 
and  other  U.S.  outlets.  Sony  TV  ex- 
ecutives in  Japan  were  so  enthusiastic 
about  it  that  they're  planning  to  build 
the  technology  into  TVs  they  sell  there 
as  well. 

In  the  old  days,  instead  of  embracing 
an  innovative  product  such  as  the  Bra- 
via Link,  Sony's  warring  factions  might 
have  deep-sixed  it.  That's  because  the 
technology  could  easily  be  adapted  to 
deliver  games  and  other  content,  which 
might  cannibalize  sales  of  Sony  PCs, 
audio  receivers,  and  even  the  PlayStation 
3.  But  in  Stringer's  eyes,  the  Bravia  could 
become  a  potent  weapon  against  Apple, 
Microsoft,  and  other  rivals  seeking  to 
dominate  Web-connected  homes.  "If  we 
don't  do  it,  someone  else  will,"  Stringer 
said  in  January. 

A  BETTER  BOOK 

THE  U.S.  CENTER  is  also  tweaking  de- 
signs to  boost  the  appeal  of  Sony  prod- 
ucts to  American  buyers.  For  retailer 
Target  Corp.,  the  Santa  Monica  design 
center  created  the  $99  Liv  music  system 
whose  wood-like  trim  and  environment- 
friendly  packaging  is  a  nod  to  American 
design  trends.  Tim  Schaaf,  a  15-year 
Apple  veteran  who  defected  to  Sony  in 
late  2005,  replaced  the  clunky  keyboard 
on  the  $350  Portable  Reader  for  digital 
books  with  easy- to -understand  buttons 
and  added  an  MP3  player.  And  when 
rivals  last  year  began  introducing  sleek 
new  high-definition  TVs  that  made  the 
entry-level  Bravia  look  dated  after  just 
five  months  on  the  market,  Sony's  U.S. 
team  worked  with  Japan  to  spiff  up  the 
design.  They  quickly  introduced  the  new 
model,  boosting  sales  by  10%  in  just  a 
few  weeks.  "In  Japan  they  have  a  lot  of 
innovative  ideas,"  says  the  center's  di- 
rector, Alex  Arie.  "But  that  doesn't  mean 
every  idea  fits  into  the  U.S.  market  and 
consumer  lifestyle."  II 


A  INTERNET 
)LINK 

of  Sony's 
:1  TVs  can 
99  box  that 
s  buy  films 
tiy  Pictures 
rnload  free 
om  AOL 
oo! 


MYLO 

Short  for  "My  Life 
Online,"  the  $350 
handheld  is  of  mixed  U. 
S.-Japanese  parentage, 
but  made  its  debut 
stateside  and  has  been 
a  hit  with  kids  who  use 
it  for  Web  browsing  and 
instant  messaging. 


PORTABLE 
READER 

The  $350  e-Book 
flopped  in  Japan, 
but  U.S.  engineers 
replaced  its 
keyboard  with 
easy-to-understand 
buttons;  it  also 
plays  digital  music. 
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TESTING  WHAT'S  HOT 
IN  THE  CRADLE  OF  COOL 

Fashion  houses  are  trying  out  new 
products  on  the  teenyboppers  of  Tokyo 


BY  IAN  ROWLEY 

TOKYO'S  ARMIES  OF  FASH- 
ion-obsessed  shopaholics 
have  long  made  the  city 
figure  prominently  on  the 
map  of  Western  design- 
ers. Sure,  the  suit  and  tie 
remain  the  uniform  of  the 
salaryman,  but  for  originality  nothing 
rivals  Tokyo  teenyboppers,  who  cycle  in 
and  out  of  fads  faster  than  a  schoolgirl 
can  change  out  of  her  uniform  and  into 
Goth-Loli  gear.  (Think  Little  Bo  Peep 
meets  Sid  Vicious.)  For  American  and 
European  brands,  these  young  people  are 
a  wellspring  of  ideas  that  can  be  recycled 
for  consumers  back  home. 

But  now,  instead  of  just  exporting  To- 
kyo cool,  some  savvy  foreign  companies 
are  starting  to  use  Japan  as  a  testing 
ground  for  new  concepts.  They're  offering 
products  in  Japan  before  they  roll  them 
out  globally,  and  more  Western  retailers 
are  opening  new  oudets  in  Tokyo  to  keep 
an  eye  on  trends.  Ohio-based  Abercrom- 
bie  &  Fitch  and  Sweden's  H&M  Hennes 
&  Mauritz  plan  to  set  up  shop  in  Tokyo 
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in  2008,  while  Spain's  Zara  is  expected  to 
double  its  store  count  to  50  over  the  next 
three  years.  "Twenty-five  or  30  years  ago, 
major  brands  tested  their  new  products  in 
New  York,"  says  Mitsuru  Sakuraba,  who 
spent  20  years  at  French  fashion  house 
Charles  Jourdan.  "Now  Japan  has  estab- 
lished a  presence  as  a  pilot  market." 

New  York-based  bagmaker  LeSportsac 
would  agree.  About  a  fifth  of  the  com- 
pany's $300  million  in  global  revenues 
comes  from  Japan,  allowing  it  to  get  a 
jump  on  trends.  Last  year,  for  instance, 
creative  director  Elizabeth  Kiester  noticed 
Tokyo  shoppers  gravitating 
to  larger  sizes  in  LeSport- 
sac's  lineup  of  casual  nylon 
bags.  After  some  research, 
Kiester  discovered  that 
fashion  stylists  in  Tokyo's 
swanky  Omotesando  district 
used  the  bigger  bags  to  lug 
their  gear.  High  school  girls 
started  to  mimic  them,  and 
the  bags  soon  caught  on  in 
the  rest  of  Japan  and  eventu- 
ally across  the  globe.  "Tokyo 


'I  can  see 
something 
happen  in 
Tokyo  and 
watch  the 
ripple  effect' 


HIP  "Cool  hunt"         is  a  meiting  pot  oft 
ours  troll  for  bmion  id      „ 

trends  in  Tokyo  „.  ,  '        J 

^^^^        J  kiester,    who    trav 

els  to  the  Japanes* 
capital  four  times  a  year  in  search  of  in 
spiration.  "I  can  see  something  happen  ii 
Tokyo  and  watch  the  ripple  effect  acros; 
the  Pacific  to  New  York  and  then  watch  a 
it  goes  back  to  LA." 

Some  Western  companies  have  signei 
on  with  local  partners  who  can  better  reai 
the  Japanese  market.  Gola,  an  Englisl 
brand  of  athletic  shoes  and  apparel,  ha 
teamed  up  with  EuroPacific  (Japan)  Ltd 
a  Tokyo -based  retailer  of  fashion  footwea 
EuroPacific  tweaks  Gola's  designs  for  th 
Japanese  market,  and  a  few  years  ag. 
came  up  with  the  idea  of  pitching  shir 
high  boxing  boots  to  women.  They  were 
hit  with  Japanese  teens  and  twentysome 
things,  prompting  Gola  to  try  offerin 
them  in  other  markets.  "They've  sold 
hell  of  a  lot  in  Europe,"  says  EuroPacif 
Director  Steve  Sneddon. 

SHOPPING  SPREES 

JAPAN'S  ASCENDANCY  in  fashion  circL 
has  given  rise  to  a  new  cottage  industr; 
"cool  hunt"  tours  of  Tokyo.  Loic  Bizel, 
French-born  fashion  consultant,  charge 
upwards  of  $800  a  day  to  shepherd  fc 
eign  visitors  to  boutiques  such  as  RoS' 
bud,  ReStir,  and  109  where  Tokyo  tasti 
makers  congregate.  Bizel  says  his  client 
typically  spend  $20,000  or  more  buyii 
up  clothes  and  other  gear  that  they  shi 
back  home  for  design  teams  to  inspe< 
and  one  fashion  veteran  confesses  to 
$100,000  shopping  spree.  To  save  tirsi 
some  companies  send  their  loot  direc 
to  factories  in  China,  where  garments  i 
resized  for  American  or  European  dime', 
sions,  sewn  together  cheaply,  and  thi 
shipped  overseas.  "One  day  they're  he 
and  next  they  can  be  in  China  putti 
their  collection  together,"  says  Bizel. 

Sometimes,  though,  all  those  Tot 
teenagers  can  be  a  bit  too  fashion-forwa 
Last  year  LeSportsac  launched  a  rar 
of  bags  in  Japan  with  a  pattern  featuri 
brighdy  colored  button  mushrooms,  a  n 
tif  that  figures  prominer 
in  the  kawaii  (Japanese 
"cute")  genre  that  inclui 
icons  such  as  Hello  Kitty, 
though  the  mushroom  b; 
were  a  hit  in  Japan,  Kies 
has  been  reluctant  to  inl 
duce  them  in  the  U.S.  " 
too  1970s.  Too  psychedel 
she  says.  "We  weren't  re 
for  that  at  home."  ■ 
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Take  The 


LUNESTA  7-NlGHT 


Challenge! 


Ask  your  doctor  how  to  get 
7  nights  of  Lunesta®  absolutely  free! 

How  are  you  sleeping  these  days?  Do  you  have  trouble  falling  asleep? 

Or  waking  in  the  night?  Try  non-narcotic  Lunesta  instead,  and  see  how  it  can 

help  you  find  the  full  night's  sleep  you've  been  craving. 

Discover  how  to  improve  your  sleep  habits  at  www.lunesta.com. 

Or  call  1-800-Lunesta. 

Hurry!  Offer  ends  May  31st! 

IMPORTANT  SAFETY  INFORMATION:  Lunesta  works  quickly,  and  should  be  taken  right  before  bed.  Be 
sure  you  have  at  least  eight  hours  to  devote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to 
prescription  Lunesta,  you  should  not  drive  or  operate  machinery.  Do  not  use  alcohol  while  taking  Lunesta.  Most 
sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may  include  unpleasant  taste,  headache,  drowsiness 
and  dizziness.  See  important  patient  information  on  the  next  page. 
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Follow  these  two  simple  steps  to  get  your  7  free  tablets  of  Lunesta: 

STEP  I .  Take  this  page  to  your  doctor  and  ask  if  Lunesta  is  right  for  you. 

Present  both  your  prescription  and  this  page  to  your  pharmacist  for  your 
7  free  tablets  of  Lunesta. 


Name: 
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Lunesta 


Lunestar 

(eszopiclone)G 

1.2  AND  3  MG  TABLETS 

Please  read  this  summary  of  information  about  LUNESTA  before 
you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is  not  meant 
to  take  the  place  of  your  doctor's  instructions.  If  you  have  any 
questions  about  LUNESTA  tablets,  be  sure  to  ask  your  doctor  or 
pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems,  such 
as  difficulty  in  falling  asleep,  difficulty  in  maintaining  sleep  during 
the  night,  and  waking  up  too  early  in  the  morning.  Most  people 
with  insomnia  have  more  than  one  of  these  problems.  You  should 
take  LUNESTA  immediately  before  going  to  bed  because  of  the 
risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  10  days  up  to  2  weeks.  If 
your  insomnia  does  not  improve  after  7  to  10  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that  may 
require  more  prolonged  use  of  sleep  medicine  However,  you 
should  not  use  these  medicines  for  long  periods  without  talking 
with  your  doctor  about  the  risks  and  benefits  of  prolonged  use 
Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 
To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  eflect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA 
or  any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause  drowsiness 
and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by  your 
doctor.  Never  change  your  dose  without  talking  to  your 
doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 
Memory  Problems 

Sleep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"travelers  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 
Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than 
a  few  weeks,  they  may  lose  their  effectiveness  in  helping 
you  sleep.  This  is  known  as  "tolerance."  Development  of 
tolerance  to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally  not 
necessary.  Some  people,  though,  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine.  If  your  sleep 
problems  continue,  consult  your  doctor,  who  will  determine  whether 
other  measures  are  needed  to  overcome  your  sleep  problems. 
Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to  avoid 
withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have 
a  higher  chance  of  becoming  addicted  to  sleep  medicines. 
This  possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the 
medicine  has  been  used  for  only  a  week  or  two.  In  mild  cases, 
withdrawal  symptoms  may  include  unpleasant  feelings. 
In  more  severe  cases,  abdominal  and  muscle  cramps, 
vomiting,  sweating,  shakiness,  and,  rarely,  seizures  may  occur. 
These  more  severe  withdrawal  symptoms  are  very  uncommon. 
Although  withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA.  there 
is,  nevertheless,  the  risk  of  such  events  in  association  with  the 
use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the 
medicine  If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problemjjsually  goes  away  on  its  own  after  1 
or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your  own 
Always  follow  your  doctor's  directions. 
Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 

such  as  a  person's  general  health,  the  use  of  other  medicines, 

and  which  sleep  medicine  is  being  used.  Clinical  experience  with 

LUNESTA  suggests  that  it  is  rarely  associated  with  these  behavior 

changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 

behavior  changes  are  caused  by  the  medicine,  are  caused  by  an 


illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems  that  do 
not  improve  may  be  due  to  illnesses  that  were  present  before  the 
medicine  was  used.  If  you  or  your  family  notice  any  changes  in 
your  behavior,  or  if  you  have  any  unusual  or  disturbing  thoughts, 
call  your  doctor  immediately. 
Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  potential  effects  in 
the  unborn  baby  when  used  during  the  last  weeks  of  pregnancy. 
Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if  you  are  planning 
to  become  pregnant,  or  if  you  become  pregnant  while  taking 
LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  present  in 
breast  milk  after  use  of  the  medication.  The  effects  of  very 
small  amounts  of  LUNESTA  on  an  infant  are  not  known; 
therefore,  as  with  all  other  prescription  sleep  medicines,  it  is 
recommended  that  you  not  take  LUNESTA  if  you  are  breastfeeding 
a  baby. 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  other 

sleep  medicine,  you  should  observe  the  following  cautions: 

1.  LUNESTA   is  a   prescription   medicine   and   should   be 

used  ONLY  as  directed  by  your  doctor.  Follow  your 

doctor's  instructions  about  how  to  take,  when  to  take,  and 

how  long  to  take  LUNESTA. 
2  Never  use  LUNESTA  or  any  other  sleep  medicine  for 

longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  thoughts  or 
behavior  during  treatment  with  LUNESTA  or  any  other  sleep 
medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you  may  be 
taking,  including  medicines  you  may  buy  without  a 
prescription  and  herbal  preparations.  You  should  also  tell 
your  doctor  if  you  drink  alcohol.  DO  NOT  use  alcohol  while 
taking  LUNESTA  or  any  other  sleep  medicine. 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get  8  or  more 
hours  of  sleep  before  you  must  be  active  again. 

6.  Do  not  increase  the  prescribed  dose  of  LUNESTA  or  any 
other  sleep  medicine  unless  instructed  by  your  doctor. 

7  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  problems  the  first 
night  or  two  after  stopping  any  sleep  medicine. 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant,  if 
you  are  planning  to  become  pregnant,  if  you  become 
pregnant,  or  if  you  are  breastfeeding  a  baby  while 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  never  share 
LUNESTA  or  any  other  sleep  medicine  with  anyone  else. 
Always  store  LUNESTA  or  any  other  sleep  medicine  in  the 
original  container  and  out  of  reach  of  children. 

11.  Be  sure  to  tell  your  doctor  if  you  suffer  from  depression. 

12.  LUNESTA  works  very  quickly.  You  should  only  take  LUNESTA 
immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it  with  or 
immediately  after  a  high-tat.  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e.,  ages  65  and  over) 
and  people  with  liver  disease,  should  start  with  the  lower 
dose  (1  mg)  of  LUNESTA.  Your  doctor  may  choose  to  start 
therapy  at  2  mg.  In  general,  adults  under  age  65  should  be 
treated  with  2  or  3  mg, 

15.  Each  tablet  is  a  single  dose;  do  not  crush  or  break 
the  tablet. 

Note:  This  summary  provides  important  information  about 
LUNESTA.  If  you  would  like  more  information,  ask  your 
doctor  or  pharmacist  to  let  you  read  the  Prescribing  Information 
and  then  discuss  it  with  him  or  her. 
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Your  acceptance  of  this  offer  must  be  consistent  with  the  terms  of  any  drug  benefit  provided 

by  a  health  insurer,  health  plan,  or  other  third-party  payer,  and  you  agree  to  report  acceptance 

of  this  offer  to  your  health  insurer,  health  plan,  or  third-party  payer  as  may  be  required. 


EXPIRATION  DATE:  5/31/2007 

Good  for  7  Free  Tablets  of  Lunesta® 
(Please  check  mg  strength) 

^1mg  ^2mg  ^  3mg 


Limit-One  TrialScript c  voucher  per  patient.  Redeem  for  product  only  when  accompanied  by  a  valid,  signed  prescription  form  for  Lunesta® 
Submit  claim  to  McKesson  Specialty  Arizona  Inc.  using  BIN  #610500.  For  pharmacy  processing  questions,  please  call  the  help  desk  at  1-800-750-9835. 

Group  #H2150006  ID  #URA137386 

Product  dispensed  pursuant  to  terms  of  voucher  shall  not  be  submitted  for  reimbursement  to  any  public  or  private  third-party  payer  such  as  Medicare  (including  TrOOP),  Medicaid  or  any 
other  similar  federal  or  state  health  care  program,  or  private  health  insurance.  Not  valid  if  reproduced  or  submitted  to  any  other  payer.  Offer  limited  to  one  voucher  per  person  and  may 
not  be  used  with  any  other  discount,  coupon  or  offer.  Offer  valid  only  in  the  United  States.  Void  where  prohibited  by  law,  taxed  or  restricted.  It  is  illegal  for  any  person  to  sell,  purchase  or 
trade,  or  offer  to  sell,  purchase  or  trade,  or  to  counterfeit,  this  voucher.  By  accepting  this  voucher,  pharmacist  certifies  that:  (i)  pharmacist  will  not  seek  or  accept  reimbursement  from  the 
patient  to  redeem  this  offer  and  (ii)  pharmacist's  participation  in  this  program  is  consistent  with  all  applicable  state  laws  and  any  obligations,  contractual  or  otherwise,  which  pharmacist  is 
subject  to  as  a  pharmacy  provider,  Prescnber  ID#  required  on  prescription.  McKesson  retains  the  right  to  review  all  records  and  documentation  relating  to  the  filling/dispensing  of  product. 
Patient  must  be  eighteen  (18)  years  of  age  or  older. 

Sepracor  Inc.  reserves  the  right  to  change  or  discontinue  this  offer  at  any  time  without  notice.  Offer  valid  through  5/31/07. 

TrialScript®  is  a  registered  trademark  of  McKesson  Corporation. 


(S)  SEPRACOR 


iobalBusiness 


]OMMENTARY 


IY  JACK  EWING 


\  Setback  for  German  Reform 

)usted  Siemens  CEO  Kleinfeld  was  emblematic  of  a  nation's  turnaround 


;"B  forcing  out  your  CEO  just  a 
I  .  day  after  releasing  spectacu- 
■  4  lar  results  might  seem  a  bit 
1  odd.  And  yet  that's  what  Sie- 

JL  mens  did  to  Klaus  Kleinfeld  on 
ipr.  25.  Hours  after  the  Munich  electron- 
's and  engineering  company  said  that 
>perating  profit  in  the  most  recent  quar- 
er  soared  49%,  to  $2.7  billion,  Klein- 
eld— under  pressure  from  the  Siemens 


upervisory  board  in  the  wake  of  a  corruption  scandal— an- 
lounced  that  he  will  not  seek  to  extend  his  contract.  Officially, 
Qeinfeld  will  remain  in  charge  until  his  term  expires  on  Sept. 
;0,  but  as  a  lame  duck  he's  unlikely  to  launch  any  initiatives, 
is  of  Apr.  25,  Siemens  hadn't  named  a  successor. 

Kleinfeld's  departure  is  a  severe  disappointment  to  those 
/ho  saw  the  49-year-old  executive  as  Germany's  best  cor- 
lorate  chieftain.  It's  doubly  disappointing  that  the  ouster 
ppears  to  have  been  engineered  by  two  supervisory  board 
nembers  previously  known  for  their  efforts  to  modernize  Ger- 
many Inc.  Gerhard  Cromme,  chairman  of  steelmaker  Thys- 
enKrupp,  headed  the  commission  that  reformed  Germany's 
orporate  governance  code.  And  while  Deutsche  Bank  CEO 
osef  Ackermann  was  fined  $4.2  million  for  breach  of  trust 
s  a  board  member  at  another  company,  he  has  won  praise 
or  leading  his  own  organization  back  to  financial  health.  Ac- 
ording  to  German  press  reports,  Cromme  and  Ackermann 
•ersuaded  worker  representatives,  who  make  up  half  the 
nembers  of  the  supervisory  board,  to  back  them  in  pushing 
Qeinfeld  to  leave.  (Neither  Cromme  nor  Ackermann  was 
ivailable  for  comment  about  those  reports.) 

The  immediate  justification  for  Kleinfeld's  forced  departure 


Kleinfeld 
earned  high 
marks  for  his 
far-reaching 
realignment 
ofSiemens 


is  an  investigation  by  Munich  prosecutors  into  whether  Sie- 
mens bribed  foreign  officials  to  win  contracts.  The  company 
says  $570  million  might  have  been  misused.  One  person  close 
to  Cromme  suggests  the  ouster  may  have  been  an  attempt  to 
appease  the  U.S.  Securities  &  Exchange  Commission,  which 
is  looking  into  the  bribery  allegations  because  Siemens  has  a 
listing  in  the  U.S.  But,  as  Cromme  emphasized  in  a  statement, 
there  are  "no  indications  of  personal  misconduct  or  that 
Kleinfeld  had  any  knowledge  of  events  related  to  the  affairs." 
As  long  as  Kleinfeld  isn't  even  accused  of  any  wrongdoing, 
there's  no  satisfying  explanation  for  the  move. 

Shareholders  are  clearly  upset.  Siemens'  stock  slid  3% 
following  Kleinfeld's  de  facto  resignation.  That's  after  a  39% 

runup  since  Kleinfeld 
took  office  in  2005— a 
trend  that  continued 
even  after  the  bribery 
scandal  came  to  light 
in  November.  Kleinfeld, 
who  is  fond  of  quoting 
former  General  Electric 
Co.  CEO  Jack  Welch, 
earned  high  marks  for 
his  far-reaching  realign- 
ment of  Siemens,  a  GE 
^^^^^^^^  rival  that  makes  power 

plants,  X-ray  machines, 
trains,  lighting,  and  more.  Kleinfeld  sold  or  spun  off  money- 
losing  telecommunications-equipment  divisions,  made  plans  to 
sell  an  auto-electronics  unit,  and  spent  $7.6  billion  last  year  on 
acquisitions  to  strengthen  the  company's  core  businesses  and 
build  Siemens'  presence  in  emerging  markets  such  as  China 
and  India. 

Now,  Kleinfeld  won't  have  the  chance  to  finish  the  job  he 
started,  which  is  a  pity  for  Germany.  Kleinfeld  was  emblematic 
of  a  turnaround  that  has  seen  dozens  of  German  companies  re- 
invent themselves  in  recent  years  by  cutting  costs,  boosting  in- 
novation, and  expanding  abroad.  That  has  made  Germany  the 
world's  biggest  exporter  of  manufactured  goods  and  driven  the 
first  sustained  drop  in  unemployment  in  more  than  a  decade. 
The  best  hope  for  Siemens— and  Germany— is  that  the  su- 
pervisory board  will  quickly  name  a  successor  who  can  carry 
forward  Kleinfeld's  strategy.  Speculation  focuses  on  Wolfgang 
Reitzle,  a  highly  regarded  former  Ford  Motor  Co.  executive 
who  has  transformed  industrial  gas  supplier  Linde.  Reitzle 
says  he  doesn't  want  the  job.  But  under  pressure  from  his 
friend  Ackermann  he  may  have  a  hard  time  turning  it  down. 
One  can  only  hope  that  whoever  succeeds  Kleinfeld  will  have  a 
freer  hand  to  act  in  shareholder  interests.  ■ 
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Roads 

Riches 

Why  investors  are  clamoring  to  take  over  America's  highways, 
bridges,  and  airports— and  why  the  public  should  be  nervous 


by  Emily  Thornton 


STEVE  HOGAN  WAS  IN  A  BIND.  THE  EXECU- 
tive  director  of  Colorado's  Northwest  Parkway 
Public  Highway  Authority  had  run  up  $416 
million  in  debt  to  build  the  10-mile  toll  road 
between  north  Denver  and  the  Boulder  Turn- 
pike, and  he  was  starting  to  worry  about  the 
high  payments.  So  he  tried  to  refinance,  asking 
bankers  in  late  2005  to  pitch  investors  on  new, 
lower- interest-rate  bonds.  But  none  of  the  hundreds  of  inves- 
tors canvassed  was  interested. 

Then,  one  day  last  spring,  Hogan  got  a  letter  from  Morgan 
Stanley  that  promised  to  solve  all  of  his  problems.  The  bank  sug- 
gested Hogan  could  lease  the  road  to  a  private  investor  and  raise 
enough  money  to  pay  off  the  whole  chunk  of  debt.  Now  Hogan, 
after  being  inundated  with  proposals,  is  in  hot-and-heavy  nego- 
tiations with  a  team  of  bidders  from  Portugal  and  Brazil.  "We 
literally  got  responses  from  around  the  world,"  he  says. 

In  the  past  year,  banks  and  private  investment  firms  have 
fallen  in  love  with  public  infrastructure.  They're  smitten  by 
the  rich  cash  flows  that  roads,  bridges,  airports,  parking  ga- 
rages, and  shipping  ports  generate— and  the  monopolistic 
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advantages  that  keep  those  cash  flows  as  steady  as  a  beatin 
heart.  Firms  are  so  enamored,  in  fact,  that  they're  beginning  1 
consider  infrastructure  a  brand  new  asset  class  in  itself. 

With  state  and  local  leaders  scrambling  for  cash  to  soh 
short-term  fiscal  problems,  the  conditions  are  ripe  for  an  ui 
precedented  burst  of  buying  and  selling.  All  told,  some  $1C 
billion  worth  of  public  property  could  change  hands  in  ti 
next  two  years,  up  from  less  than  $7  billion  over  the  past  rw 
years;  a  lease  for  the  Pennsylvania  Turnpike  could  go  for  mo: 
than  $30  billion  all  by  itself.  "There's  a  lot  of  value  trappe 
in  these  assets,"  says  Mark  Florian,  head  of  North  AmericE 
infrastructure  banking  at  Goldman,  Sachs  &  Co. 

There  are  some  advantages  to  private  control  of  roads,  util 
ties,  lotteries,  parking  garages,  water  systems,  airports,  ar 
other  properties.  To  pay  for  upkeep,  private  firms  can  rai: 
rates  at  the  tollbooth  without  fear  of  being  penalized  in  tl 
voting  booth.  Privateers  are  also  freer 
to  experiment  with  ideas  like  peak 
pricing,  a  market-based  approach 
to  relieving  traffic  jams  (page  56). 
And  governments  are  making  use  of 
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the  cash  they're  pulling  in— balancing  budgets,  retiring  debt, 
investing  in  social  programs,  and  on  and  on. 

But  are  investors  getting  an  even  better  deal?  It's  a  question 
with  major  policy  implications  as  governments  relinquish 
control  of  major  public  assets  for  years  to  come.  The  aggres- 
sive toll  hikes  embedded  in  deals  all  but  guarantee  pain  for 
lower-income  citizens— and  enormous  profits  for  the  buyers. 
For  example,  the  investors  in  the  $3.8  billion  deal  for  the  In- 
diana Toll  Road,  struck  in  2006,  could  break  even  in  year  15  of 
the  75-year  lease,  on  the  way  to  reaping  as  much  as  $21  billion 
in  profits,  estimates  Merrill  Lynch  &  Co.  What's  more,  some 
public  interest  groups  complain  that  the  revenue  from  the 
higher  tolls  inflicted  on  all  citizens  will  benefit  only  a  handful 
of  private  investors,  not  the  commonweal. 

There's  also  reason  to  worry  about  the  quality  of  service  on 
deals  that  can  span  100  years.  The  newly  private  toll  roads  are 
being  managed  well  now,  but  owners  could  sell  them  to  other 
parties  that  might  not  operate  them  as  capably  in  the  future. 
Already,  the  experience  outside  of  toll  roads  has  been  mixed: 
The  Atianta  city  water  system,  for  example,  was  so  poorly  man- 
aged by  private  owners  that  the  government  reclaimed  it. 

Such  concerns  weigh  on  the  minds  of  public  officials  like 
Hogan.  He  intends  to  negotiate  aggressively  with  corporate 
suitors  and  has  decreed  that  the  buyer  must  share  future  toll- 
hike  revenues  with  the  local  governments  that  built  the  high- 
way. But  with  the  market  for  infrastructure  still  in  its  infancy, 
every  deal  is  different.  The  ideal  blend  of  up-front  payment, 
toll  hikes,  and  revenue  sharing  hasn't  been  found. 
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Flood  of  Money 


THE  NASCENT  MARKET  in  roads  and  bridges  in  the  U.S.  fol- 
lows the  shift  toward  privatization  in  Europe  and  Australia 
that  began  with  British  Prime  Minister  Margaret  Thatcher  in 
the  1980s.  It  took  longer  to  develop  in  the  U.S.  because  of  the 
$383  billion  municipal  bond  market,  which  has  been  an  ef- 
ficient source  of  capital  for  governments  over  the  years. 

But  with  the  explosion  of  money  flowing  into  private  in- 
vestments recently,  fund  managers  have  been  exploring  the 
fringes  of  the  investing  world  in  search  of  fresh  opportunities. 
Now  a  slew  of  Wall  Street  firms— Goldman,  Morgan  Stanley, 
the  Carlyle  Group,  Citigroup,  and  many  others— is  piling  into 
infrastructure,  following  the  lead  of  pioneers  like  Australia's 
Macquarie  Group.  Rob  Collins,  head  of  infrastructure  mergers 
and  acquisitions  at  Morgan  Stanley,  estimates  that  30  funds 
are  being  raised  around  the  world  that  could  wield  as  much  as 
$500  billion  in  buying  power  for  U.S.  assets. 

Many  investors  think  of  infrastructure  investing  as  a 
natural  extension  of  the  private  equity  model,  which  is  based 
on  rich  cash  flows  and  lots  of  debt.  But  there  are  important 
differences.  Private  equity  deals  typically  play  out  over 
5  to  10  years;  infra- 
structure deals  run  for 
decades.  And  the  risk 
levels  are  vastly  differ- 
ent. Infrastructure  is 
ultra-low-risk  because 
competition  is  limit- 
ed by  a  host  of  forces 
that  make  it  difficult  to 


"The  new  owners  are  taking 
the  Chicago  Skyway  to  a 
whole  new  level." 


Juan  Rodriguez,  maintenance  worker,  Chicago.'! 
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build,  say,  a  rival  toll  road.  With  captive  customers,  the  cast 
flows  are  virtually  guaranteed.  The  only  major  variables  ar 
the  initial  prices  paid,  the  amount  of  debt  used  for  financ 
ing,  and  the  pace  and  magnitude  of  toll  hikes— easy  thing 
for  Wall  Street  to  model.  "With  each  passing  week,  there  ar 
more  parties  expressing  unsolicited  interest  in  some  kin 
of  a  financial  transaction  that  will  involve  one  of  our  asset 
directly  or  indirectly,"  says  Anthony  R.  Coscia,  chairman  c 
the  Port  Authority  of  New  York  &  New  Jersey. 

Firms  are  even  beginning  to  market  infrastructure  to  ir 
vestors  as  a  separate  asset  class,  safe  like  high-grade  bond 
but  with  stock  market-like  returns— and  no  correlation  wit 
either.  The  Standard  &  Poor's  500-stock  index  has  returne 
about  10%  a  year,  counting  dividends,  since  1926.  Bonds  ha\ 
returned  about  5%.  Firms  say  infrastructure  will  beat  bod 
and  without  having  to  sweat  out  market  dips  along  the  wa 
That's  a  huge  selling  point  at  a  time  when  stock,  bond,  an 


High-Maintenance 
America 

The  tab  to  maintain  and  expand 
public  infrastructure  is  rising 
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$155.5  billion 
a  year 
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$11  billion  a  year 
over  the  next 
20  years* 
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$10.1  bil 
over  the 
12  years 


Oata:  American  Society  of  Civil  Engineers.  EPA.  American  Association  of  State  Highway  &  Transport  Officials.  Federal  Highway  Adt 
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lments  are  finding  infrastructure  privatization 

illy  preferable  to  raising  taxes.  A  few  of  the  deals  so  far: 


SOLD:  Pocahontas  Parkway 

PRICE:  $611  million 

SELLER:  Pocahontas  Parkway 
Assn./Virginia  DOT 

BUYER:  Transurban 


SOLD:  Chicago  Downtown 
Parking  System 

PRICE:  $563  million 

SELLER:  City  of  Chicago 
BUYER:  Morgan  Stanley 
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Data:  P3  Americas.  Merrill  Lynch.  BusinessWeek 


ommodity  markets  around  the  world  are  becoming  increas- 
lgly  interconnected. 

Investors  can't  get  in  fast  enough.  They  recently  deluged 
roldman  Sachs  with  $6.5  billion  for  its  new  infrastructure 
md,  more  than  twice  the  $3  billion  it  was  seeking.  "We're 
sing  [infrastructure]  as  a  fixed-income  proxy,"  says  William 
ti  Atwood,  executive  director  of  the  Illinois  State  Board  of  In- 
estment,  who  plans  to  invest  $600  million  to  $650  million,  or 
%  of  its  portfolio,  in  infrastructure  funds  over  the  next  three 
ears.  "We're  hoping  to  get  11%  to  12%  returns  and  lower  risk." 
'ension  funds  in  particular  like  the  long-term  investment  ho- 
izons,  which  match  their  funding  needs  well.  Infrastructure 
delivers  similar  yield  expectations  to  high-yield  bonds  and 
sal  estate,  with  less  risk,"  says  Cynthia  F.  Steer,  chief  research 
trategist  at  pension  consulting  firm  Rogerscasey. 

On  the  other  side  of  the  bargaining  table  from  the  invest- 
lent  firms  sit  struggling  governments  suddenly  amenable  to 

the  idea  of  selling  control 
of  assets  to  solve  short- 
term  problems.  The  bur- 
den of  maintaining  roads, 
bridges,  and  other  facili- 
ties, many  built  during 
the  1950s,  is  becoming 
difficult  to  bear.  Federal, 
state,  and  local  govern- 


TEWATER 

i  billion  a 
over  the 
20  years* 


RAIL 

$175  billion  to 
$195  billion  over 
the  next  20  years 


"Excludes  current  amounts  spent 


ments  need  to  spend  an  esti- 
mated $155.5  billion  improv- 
ing highways  and  bridges  in 
2007,  according  to  transpor- 
tation officials,  up  50%  over 
the  past  10  years.  And  that's 
hardly  the  only  obstacle  they 
face.  In  2006  alone,  states 
increased  their  Medicaid 
spending  by  an  estimated 
7.7%,  to  $132  billion.  And 
state  and  local  governments 
could  be  on  the  hook  for  up  to 
$1.5  trillion  in  retiree  liabili- 
ties, estimates  Credit  Suisse. 
At  the  same  time,  politicians 
find  it  difficult  to  raise  taxes. 
Chicago's  former  chief  finan- 
cial officer,  Dana  R.  Leven- 
son,  sums  up  the  situation: 
"There  is  money  to  be  had, 
and  cities  need  money."  U.S. 
Representative  Chaka  Fattah, 
a  Pennsylvania  Democrat 
who  is  running  for  mayor 
of  Philadelphia,  proposes  to 
privatize  the  Philadelphia  In- 
ternational Airport  and  use 
the  proceeds  to  fund  poverty 
programs— a  much  easier  sell 
than  a  tax  increase. 

The  combination  of  eager 
sellers  and  hungry  buyers  is 
shaking  loose  public  assets 
across  the  country.  The  99- 
year  lease  of  the  Chicago  Skyway  that  went  for  $1.8  billion  in 
2005  was  the  first  major  transaction.  Last  year  came  the  Indi- 
ana deal.  Now  states  and  cities  are  exploring  the  sale  of  leases 
for  the  turnpikes  in  New  Jersey  and  Pennsylvania,  a  toll  road 
in  Texas,  Chicago  Midway  Airport,  and  several  state  lotteries. 
Suddenly  politicians  around  the  country  are  wondering  how 
much  cash  they  might  be  sitting  on.  Based  on  the  going  rate 
of  about  40  times  toll  revenues,  the  iconic  Golden  Gate  Bridge 
could  probably  fetch  $3-4  billion  were  California  interested  in 
selling.  The  Brooklyn  Bridge?  If  permission  were  granted  by 
New  York  City  to  charge  the  same  tolls  as  the  George  Wash- 
ington Bridge,  a  private  owner  might  shell  out  as  much  as  $3.5 
billion  for  it. 


Pavement  Pricing 

BUT  THERE'S  A  DOWNSIDE  to  the  quick  cash:  planned  toll 
hikes  that  are  usually  quite  aggressive.  Chicago's  Skyway  could 
see  car  tolls  rise  from  $2  in  2005  to  $5  by  2017  For  some  per- 
spective, if  a  similar  scheme  were  applied  to  the  Pennsylvania 
Turnpike  during  its  67  years  of  existence,  the  toll  for  traveling 
from  the  Delaware  River  to  the  Ohio  border  would  be  as  much 
as  $553  now  instead  of  $22.75.  Macquarie,  which  teamed  up 
with  Spain's  Cintra  to  purchase  the  Chicago  Skyway  and  the 
Indiana  Toll  Road,  underscored  the  governmental  trade-off 


SOLD:  Indiana  Toll  Road 
PRICE:  $3.8  billion 

SELLER:  Indiana  Finance  Authority 

BUYER:  Macquarie  Infrastructure 
Group/Cintra 
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during  a  presentation  at  the  recent  White 
House  Surface  Transportation  Legisla- 
tive Leadership  Summit:  "More  Money 
or  Lower  Tolls."  In  an  extreme  scenario, 
governments  could  begin  to  sell  proper- 
ties that  aren't  tolled  to  private  owners 
who  will  impose  fees. 

Of  course,  tolls  won't  go  to  the  moon 
if  they  result  in  dramatic  reductions  in 
traffic.  For  example,  investment  firm  NW 
Financial  Group  estimates  that  if  the  Chi- 
cago Skyway  pricing  scheme  were  applied 
to  New  York's  Holland  Tunnel  over  its  80 
years,  it  would  cost  $185  to  travel  through 
it  instead  of  the  current  $6.  "No  one  will 
pay  that  much,"  says  Murray  E.  Bleach, 
president  of  Macquarie  Holdings  (USA) 
Inc.  "If  s  just  not  going  to  happen." 

Still,  Indiana  legislators  became  so 
alarmed  by  promised  hikes  that  they 
changed  the  terms  before  the  toll  road 
lease  was  completed.  The  state  set  aside 
$60  million  to  pay  the  difference  in  tolls 
for  up  to  two  years  or  until  the  buyers 
install  electronic  tolling  equipment.  After 
that,  the  fee  for  cars  with  electronic  toll 
cards  will  rise  to  $4.80  over  the  full  157 
miles,  while  the  fee  for  cars  without  the 
cards  will  soar  to  $8.  After  2010,  both 
rates  will  rise  each  year  by  2%,  the  pace  of  inflation,  or  the  rate 
of  economic  growth,  whichever  is  highest. 

The  certainty  of  future  toll  hikes  doesn't  jibe  with  the  uncer- 
tainty of  service  quality.  Assets  sold  now  could  change  hands 
many  times  over  the  next  50  years,  with  each  new  buyer  feel- 
ing increasing  pressure  to  make  the  deal  work  financially.  It's 
hardly  a  stretch  to  imagine  service  suffering  in  such  a  scenar- 
io; already,  the  record  in  the  U.S.  has  been  spotty.  In  2003  the 
city  of  Atlanta  ended  a  lease  of  its  water  system  after  receiving 
complaints  about  everything  from  billing  disputes  to  water- 
main  breaks.  The  city  wrestled  with  the  owner,  United  Water 
Inc.,  over  basics  like  the  percentage  of  water  meters  it  should 
monitor.  Both  parties  acknowledge  that  the  contract  lacked 
specifics.  In  the  end,  "we  didn't  believe  we  were  getting  perfor- 
mance," says  Robert  Hunter,  commissioner  for  Adanta's  Dept. 


"These  [deals]  are  largely  driven  by  one  fact  | 
the  permitted  toll  increases." 

-  Tim  Carson,  vice-chairman,  Pennsylvania  Turnpike  ComiJ 
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of  Watershed  Management.  "I  don't  believe  the  city  will  ever  i 
look  at  privatizing  essential  services  again."  United  Water  say  i 
the  contract  wasn't  financially  feasible  because  Atlanta's  wate 
system  was  in  worse  shape  than  the  city  had  represented. 

in 

A  Champion's  Perspective 

STATES  ARE  WRESTLING  WITH  other  public  policy  issue.1 
too.  Bankers  say  New  York  could  reap  a  combined  $70  billio 
for  long-term  leases  on  a  bunch  of  assets,  including  the  state 
lottery,  the  Tappan  Zee  Bridge,  and  the  New  York  State  Thn  t 
way.  New  York  state  officials  have  looked  into  the  option  < 
leasing  the  lottery,  which  itself  might  command  $35  billion — i 
sum  that  could  substantially  upgrade,  say,  New  York's  highc 
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iced  to  Move 


it  of  properties  under  consideration  for  long-term  lease 
with  private  investors  is  growing  fast 


FOR  SALE:  New  York  State  Thruway/ 
Tappan  Zee  Bridge* 

ESTIMATE:  $22.7  billion 


FOR  SALE:  Chicago 
Midway  Airport 


ESTIMATE:  $2  billion  to  $3  billion 


FOR  SALE:  New  Jersey  Tpk.,  Garden 
State  Pky.,  Atlantic  City  Expressway 

ESTIMATE:  $10  billion  to  $40  billion 


SELLER:  State  of  New  York 

"Not  being  actively  considered  but  has  been  explored 


SELLER:  City  of  Chicago  SELLER:  State  of  New  Jersey 


Iducation  system.  The  downside?  The  state  would  probably 
lave  to  remove  constraints  on  the  lottery's  marketing  designed 
o  discourage  people  from  gambling  more  than  they  can  af- 
ord.  If  the  state  insists  on  keeping  the  constraints  in  place,  it 
ould  reduce  the  value  of  selling  it. 

Chicago's  experience  shows  the  possibilities  and  the  pitfalls 
•f  privatization.  Former  CFO  Levenson  has  been  one  of  the 
novemenf  s  biggest  champions.  He  was  an  architect  of  the 
ikyway  deal,  which  kicked  off  the  market.  Then  he  sold  control 
)f  parking  garages  to  Morgan  Stanley  for  $563  million.  Next, 
le  started  shopping  around  a  lease  for  Midway  Airport  that 
:ould  fetch  as  much  as  $3  billion.  And  soon  the  city  hopes  to 
tuction  off  rights  to  operate  some  recycling  plants.  Levenson 
lismisses  critics  who  argue  that  he  has  dumped  prized  assets. 
'This  is  not  like  where  a  person  goes  in  and  buys  a  loaf  of 


bread  from  a  store  and  walks  out  with  that  loaf  of  bread,"  he 
says.  "Some  entity,  we  expect,  will  make  an  offer  to  lease  the 
Midway  Airport  for  75  to  99  years,  and  the  following  day  I'm 
pretty  sure  it  will  still  be  there." 

Wearing  a  crisp  suit  and  stylish  eyeglasses,  Levenson 
looks  like  the  Wall  Streeter  he  once  was,  working  for  Bank 
One  Corp.  and  Bank  of  America  Corp.  before  taking  the  Chi- 
cago city  job  in  2004.  In  April  he  returned  to  banking:  As 
a  managing  director  at  the  Royal  Bank  of  Scotland  Group, 
he  now  beats  the  bushes  for  infrastructure  deals.  Levenson 
doesn't  understand  how  local  governments  can  afford  not 
to  put  public  works  up  for  sale.  Thanks  to  the  99-year  lease 
for  the  Skyway,  Chicago  has  paid  off  its  debt  and  handed 
over  $100  million  to  social  programs  like  Meals  on  Wheels. 
Plus,  says  Levenson,  if  s  earning  as  much  in  annual  inter- 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments,  join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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est  on  the  $500  million  it  has  banked  from  the  transaction 
as  it  used  to  earn  from  running  the  Skyway  ($25  million). 

In  some  ways,  Levenson  argues,  the  city  still  has  control 
over  the  highway.  The  agreement  with  the  new  owners  spells 
out  guidelines  in  mind-numbing  detail,  dictating  everything 
from  how  quickly  potholes  must  be  filled  (24  hours)  to  how 
rapidly  squirrel  carcasses  must  be  removed  (8  hours).  If  Mac- 
quarie  and  Cintra  violate  those  conditions,  the  city  can  take 
back  the  road. 

So  far,  the  buyers  have  stricdy  adhered  to  the  rules.  At  7  a.m. 
on  a  Wednesday  in  March,  five  workers  begin  another  day  at 
the  Chicago  Skyway's  Snow  Command.  On  their  to-do  list  are 
potholes  to  be  checked  and  cracks  to  be  sealed.  Juan  Rodriguez 
used  to  patrol  the  freeway  for  Chicago  city.  Today,  he  cruises 
the  road  for  private  owners.  He  discovers  some  potholes  have 
grown  unacceptably  large  because  of  salt  that  was  spread  the 
previous  night.  There's  some  tire  debris  that  must  be  removed, 
and  a  disabled  vehicle  holding  up  traffic. 


A  Smooth  Ride? 


CONGESTION  PRICING 


IN  THE  PAST,  RODRIGUEZ  SAYS,  he  had  to  write  out  a  ticket 
for  each  problem,  which  would  be  added  to  a  long  list  of 
chores.  Addressing  problems  often  took  days,  Rodriguez 
recalls.  But  by  10:25  a.m.,  all  of  this  morning's  issues  on  the 
Skyway's  7.8-mile  stretch  of  pavement  are  resolved.  "The  new 
owners  are  taking  the  Skyway  to  a  whole  new  level,"  he  says. 

They've  certainly  spent  money  on  improvements.  The  mes- 
sage "a  clean  workplace  is  a  happy  workplace"  is  scrawled  on 
a  whiteboard  in  a  freshly  painted  and  ventilated  garage  where 
workers  meet.  There's  electronic  tolling,  which  didn't  exist  be- 
fore. A  bunch  of  new  lanes  are  under  construction.  The  invest- 
ments seem  to  be  paying  off:  Since  taking  over  two  years  ago, 
the  Skyway's  operators  estimate  traffic  has  risen  5%. 

It's  all  encouraging,  except  that  Chicago  "probably  could 
have  gotten  more  without  privatiz- 
ing," according  to  Dennis  J.  Enright, 

a  principal  and  founder  of  NW  Fi-  nmawMMMWi 

nancial.  His  firm's  analysis  shows 
that  Chicago  could  have  done  a  lot 
better  by  handling  the  whole  deal 
itself.  It  could  have  raised  tolls  and 
sold  tax-exempt  municipal  bonds 
backed  by  the  scheduled  hikes.  That 
would  have  given  the  city  the  up- 
front cash  it  needed  while  preserv- 
ing some  of  the  income  from  the  toll 
hikes.  Instead,  that  money  will  go  to 
Macquarie  and  Cintra. 

Meanwhile,  the  higher  tolls  will 
take  a  big  bite  out  of  lower-income 
people's  wallets.  "You  have  to  ask 
yourself  if  you  want  roads  that  used 
to  be  considered  a  public  service  to 
be  rationed  by  income  class,"  says 
Princeton  University  economics  pro- 
fessor Uwe  E.  Reinhardt.  Chicago 
says  it  hasn't  received  any  formal 
complaints  from  citizens,  though  two 
different  drivers  recently  went  to  ex- 


"We  literally  got  responses 
from  around  the  world." 

—  Steve  Hogan,  executive  director,  Northwest  P 


tremes  to  avoid  tolls,  says  Skyway  maintenance  manager  Mi|a 
chael  S.  Lowrey.  When  the  new  owners  introduced  free  towin 
for  broken-down  vehicles,  the  drivers  called  the  Skyway  for  help:  | 
claiming  to  be  stranded.  After  workers  hauled  the  vehicles  pas^  b 
the  tollbooths,  they  hopped  in  their  cars  and  sped  away. 

For  workers,  the  privatization  wave  has  wrought  mam  t 
changes.  Skyway  toll  takers  used  to  be  full-time  city  employeea  ji 
with  rich  benefits.  Now  most  are  part-time  independent  contrac 
tors  without  benefits.  Brian  Rainville,  executive  director  of  thi  | 
Chicago  Teamsters  Joint  Council  25,  helps  manage  the  union 
pension  fund.  When  he  listened  to  a  recent  pitch  from  a  pensio 
consultant  about  infrastructure  funds,  it  sparked  a  realize H 


The  Trouble  with 
London's  Traffic  Tolls 
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hen  privateers  took 
control  of  a  toll  road  in 
Chicago,  they  imposed 
higher  tolls  on  trucks 
during  peak  travel  hours. 
Now  public  officials  want  to  take  a  similar  tack 
to  relieve  congestion  in  busy  city  centers.  In  a 
February  economic  report,  President  George 
W.  Bush  cited  "congestion  pricing"  as  a  way 
to  ease  traffic  problems.  And  on  Apr.  22, 
New  York  City  Mayor  Michael  R.  Bloomberg 
proposed  charging  cars  $8  for  traveling  south 


of  86th  Street  in  Manhattan  on  weekdays 
between  6  a.m.  and  6  p.m. 

Bloomberg  and  others  hold  up  London 
as  a  model  to  emulate,  but  some  Londoners 
are  grumbling.  Since  the  city  imposed  an 
ambitious  congestion-pricing  scheme  in 
2003,  it  has  raised  the  fee  to  drive  into  the 
most  heavily  congested  parts  of  town  by 
60%,  to  $16,  and  doubled  the  area  subject 
to  charges.  The  reasons  for  fees  have 
also  multiplied.  Now  London  Mayor  Ken 
Livingstone  plans  to  use  the  charge  to  tackle 


i 


od  to  Go? 

lorado  highway  may 
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tion:  The  returns  he  might 
generate  for  his  pensioners 
could  be  canceled  out  by 
the  union's  shrinking  num- 
ber of  contributors.  "It's 
pretty  obvious  that  if  s  not 
sound  fiscal  policy  for  the 
[pension]  fund  to  undercut 
the  people  it's  serving,"  Ra- 
inville  says. 

Pushback  against  pri- 
vate investors  is  now  play- 
ing out  in  different  ways 
elsewhere.  In  Pennsyl- 
vania, the  state  turnpike 
commission  is  going  head- 
to-head  with  private  bid- 
ders for  the  right  to  oper- 
ate the  state's  537-mile  toll 
road.  Pennsylvania  des- 
perately needs  cash  to  re- 
pair its  nearly  6,000  struc- 
turally deficient  bridges. 
Some  pundits  expected 
innsylvania  Governor  Edward  G.  Rendell  to  propose  hikes  in 
is  taxes  and  other  fees  to  fund  the  projects.  But  in  December, 
mdell  unexpectedly  announced  plans  to  privatize  the  turn- 
ke.  Timothy  J.  Carson,  vice-chairman  of  the  commission, 
rambled  to  submit  an  expression  of  interest  for  the  turnpike 
!  continue  to  run  itself.  His  proposal  is  being  judged  against 
any  others,  including  those  from  big  Wall  Street  firms. 
:  Carson  isn't  dissuaded  by  arguments  that  investors  are 
ttter  qualified  to  run  turnpikes  profitably.  "There's  no  magic 
tre,"  he  says.  "These  [deals]  are  largely  driven  by  one  factor: 
le  permitted  toll  increases."  Carson  says  the  state  doesn't 
ted  to  hand  over  the  turnpike  to  private  owners.  Historically, 
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he  says,  the  state  wanted  the  turnpike  to  collect  only  enough 
money  to  break  even.  But  it  could  just  as  easily  adopt  its  own 
toll-hike  schedule.  The  state  could  also  charge  tolls  on  more 
roads.  In  other  words,  the  public  could  remain  in  control  sim- 
ply by  changing  the  turnpike's  mission.  That  would  ensure 
that  the  benefits  of  the  toll  hikes  were  spread  throughout  the 
populace,  says  Carson. 

Pennsylvania's  isn't  the  only  turnpike  authority  exploring 
the  possibility  of  bidding  for  roads.  The  North  Texas  Tollway 
Authority  calculated  in  March  that  it  would  have  valued  a 
partially  constructed  25-mile  stretch  of  highway  near  Dallas 
26%  more  than  a  private  investor  had  bid.  Now  it's  consider- 
ing making  a  formal  bid.  And  on  Apr.  11,  the  Texas  House  of 
Representatives  passed  an  amendment  by  a  vote  of  134  to  5  to 
impose  a  two-year  moratorium  on  privatizing  state  toll  roads. 
"We  need  to  put  the  brakes  on  these  private  toll  contracts 
before  we  sign  away  half  a  century  of  future  revenues,"  said 
representative  Lois  W  Kolkhorst,  who  proposed  the  bill.  A 
similar  bill  was  passed  in  the  state  senate  on  Apr.  19. 

With  so  much  money  at  stake  and  so  many  options  available 
to  states,  it's  impossible  to  know  how  the  great  infrastructure 
craze  may  play  out.  But  this  much  is  certain,  says  Pennsylva- 
nia's Carson:  "People  are  willing  to  pay  more  than  they  are 
currendy  being  charged.  The  only  question  is  to  what  extent 
you're  willing  to  take  advantage  of  that."  ■ 
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Hot  Properties  See  which  public  assets  private  investors  are  eyeing. 

Rules  of  the  Road  Check  out  the  unusual  operating  restrictions  private 
investors  must  follow  on  the  Chicago  Skyway  and  the  Indiana  Toll  Road. 

High-Maintenance  America  See  a  slide  show  of  the  infrastructure  woes  that 
are  driving  states  and  cities  to  consider  leasing  their  public  assets. 

Podcast  For  the  story  behind  the  story,  tune  into  Executive  Editor  John  A. 
Byrne's  conversation  with  Associate  Editor  Emily  Thornton. 


mate  change.  By  2009,  high- 
eenhouse-gas-spewing  vehicles 
II  have  to  pay  $50  to  enter  the 
■ngestion  zone. 
Livingstone  says  the  steep 
ices  have  resulted  in  a  20% 
duction  in  traffic,  less  pollution, 
id  more  than  $600  million  in 
venues  that  are  being  used  to 
lprove  public  transportation. 
jt  some,  like  Gordon  Taylor, 
lairman  of  the  West  London 
jsidents  Assn.,  contend  that 
lile  there  may  be  tewer  cars, 
ey're  not  moving  any  faster  than 
ey  did  four  years  ago,  thanks  to 
e  addition  of  new  bus  and  cycle  lanes  and 
iets  of  new  superlong  buses.  Moreover,  he 
lys,  the  payment  scheme  is  bureaucratic 
id  expensive,  with  nearly  half  of  the  money 
ised  going  to  its  operation.  "London  has  the 


SORRY,  GOV  Traffic  in  Piccadilly,  central  London 


highest  public  transport  fares  in  the  world 
and  the  most  expensive  and  least  effective 
congestion-  charging  scheme,"  says  Taylor, 
whose  14,000-member  organization  has 
staged  four  protests  against  the  program. 


Richard  Fuchs,  managing 
director  of  Hot  &  Cold,  a  supplier 
of  kitchen  appliances  located 
inside  the  tolled  zone,  agrees. 
"We've  seen  sales  fall  by  nearly 
one-third  since  the  charge  was 
extended  westward  in  February, 
and  we  have  to  pay  an  additional 
$4,000  a  year  for  every  delivery 
vehicle  we  own,"  he  says.  "I'm 
worried  whether  [our]  business 
will  continue  to  be  viable." 

A  spokeswoman  for  Transport  for 
London,  the  division  of  the  mayor's 
office  responsible  for  the  pricing 
plan,  argues  that  without  the  new 
charge,  central  London  would  have  ground  to  a 
halt  by  now.  But  for  city  travelers,  the  notion  of 
paying  a  high  toll  to  crawl  through  traffic  hardly 
seems  like  a  panacea.  ■ 

-By  Kerry  Capell  in  London 
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Every  part,  every  feature,  every  detail  of  the  Accord  is 
ingeniously  designed  to  bring  comfort,  safety  and  peace 
of  mind  to  the  driver.  From  the  standard  side  curtain 
airbags  to  the  available  navigation  system  to  the  highly 
efficient  engine*  every  piece  is  deeply  contemplated. 


houghtful,  through  and  through. 


The  Accord  Sedan 
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BY  NANETTE  BYRNES 
AND  ADAM ,  STON 

AS  EVIDENCE  OF 
global  warming 
mounts,  companies 
everywhere  are  going 
green.  But  not  Pea- 
body  Energy  Corp. 
Gregory  H.  Boyce, 
chief  executive  of  the  world's  biggest  coal 
company,  is  one  of  the  few  prominent 
opponents  of  climate  regulation  whose 
position  hasn't  softened  one  bit  in  re- 
cent months.  Asked  in  March  whether 
high  levels  of  C02  in  the  air  are  harmful, 


Boyce  said:  "I  think  the  simple  answer  is 
we  don't  know."  Just  a  few  weeks  earlier 
the  Intergovernmental  Panel  on  Climate 
Change  concluded  that  evidence  of  global 
warming  is  "unequivocal"  and  predicted 
dramatic  changes  in  the  environment. 

Despite  the  fact  that  coal  is  known  to 
be  one  of  the  biggest  sources  of  green- 
house gases,  Boyce,  52,  is  banking  on 
a  future  in  which  America  burns  a  lot 
more  of  it.  With  the  country's  huge  re- 
serves, he  argues,  coal  should  be  doing 
much  more  than  its  traditional  tasks  of 
making  electricity  or  steel.  "We're  mov- 
ing into  an  era  where  we'll  be  driving 


our  vehicles  based  on  coal-derived  fu 
We're  going  to  be  flying  on  it,"  Boy 
declares. 

These  positions  put  Boyce  in  a  lon< 
spot.  Even  Exxon  Mobil  Corp.  has  beg 
to  temper  its  long-standing  campai; 
questioning  climate  change.  Many 
Boyce's  traditional  allies— and  custoi 
ers— have  done  likewise.  Caught  betwe 
the  need  to  build  new  plants  and  une 
tainties  about  how  climate  regulatio 
might  affect  them,  key  utility  CEOs  su 
as  James  E.  Rogers  of  Duke  Energy  we 
clear  rules  soon.  Wilbur  L.  Ross  Jr.,  nc 
executive  chairman  of  International  C< 
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Group  Inc.,  argues  that  federal  cap-and- 
trade  regulations,  which  set  limits  on 
how  much  C02  companies  can  emit  and 
which  allow  trading  of  those  emission  al- 
lowances, are  inevitable.  Ross  believes  the 
coal  industry  should  "be  part  of  figuring 
out  the  [regulatory]  solution,  because  the 
devil  will  be  in  the  details." 

A  TOUGH  HABIT  TO  KICK 

WHILE  GENERAL  ELECTRIC  CO.  runs 
its  lush  "ecomagination"  campaign  for 
solar  panels,  wind  turbines,  and  a  system 
that  can  reduce  coal-burning  pollutants, 
Peabody  has  put  $2.4  million  into  a  set  of 
ads  with  the  tagline  "Coal  Can  Do  That." 
Peabody's  take  on  the  risks  posed  by  cli- 
mate change  "shows  as  much  foresight 
as  the  Big  Three  automakers  have  had 
over  the  past  few  decades,"  says  Massa- 
chusetts Institute  of  Technology  physics 
professor  Ernest  J.  Moniz,  co-author  of 
MIT's  Future  of  Coal  report  last  March. 

It  might  seem  easy  to  dismiss  Boyce  as 
an  industry  booster  with  his  head  in  the 
sand,  someone  doomed  to  learn  the  hard 
way  the  dangers  of  ignoring  a  strategic 
challenge  of  this  magnitude.  Except  that 
he  knows  better  than  most  the  strong 
demand  for  coal  around  the  world  and 
the  practical  challenges  that  stand  in 
the  way  of  kicking  the  coal  habit.  Armed 
with  this  understanding,  Boyce  is  making 
a  controversial  and  contrarian  bet  that 
America's  energy  future  is  going  to  look  a 
lot  like  the  present. 

Boyce  also  argues  there  is  a  clean 
option  for  coal,  albeit  one  that's  at  least 
five  years  off.  A  new  kind  of  coal-burn- 
ing power  plant  would  trap  COs  before 
it  hits  the  atmosphere  and  bury  it  below 
ground.  Along  with  the  Energy  Dept.  and 
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MILLIONS  OF  DOLLARS 
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Data:  Company  reports,  Merrill  Lynch  &  Co. 


Peabody's  Boyce  talks  a  lot 
about  how  coal  can  be  a  21st 
century  substitute  for  gasoline, 
diesel,  and  natural  gas.  But  that 
vision  is  a  long  way  from 
realization.  Here's  why: 


others,  Peabody  has  agreed  to  invest  $25 
million  in  the  $1  billion  multiyear  proj- 
ect, dubbed  FutureGen. 

While  environmentalists  may  revile  him, 
Boyce  has  plenty  of  fans  on  Wall  Street, 
where  17  out  of  20  analysts  covering  Pea- 
body  rate  it  a  buy,  according  to  Thomson 
First  Call.  The  stock  has  had  a  choppy  12 
months  and  closed  at  48.59  a  share  on  Apr. 
24,  well  below  its  May,  2006,  high  of  76.29, 
but  well  above  its  May,  2001,  adjusted  IPO 
price  of  8.68.  Analysts  blame  a 
warm  winter,  not  C02  worries, 
and  predict  a  rebound.  "There's 
no  doubt  that  over  the  next  five 
years  there  will  be  some  form  of 
carbon  legislation,"  says  Mack- 
enzie B.  Davis,  co-manager  of 
the  RS  Global  Natural  Resources 
Fund,  a  major  investor  in  Pea- 
body.  "There's  also  no  doubt 
coal  will  be  part  of  the  energy 
solution." 

Little  known  outside  the  en- 
ergy industry,  Peabody  is  well 
respected  within  it.  The  com- 
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»  SEQUESTRATION  Forcoal 
really  to  surge,  finding  a  way  to  ca| 
and  trap,  or  sequester,  C02  from  c 
emissions  is  a  must.  The  process  alreai; 
works.  It  involves  extracting  C02  from  c 
shipping  it  via  pipelines,  and  pumping  hfc 
the  earth.  No  company  has  managed  to 
orchestrate  all  of  these  complex  steps 
commercial  plant. 


pany  is  often  referred  to  as  the  "Exxv 
of  Coal"  for  its  strategic  judgment  at'  mi 
its  immense  energy  resources.  Peabod  % 
10.2  billion-ton  coal  pile  has  nearly  tw 
the  energy  content  of  Exxon's  petrolei  |£ 
reserves.  Its  massive  mines  in  Wyomin 
Powder  River  Basin  are  among  the  mi  fiiii 
productive  and  technologically  soph 
ticated  in  the  world.  And  its  well-tim 
acquisitions  of  properties  in  Austra 
have  proved  rewarding,  forging  a  va|s 
able  pathjnto  fast-growing  markets  su 
as  India  and  China.  International  bu 
ness  now  contributes  30%  of  profits, 
from  under  1%  in  2001. 

With  gas  and  oil  prices  high  and  o 
cheap,  Peabody  is  on  track  to  a  hi 
ner  year.  Sales  are  expected  to  hit  $.' 
billion  in  2007,  according  to  David 
Lipschitz,  an  analyst  with  Merrill  Lyr 
&  Co.  That's  an  overall  rise  of  10%  sii 
last  year.  Earnings  are  expected  to  ret 
$671  million,  a  12%  uptick. 

A  compact  dynamo  with  a  habit 
hurrying  around  his  St.  Louis  office  1 
a  caffeine-wired  Manhattanite,  Boyce 


.* 
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3AL  TO  GAS  Peabody  is 
Jlaborating  with  ArcLight  Capital  to 
;ild  a  plant  to  convert  hard,  shiny  coal 
jeous  form  that  burns  like  natural 
DUgh  C02  emissions  from  such  fuel 
nparatively  high.  In  order  to  bet  the 
the  plants  will  cost  to  build,  energy 
i  will  need  to  be  confident  natural  gas 
vill  stay  sky-high  for  a  long  while. 


»  COAL  TO  LIQUIDS  Boyce's 
longest  shot  may  be  a  venture  with 
Rentech  to  convert  coal  into  a  liquid  that 
could  be  used  to  fuel  cars,  trucks,  and  planes. 
Coal-to-liquid  plants  were  first  built  by  nations 
cut  off  from  global  oil  markets,  including  Nazi 
Germany  during  World  War  II  and  South  Africa 
during  apartheid.  But  a  gallon  of  liquid  coal 
emits  twice  as  much  C02  as  a  gallon  of  gas. 


lifelong  coal  man.  He  earned  a  B.S.  in 
ining  from  the  University  of  Arizona  in 
76  and  spent  many  years  heading  up 
unit  of  global  mining  giant  Rio  Tinto 
jiC.  He  joined  Peabody  as  president 
td  COO  in  2003  and  was  named  CEO  in 
inuary,  2006. 

GHTING  CARBON  CAPS 

SSPITE  INTENSE  opposition  from  the 
fces  of  the  Sierra  Club,  Boyce  has  forged 
lead  with  plans  to  build  a  pair  of  tradi- 
pnal,  1,500-megawatt  coal-burning  pow- 

plants  called  the  Prairie  State  Energy 
impus  and  the  Thoroughbred  Energy 
impus.  That  effort  would  help  unlock  the 
Jue  of  coal  reserves  Peabody  now  owns 
:neath  the  proposed  sites  in  Illinois  and 
mtucky,  respectively.  Boyce  also  hopes  to 
lild  cutting-edge  plants  to  turn  coal  into 
liquid  and  a  gas— a  move  that  has  the 
)tential  to  open  up  big  new  markets. 

Boyce  has  spent  $5.5  million  on  Pea- 
)dy's  Washington  lobbying  operation 

the  past  two  years.  His  most  recent 
re:  Richard  A.  Gephardt  (D-Mo.),  for- 


mer Majority  Leader  of  the  House  of 
Representatives. 

The  former  congressman  is  certainly 
fighting  strong  political  headwinds.  At 
least  seven  climate  bills  are  circulating  in 
Congress.  The  most  aggressive  proposals 
call  for  emissions  to  fall  by  up  to  80%  by 
2050.  Coal  usage  would  probably  decline 
for  the  next  30  or  so  years,  according  to 
an  economic  analysis  of  the  bills  by  MIT'S 
Joint  Program  on  the  Science  and  Policy 
of  Global  Change.  During  that  period, 
the  coal  industry  would  pass  "through  a 
valley  of  death,"  says  Henry  D.  Jacoby,  a 
professor  of  management  at  MIT's  Sloan 
School  and  co-author  of  the  bill  analysis. 

Those  may  sound  like  scary  words  for 
Peabody,  but  Boyce  seems  unfazed.  Per- 
haps that' s  because,  even  in  our  iPod  age, 
coal  still  sits  at  the  heart  of  the  economy. 
The  Energy  Dept.  predicts  overall  electric- 
ity demand  will  grow  by  45%  between 
now  and  2030.  It  also  forecasts  that  coal- 
fired  plants,  today  51%  of  the  market,  will 
grow  to  57%  over  the  same  period.  Coal 
is  cheap  and  plentiful.  And  there  aren't  a 
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lot  of  easy  alternatives 
for  replacing  it  anytime 
soon.  Just  to  maintain 
nuclear  power's  20%  of 
the  U.S.  energy  market, 
35  to  40  new  plants  will 
have  to  built  in  the  next  20  years.  Renew- 
able sources  such  as  hydropower,  wind, 
and  biofuels  face  similar  challenges  scal- 
ing up  to  meet  market  demand. 

Robert  Harbour,  president  of  Prairie 
Power  Inc.,  a  nonprofit  generation  and 
transmission  cooperative  serving  much 
of  the  middle  of  Illinois— and  an  inves- 
tor in  the  planned  Peabody  electric  plant 
there— has  been  searching  for  225  mega- 
watts of  additional  power  supply  since 
2001.  A  few  of  his  members  have  some  re- 
newable wind  sources  today,  but  Harbour 
found  that  a  traditional  coal-fired  plant 
like  the  one  Peabody  is  planning  to  be  his 
best  near-term  bet. 

In  the  summer  of  1998  and  1999,  Prairie 
Power  suffered  huge  price  jumps  when 
some  of  its  regular  sources  failed.  Members 
who  generally  paid  $400  to  $1,000  per 
megawatt  hour  saw  hourly  rates  jump  to 
$9,000  and  had  to  come  up  with  $450,000 
for  just  two  hours  of  power  at  one  point. 
"That  made  a  believer  out  of  us,"  he  says. 

Even  if  a  moderate  carbon  tax  is  im- 
posed by  Washington,  coal  would  prob- 
ably still  be  the  cheapest  way  to  gener- 
ate electricity  for  many  utilities.  Today, 
making  electricity  from  coal  can  cost 
half  as  much  as  using  cleaner-burning 
natural  gas.  In  a  2006  study,  Sanford  C. 
Bernstein  &  Co.  analyst  Hugh  Wynne 
calculated  that  even  with  a  relatively 
steep  price  for  carbon  emissions— say, 
$27  per  ton,  more  than  the  price  in  Eu- 
rope—coal-fired generation  still  beats  gas 
by  30%.  That  suggests  operators  of  new 
coal  plants  could  buy  all  the  carbon  cred- 
its they  need  without  resorting  to  costly 
C02  capture  technologies. 

In  the  end,  Boyce  is  gambling  that 
the  threat  of  higher  electric  bills  and 
brownouts  will  be  enough  to  halt  crip- 
pling federal  regulation.  "Coal  is  never 
going  to  get  good  press,"  says  Charles 
A.  Murray,  senior  vice-president  at 
Morgan  Asset  Management,  a  Peabody 
investor.  But  "those  folks  that  yelp 
about  coal  want  their  lights  on,  too. 
You  could  even  say  Google  depends  on 
the  coal  stocks."  ■ 
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What's  Next. 
Mr.  Greifeld* 

NASDAQ  is  humming.  His  contract  was 
just  extended.  But  Wall  Street  wants  more 


OPOERS 


BY  JOSEPH  WEBER  AND 
MATTHEW  GOLDSTEIN 

ROBERT  GREIFELD  HAS 
a  perception  problem. 
Two  years  ago,  the  hard- 
charging  chief  executive 
of  NASDAQ  Stock  Market 
Inc.  won  over  Wall  Street 
with  aggressive  moves  to 
steal  market  share  and  cut  costs.  By  com- 
parison, his  rival,  John  A.  Thain,  was 
struggling  to  convince  investors  that  the 
New  York  Stock  Exchange  wasn't  stodgy 
and  old-fashioned. 

Now  the  roles  have  reversed.  Thain's 
$14  billion  merger  with  the  Paris-based 
exchange  Euronext  has  transformed  the 
Big  Board  into  a  transatlantic  behemoth. 
But  in  the  wake  of      ^^^_^^^_ 

Greifeld's  failed  $5.3        * 

billion  hostile  bid  for 
the  London  Stock  Ex- 
change PLC,  which  hit 
the  skids  on  Feb.  10, 
there's  a  lot  of  uncer- 
tainty over  NASDAQ's 
future.  There's  no 
starker  contrast  than 
the  stock  prices;  over 
the  past  year,  NAS- 
DAQ's shares  dropped 
more  than  16%,  to 
around  33,  compared 
with  a  nearly  21% 
jump  for  NYSE  Euronext.  "People  have 
been  wondering:  What  is  the  next  strate- 
gic move?'"  says  Morgan  Stanley  analyst 
Camron  H.  Ghaffari. 

While  NASDAQ  is  making  its  numbers, 
and  earnings  continue  to  chug  along, 
investors'  main  complaints  seem  to  be 
that  Greifeld  doesn't  have  a  clear  vision 
for  the  future  and  that  his  public  moves 
seem  all  over  the  map.  The  49-year-old 
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from  Queens,  N.Y.,  who  worked  his  way 
through  business  school  selling  com- 
puters to  Wall  Street  firms,  earned  his 
reputation  as  a  dealmaker.  But  his  serial 
acquisitions— Instinet's  INET  unit,  Brut 
ECN,  and  Shareholder.com,  as  well  as 
the  assault  on  the  London  bourse— have 
left  NASDAQ  with  $1.1  billion  in  junk- 
rated  debt.  The  30%  equity  stake  in  the 
LSE  that  NASDAQ  amassed  has  become 
a  deadweight;  LSE  shares  are  stubbornly 
trading  around  the  same  price  as  when 
the  deal  died.  Meanwhile,  Greifeld  is 
fighting  to  maintain  trading  volume 
and  vie  for  listings  with  the  reenergized 
NYSE  and  new,  fast-growing  electronic 
markets  like  BATS  Trading  and  Direct 
Edge.  But  the  biggest  question:  how  to 
^^^^^^^^_  diversify  beyond  U.S. 
equities? 

A  merger  with 
the  LSE  would 
have  solved  a  lot  of 
Greifeld's  problems. 
But  while  the  low- 
key  Thain  used  diplo- 
macy and  finesse  to 
win  over  Europeans 
in  his  deal,  Greifeld 
went  after  the  LSE 
like  an  old-style  cor- 
porate raider,  rely- 
ing on  increasingly 
strident  letters  to 
shareholders  after  a  charm  offensive  got 
nowhere.  LSE  Chief  Executive  Clara  Furse 
responded  by  calling  Greifeld's  brash  bid 
"wholly  inadequate."  "Most  investors 
still  believe  in  Greifeld,"  says  a  hedge 
fund  investor  with  a  stake  in  NASDAQ. 
"But  he  has  to  get  something  done  this 
year,  or  he  could  be  in  trouble." 

Despite  the  setback  in  London,  there 
are  plenty  of  moves  Greifeld  can  make. 
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Already,  he  has  his  sights  set  on  the  fa  i  I 
growing  options  arena,  hoping  to  snt  i 
20%  of  the  market  by  2010  or  earlier, 
do  so,  he  could  build  his  own  optic 
trading  platform  based  on  the  state-  i  j 
the-art  technology  he  got  in  the  Instil 
deal  two  years  ago.  But  he  might  lc 
outside  as  well.  There's  speculation  h 
snap  up  the  217-year-old  Philadelpl 
Stock  Exchange,  which  has  a  13-4%  sh; 
in  options.   But  some  investors  he   l 
Greifeld  will  go  for  a  flashier  if  costl  |  [ 
target,  such  as  one  with  the  cutting-ec 
International  Securities  Exchange,  wh:  i  r 
opened  in  2000  and  now  controls  soi 
29%  of  the  options  market.  "ISE  has  b 
ter  technology  and  market  share,"  si   j 
financial-services  consultant  Larry  Tal 


'ONE  BOWLING  PIN  TO  THE  LEFT' 

GREIFELD  COULD  head  overse 
There  are  rumors  he's  interested 
buying  the  tech-sawy  Stockhol 
based  OMX  exchange.  Going  af 
Europe's  fifth-largest  exchange  woi 
cost  upward  of  $3  billion.  A  marru 
with  the  European  Goliath,  Deuts( 
Bourse,  could  also  work,  though  | 
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Investors  are 
worried  the 
chief  executive 
doesn't  have 
a  clear  vision 
for  the  future 


etter-heeled  Germans  would  more 
fcely  be  the  buyers.  Some  even  hold 
it  hope  that  London's  icy  resistance 
s  a  deal  will  thaw  as  rising  competition 
proad  makes  it  difficult  to  go  it  alone. 

1  But  so  far,  Greifeld  is  mum  on  specif- 
s,  underscoring  his  chief  problem  with 
ivestors.  In  a  recent  conversation  with 
usinessWeek,  he  was  coy  about  possible 
eals,  although  he  was  clear  NASDAQ 
eeds  to  play  the  acquisition  game.  To 
lat  end,  Greifeld  is  keeping  some  $513 
lillion  in  cash  on  hand,  and  maintaining 
2fty  borrowing  capacity,  "until  we  see 

some  discussions  we  may  or  may  not 
t  involved  with  come  to  fruition."  Grei- 
:ld  adds  that  he's  open-minded  about 
te  LSE  stake  but  is  holding  on  to  it  for 
ow.  Whatever  deal  he  makes,  Greifeld 
lys  the  businesses  will  boost  earnings 
uickly  and  complement  NASDAQ's  cur- 
:nt  operations:  "[Acquisitions]  will  be 
ne  bowling  pin  to  the  left  or  right  of 
here  our  current  power  alley  is." 

All  this  fretting  over  NASDAQ's  next 
love  comes  while  the  business  is 
dually  doing  well.  NASDAQ  nabbed 

2  initial  public  offerings  in  the  first 


quarter,  among  the  highest    BRASS  TARGET 

showings  since  the  Internet    Despite  NASDAQ's 
bubble  burst  seven  years  ago.    current  turbulence, 
Those  IPOs  collected   $6.3    Greifeld  is  confident 
billion,  the  lion's  share  of  the    ^^^^^™ 
$9.5  billion  raised  on  all  U.S.  exchanges. 
And  even  though  the  NYSE  has  attracted 
tonier  Chinese  listings,  NASDAQ  is  get- 
ting a  piece  of  the  action.  In  the  first 
quarter,  NASDAQ  notched  73  new  list- 
ings, transfers,  and  IPOs  that  included 
12  offshore  listings,  such  as  burgeoning 
startup  Xinhua  Finance  Media,  a  Chi- 
nese advertising  outfit. 

Greifeld  is  also  eyeing  the  $160  billion- 
plus  market  for  private  stock  and  bond 
placements.  If  regulators  approve  such 
a  play,  he  says,  "NASDAQ  will  do  what 
NASDAQ  does  best— bring  automation  to 
this  OTC  marketplace."  In  all,  Greifeld  ex- 
pects NASDAQ's  net  income  to  rise  37%  to 
$175  million  this  year,  despite  a  weak  first 
quarter  linked  mainly  to  the  high  costs 
of  financing  the  LSE  deal.  "If  you  grow 
your  income  quarter  after  quarter  over  an 
extended  period  of  time,  the  stock  price 
will  follow,"  Greifeld  argues. 

Meanwhile,  analysts  are  increasingly 


bullish  on  the  stock.  On  Apr.  23,  Joshua 
R.  Carter  of  Goldman  Sachs  suggested 
that  NASDAQ's  prospects  were  better 
than  the  NYSE's,  because  its  trading 
platform  is  faster  and  cheaper.  "The  re- 
cent run-up  in  [New  York's]  share  price 
despite  increased  concerns  on  funda- 
mentals is  irrational,"  he  wrote  in  a  note, 
boosting  NASDAQ'S  stock. 

Indeed,  dismissing  Greifeld  for  the 
stock's  near-term  turbulence  might  be 
shortsighted.  Just  consider  the  ex-mara- 
thoner's  history.  When  he  joined  as  CEO  in 
2003,  the  exchange,  amid  the  fallout  from 
the  dot-com  bubble,  was  bleeding  money 
and  losing  market  share.  To 
fix  the  problems,  Greifeld,  who 
wrote  his  business  school  the- 
sis on  NASDAQ,  slashed  costs, 
killed  off  poorly  planned  over- 
seas expansion,  and  shelled  out 
billions  to  buy  electronic  trading  platforms 
eating  into  NASDAQ's  market.  The  stock 
soared  from  6  at  the  start  of  his  tenure  to 
nearly  47  by  January,  2006. 

Not  to  mention  that  Greifeld  still  has 
a  pretty  big  fan  base  among  his  private 
equity  backers,  Silver  Lake  Partners  and 
Hellman  &  Friedman,  which  own  about 
23%  of  NASDAQ  stock.  After  the  LSE  deal 
collapsed,  those  private  equity  players— 
not  known  for  their  patience  or  warmth- 
issued  a  statement  supporting  Greifeld. 
They're  also  voting  with  their  checkbooks. 
Last  year,  NASDAQ's  board,  which  includes 
two  executives  from  the  private  equity  out- 
fits, extended  Greifeld's  contract  by  three 
years  and  upped  his  salary  by  26%  to  $7.1 
million,  plus  a  $13  million  options  package. 
Says  Glenn  H.  Hutchins,  a  NASDAQ  direc- 
tor and  co-founder  of  Silver  Lake:  "Under 
Bob  [Greifeld],  NASDAQ  is  humming  like  a 
top."  Now,  Greifeld  just  needs  to  convince 
other  investors.  II 
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The  Big  Shots 
Of  Blogdom 

Executives  are  learning  to  take  the  24/7  patter 
of  online  critics  very  seriously  indeed 


BY  HEATHER  GREEN 

WHEN  MICHAEL 
Arlington  wrote 
a  post  on  his 
TechCrunch  blog 
a  year  ago  dissing 
Marc  Andreessen's 
new  startup,  Ning, 
the  company's  execs  promptly  sprang  into 
action  to  change  his  mind.  The  founders 
of  the  do-it-yourself  social  networking 
service  dove  into  the  comments  on  his 
blog,  invited  Arrington  to  their  offices, 
and  provided  him  with  progress  updates. 
The  result:  When  Ning  launched  publicly 
in  February,  Arrington  offered  a  full  mea 
culpa  that  rippled  across  the  Internet  and 
showed  up  in  the  San  Francisco  Chronicle. 
If  s  no  secret  that  bloggers  are  becoming 


increasingly  influential.  But  Arrington  is 
part  of  an  emerging  crowd  of  writers  who 
use  their  narrowly  focused  blogs,  such  as 
hyperlocal  real  estate  reports,  green  guides, 
or  Web  2.0  startup  reviews,  to  establish 
themselves  as  thought  leaders.  These  new 
influencers  are  taking  a  page  from  the  blog 
networks  Gawker  and  Weblogs  Inc.  and 
turning  rapid-fire,  around-the-clock  blog 
patter  that  makes  and  shapes  the  news  into 
a  hot  new  online  media  model. 

Companies  are  directing  more  efforts 
toward  buttering  up  these  New  Media 
players,  often  feeding  them  exclusives 
that  play  well  with  their  targeted  audi- 
ences. And  for  marketers  who  are  in- 
creasingly comfortable  with  spending 
money  on  blogs,  advertising  with  these 
opinion  leaders  provides  instant  cachet. 
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Think  of  these  as  the  digital  versk 
of  potent,  passionate  trade  press  wr 
ers.  They  swarm  every  novelty  in  are 
like  tech,  creating  problems  and  buzz  f 
companies  and  innovations.  They  repc 
news  and  publish  it  alongside  analysis  j. 
newspaper  stories  and  company  release  |[ 
These  posts  are  salted  with  strong  dos 
of  personality,  sparking  discussions  aero )!. 
the  Web.  By  melding  their  own  insigh 
and  opinions  with  the  aggregated  viev 
of  others,  they're  starting  to  gain  leverag. 
"In  a  time-starved  world,  people— espf 
dally  decision-makers— have  very  litl 
time,  but  do  not  want  to  miss  being  in  I 
know,"  says  Rishad  Tobaccowala,  chi 
innovation  officer  at  advertising  firm  Pu  f  R 
licis  Groupe  Media. 

The  growing  influence  of  a  few  ub 
bloggers  comes  as  the  overall  creation 
new  blogs  is  slowing  down.  A  total  of ' 
million  blogs  have  been  set  up,  but  Mar 
data  from  blog  search  service  Technor; 
show  that  only  15.5  million  bloggers  upd; 
ed  their  sites  during  the  last  three  montl  [ 
up  slightly  from  15.3  million  in  October 
Meanwhile,  the  most  successful  blogs 
approaching  the  heft  that  marnstrea.ii; 
sites  enjoy.  They're  raising  venture  cap||  i 
and  expanding  into  larger  networks  '  co 
narrowly  focused  blogs,  conferences,  an  _ 
online  TV  shows.  For  instance,  at  TreeHui  _ 
ger,  a  service  that  follows  green  consurri 
products,  a  team  of  bloggers  posts  dozei 
of  original  and  aggregated  items  each  dl 
During  the  past  year,  TreeHugger  add: 
video  and  reference  guides  about  ever 
thing  from  green  weddings  to  eco-frienoi 
furniture.  That  helped  double  its  audiem 
to  1.6  million  monthly  visitors. 


PLUGGED-IN  CONSUMERS 

IT  WAS  IN  TECH,  though,  that  eai 
blog  adopters  first  cottoned  to  this  ri 
per-niched,  hyperlinked  model.  Amo 
the  most  closely  followed  blogs  are  i 
rington's  TechCrunch,  Rafat  All's  pan 
Content,  and  Om  Malik's  GigaOM. 

These  bloggers  are  still  dwarfed  by  t 
ditional  media  sites.  Sites  like  paidContc 
provide  a  way  for  established  compan 
and  advertisers  to  reach  engaged,  plugge 
in  consumers.  PaidContent  began  as  a  ph 
for  Ali  to  dump  his  notes  as  a  tech  report' 
last  year,  he  raised  venture  funding  fr( 
Alan  Patricofs  Greycroft  Partners.  N< 
he  employs  eight  writers  who  cover  nicl 
such  as  digital  media  and  wireless  med 
and  the  blog  is  profitable.  "I  appreci; 
their  focus  on  the  business  of  New  Mec 
as  opposed  to  the  buzz  or  cool  factor,"  sj 
Larry  Shapiro,  an  executive  vice-presid< 
at  Walt  Disney  Internet  Group,  who  che( 
the  site  several  times  each  day.  ■ 


)o  or  Die 

book  calling  for  the 
making  of  Japan's 
lectronics  industry 
a  surprise  hot  seller 


I KENJI  HALL 

FUMIAKI  SATO'S  LATEST 
book  sounds  like  a  bit  of  a 
snooze:  It's  titled  A  Scenario 
for  the  Realignment  of  Japan's 
Electronics  Industry.  But  the 
Deutsche  Bank  analyst's  323- 
page  tome  has  been  jumping 
shelves  since  its  release  last  August.  It's 
W  in  its  fourth  printing  as  electronics 
inpanies  buy  it  for  their  employees,  and 
ny  Corp.  has  even  asked  for  an  English 
ision.  Sato's  message  is  dire.  "Japan's 
ctronics    makers    aren't    competitive 


enough  to  survive  for  long,"  he  says. 

There's  more.  The  realignment  Sato 
proposes  would  merge  seven  top  electron- 
ics nouses  into  just  two  giants.  Matsushita, 
Hitachi,  and  Mitsubishi  would  tie  up  as  the 
world's  largest  maker  of  flat-panel  plasma 
TVs,  with  a  combined  $190  billion  in  rev- 
enues. Sony,  Toshiba,  Sanyo,  and  Sharp 
would  become  a  $175  billion  titan,  domi- 
nating the  planet's  production  of 
LCD  TVs.  Other  divisions,  then, 
could  be  either  merged  or  sold. 
Such  a  plan,  Sato  says,  would 
help  Japan's  industry  leaders 
maintain  profitability  once  the 
white-hot  market  for  svelte  TVs 
starts  cooling  later  this  decade. 

Industry  executives  are  gob- 
bling up  Sato's  tough  criticism. 
Although  none  of  the  companies 
would  comment  on  Sato's  book, 
they  have  been  his  best  customers,  buy- 
ing more  than  20,000  copies.  And  he  has 
become  a  celebrity  on  the  speaking  circuit. 
He  gives  as  many  as  10  speeches  a  month, 
earning  up  to  $5,000  a  pop  to  tell  execu- 
tives why  their  companies  shouldn't  exist. 
"Your  profit  margins  are  tiny  and  you're 
trying  to  do  too  many  things,"  he  berates 
Hitachi.  "Will  you  remain  a  weakling  that 


FUMIAKI  SATO 


makes  the  same  products  as  others?"  he 
asks  an  industry  group. 

He's  right  about  the  overlap.  Today 
nine  Japanese  companies  have  cell-phone 
brands,  seven  make  laptops,  and  seven 
offer  flat-panel  TVs.  That  duplicated  in- 
vestment squanders  cash  that  might  be 
spent  on  expansion  into  high-growth  over- 
seas markets.  Japan's  electronics  compa- 
nies "would  be  better  off  if  they 
worked  together  instead  of  com- 
peting," Sato  says. 

So  far,  Japan  Inc.  seems  more 
interested  in  listening  to  Sato 
than  in  actually  heeding  his  clar- 
ion call.  Sato  says  most  older 
executives  are  too  conservative 
to  make  radical  changes,  while 
younger  ones  are  too  caught  up 
in  day-to-day  operations  to  be 
able  to  push  through  the  kind  of 
reforms  he  believes  are  necessary.  The  com- 
panies "are  unable  to  take  action  because  of 
resistance  from  the  inside,"  he  says.  As  he 
continues  his  jawboning,  though,  he  may 
be  starting  to  make  some  headway.  "There 
are  so  many  Japanese  companies  in  this 
industry,"  says  Hiroshi  Saji,  an  executive 
vice  president  at  Sharp.  "I  would  expect  a 
period  of  consolidation."  II 


Good  Design 
is  Good  Business 


The  editors  of  BusinessWeek  and  Architectural  Record  invite  you  to  enter  the 
2007  BusinessWeek/Architectural  Record  Awards 

Good  design  is  good  for  business.  That's  why  this  distinguished  award  recognizes  and  rewards  excep- 
tionally designed  work  that  makes  a  significant  contribution  to  the  business  aspirations  of  a  company 
or  institution  -  backed  by  measurable  results.  2007  Award  recipients  will  be  featured  in  BusinessWeek 
and  Architectural  Record  magazines,  read  by  over  5  million  business  and  design  professionals. 

For  more  information  and  an  entry  form,  go  to  archrecord.construction.com/features/bwarAwards/. 
Entries  must  be  postmarked  no  later  than  May  15,  2007. 
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Barbie  Goes  from 
Vinyl  to  Virtual 

Mattel  is  betting  its  online  Barbie  Girl 
will  hold  kids  who've  outgrown  real  dolls 


BY  CHRISTOPHER  PALMERI 

ARBIE  HAS  ARRIVED  IN 
girls'  bedrooms  in  coaches 
and  convertibles,  on  par- 
ty buses  and  dream  boats, 
her  friend  Ken  at  her  side. 
Now  her  latest  vehicle  is  a 
data  port,  and  her  newest 
dream  house  is  online.  On  Apr.  26,  Mattel 
Inc.  unveiled  its  newest  Barbie:  a  $60 
device  that  connects  girls  to  a  new  Web 
site,  BarbieGirls.com.  Mattel  is  hoping  that 
Barbie  Girls  will  invigorate  the  brand  and 
serve  as  a  case  study  in  how  a  1950s-era 
business  finds  its  place  in  the  Digital  Age. 

At  stake  is  Mattel's  newfound  momen- 
tum. The  El  Segundo  (Calif.)  toymaker's 
stock,  a  laggard  for  much  of  the  past  six 
years,  has  surged  80%  since  July  14,  in 
part  because  of  a  feeling  on  Wall  Street 
that  even  though  Barbie's  U.S.  sales  are 
falling,  Mattel  overall  is  doing  a 
better  job  connecting  with  tech- 
sawy  lads.  Top  sellers  last  year 
included  a  $40  Elmo  that  wig- 
gled across  the  floor  and  a  $70 
digital  camera  for  tots.  "Mattel 
watched  products  like  iPods  sell 
so  well,"  says  Sean  P.  McGowan 
of  Wedbush  Morgan  Securities 
Inc.  "They  know  parents  will 
spend  money  if  the  toy  is  fun." 
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Taking 
a  leaf 
from 
Internet 
chat  sites 


This  combination  of  online 
and  offline  play  is  shaping  up 
to  be  the  hottest  trend  in  toys. 
The  most  visible  example  is 
Webkinz,  from  privately  held 
Canadian  toymaker  Ganz.  The 
$11  stuffed  animals  come  with  distinctive 
pass  codes  that  give  lads  one  year  of  access 
to  a  site  where  they  can  play  games  and 
chat  with  friends.  Ganz  says  it  has  sold 
more  than  1.5  million  of  the  critters  since 
their  introduction  two  years  ago. 

The  latest  Barbie  isn't  a  doll  but  a  41/2- 
inch-long  gadget  that  attaches  to  a  PC  via 
a  docking  station  and  USB  port.  When 
the  device  goes  on  sale  in  July,  it  will  be 
the  only  way  kids  can  fully  interact  with 
BarbieGirls.com.  In  this  virtual  world,  girls 
will  create  a  character  they  can  name,  dress, 
and  customize  by  skin  tone,  hair  style,  and 
expression.  They'll  shop  for  clothes  and 
furniture  in  a  virtual  mall,  using 
"B-bucks"  earned  by  playing 
games  and  watching  product 
promotion  videos. 

Girls  will  also  be  able  to  chat 
with  friends  on  the  site.  Secu- 
rity software  will  monitor  the  ex- 
changes and  prevents  them  from 
giving  out  names,  addresses,  or 
phone  numbers  that  could  end 
up  in  the  hands  of  predators. 


ONLINE  DREAM  WORLD 

BarbieGirls.com's  fantasy 
bedroom  and  strip  mall  (to[ 
a  $60  device  enhances  aca 


The  Barbie  device  doubles 

an  MP3  player  so  kids  can  1 

ten  to  music  when  not  onlii 

"We've  had  to  redefine  whan 

toy  is,"  says  Chuck  Scothon,  t 

Mattel  senior  vice-president' 

charge  of  the  Barbie  brand. 

Clearly,  Mattel  hopes  to  b' 
row  a  page  from  the  online  vid 
games,  social  networking  sifct 
and  instant  messaging  services  ttl 
are  so  popular  with  today's  kin 
The  company  has  run  a  Barbie.co 
site  for  a  decade.  Its  mix  of  gam  i 
video  clips,  and  product  info  malJ 
it  one  of  the  more  popular  onlil 
destinations  for  girls,  according; 
comScore  Inc.  The  majority  are  6 
11  years  old,  many  of  them  foriF 
doll  buyers  who  are  now  likely 
say  they're  embarrassed  to  play  with 
plastic  princess.  On  the  other  hand,  nfl 
than  half  of  American  6-to-ll-year-o^ 
have  gone  online  in  the  past  30  days,  sf 
Mediamark  Research  Inc. 

DIGITAL  DUDS 

HOW  TO  TURN  THAT  into  cold,  hi 
cash?  Mattel  will  sell  snap-on  accessor 
to  dress  up  the  Barbie  Girls  device,  mu 
the  way  people  customize  cell  phones  ai 
iPods.  But  unlike  some  gaming  com] 
nies,  Mattel  won't  charge  real  money 
virtual  clothes  and  accessories;  its  goa 
still  to  sell  dolls,  not  run  a  Web  busines 
The  competition  will  be  close  behi 
Isaac  Larian,  CEO  of  MGA  Entertainm< 
Inc.  and  maker  of  trendy  Bratz  dolls,  Si 
he'll  launch  his  own  interactive  doll  a 
Web  site,  Be-Bratz.com,  later  this  ye 
That's  fine  with  retailers.  "The  more  i 
child  interacts  with  the  brand,  the  mi 
she'll  go  back  and  buy  the  traditional  pr< 
uct,"  says  Toys  'R'  Us  Inc.  Chairman  a 
Chief  Executive  Gerald  L.  Storch.  At  le 
that's  the  plan.  ■ 
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Kids  who  play  with  toads  get  warts. 
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You  must  be  careful  about  what  you  pick  up. 
There  are  superstitions,  myths  and  some  elusive 
things  called  facts.  In  product  testing,  you 
have  one  universal  truth:  you  don't  need 
a  UL  mark  to  sell  your  product  in  North 
America.  The  ETL  Listed  Mark  delivers 
superior  speed,  service  and  reliability. 
Our  turnaround  time  is  15  days,  leaps  and 
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products  soldjjy  major  North  American  retailers 

from  coast  to  coast.  With  more  than  50  labs 

worldwide  and  unrivalled  customer  service, 

we  can  accelerate  your  product  certification 

and  secure  your  time  to  market. 

For  more  reasons  why  so  many 

manufacturers  are  jumping  to  us, 

head  to  ETL.com  or  call  1-800-967-5352. 


bounds  ahead  5%he  competition.  What's  more,  You'll  discover  why  it's  time  to  wash  your  hands 

the  ETL  Listed  Mark  is  featured  on  millions  of  of  antiquated  notions,  once  and  for  all. 


Intertek 


Call  I  -800-WORLDLAB  or  visit  us  at  etl.com 
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J.C.  Penney 
Gets  the  Net 

Its  quiet  mastery  of  e-biz  has  helped 
turn  the  department  store  around 


BY  ROBERT  BERNER 

WHICH  BRICK-AND- 
mortar  retailer  at- 
tracts the  most 
shoppers  to  its  In- 
ternet store?  The 
answer  may  sur- 
prise you:  J.C. 
Penney  Corp.,  the  century-old,  moder- 
ate-priced department  store  chain  so 
troubled  six  years  ago  that  many  were 
predicting  its  imminent  demise. 

In  recent  years,  Penney's  has  consis- 
tently ranked  among  the  top  five  Web 
sites  in  terms  of  the  number  of  pay- 
ing customers  it  attracts,  according  to 


Nielsen//NetRatings.  In  the  first  quarter, 
jcp.com  drew  926,000  such  shoppers, 
which  put  it  in  the  company  of  eBay, 
Amazon.com,  Ticketmaster,  and  Ber- 
telsmann's online  music  business.  The 
achievement  has  gone  largely  unnoticed, 
with  most  of  the  talk  about  Penney's 
turnaround  centering  on  the  revitaliza- 
tion  of  its  merchandise.  "The  perception 
out  there  is  that  we  are  an  old  store  doing 
well,"  says  CEO  Myron  "Mike"  Ullman 
III.  "Most  don't  think  of  Penney  and  the 
Internet  in  the  same  sentence." 

Penney's  online  success  reflects  a  broad- 
er trend  among  traditional  retailers:  using 
the  Net  not  only  as  a  place  to  make  a  sale 


but  also  as  a  tool  to  lure  shoppers  to  ston 
Penney  led  the  way,  though,  in  encoura  j 
ing  cooperation  between  its  Web  site  ai 
its  stores.  "Most  retailers  fought  territor 
battles  as  the  Internet  started  to  eat  in 
store  sales,"  says  Jim  Okamura,  seni 
partner  at  J.C.  Williams  Group.  "Penn 
embraced  the  Internet  from  the  outset." 

Necessity  can  foster  innovation.  Pe 
ney's  catalog  revenues  peaked  at  abo 
$4  billion  in  the  late  1990s  and  ha 
fallen  every  year  since,  though  at  a  sic 
er  rate  recently.  Last  year  they  were  $: 
billion.  Online  sales,  meanwhile,  total'  £ 
$1.3  billion  in  2006. 

When  Penney  launched  its  Web  site 
1994,  it  sold  one  product:  Power  Ran 
ers.  It  was  a  modest  start,  but  the  coi 
parry— long  comfortable  selling  direc 
to  consumers  through  its  catalog— h 
the  right  mind-set  to  make  a  smoo> 
transition  to  the  Internet. 


i 
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LOCAL  PICKUP 

SINCE  THEN,  penney's  Internet,  sto 
and  catalog  businesses  have  become  i 
more  intertwined.  Like  Sears  Holdin 
Corp.,  it  sells  a  wider  variety  of  goo 
on  the  Internet:  nearly  three  times  t 
number  of  products   available  in 
1,000  stores.  That  has  proved  to  be<  j 
cost-effective  way  to  sell  slow-movi 
items,  says  Bernie  Feiwus,  senior  vm 
president  of  Penney  Direct,  who  hf 
experience   in   the   dot-com  world 
well  as  at  Neiman  Marcus.  Shoppe< 
have  responded.  Candy  Washington 
Cochranville  (Pa.)  nurse,  says  she  oft'f  I 
shops  at  jcp.com  with  her  9-year-c 
daughter  because  it  has  more  items 
the  larger  size  her  child  wears. 

Feiwus  says  that  mailing  specialty  c 
alogs,  such  as  for  baby  furniture,  spi 
sales  online  as  well.  In  August,  Penr 
became  one  of  the  few  retailers  to  ma 
Internet  access  available  at  its  35,0 
checkout  registers.  And  it  was  one  of  ti  it 
first  to  allow  online  shoppers  to  pick 
and  return  orders  at  stores.  Now  they  c 
check  which  clothes  are  in  stock  at  loi 
stores,  too,  a  feature  no  other  major  i 
parel  retailer  offers. 

As  a  result,  Penney  has  one  of  the  mi 
productive  Web  sites  among  mainstres 
retailers,  says  Heather  Dougherty, 
Nielsen  analyst.  Internet  sales  account 
for  6%  of  Penney's  $20  billion  in  to 
sales  in  2006.  That  compares  with  ' 
at  Sears  and  less  than  1%  at  Wal-M 
Stores  Inc.,  according  to  Internet  I  < 
tailer.  Even  more  promising  for  Penm 
The  average  age  of  its  online  shoppi 
is  25  to  35,  considerably  younger  th 
those  in  its  stores.  ■ 
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tolling  Out 

Nie  Instant  Office 

tfliy  maintain  empty  cubicles?  Companies  are 
aining  flexibility  with  on-demand  office  space 


'  MICHELLE  CONLIN 

m       ^m       FORKING       ANY- 

H    Ji  ^    ^V  where  but  work  is 

B  ■    B  ^V    causing  a  vast  emp- 

^^V^A^V     tying  corpo- 

■  ■    V      rate-land.      About 

II  ■  V  60%  of  the  office 
i  ^^»  ^^V  space  that  compa- 
ps  pay  so  dearly  for  is  now  a  dead  zone  of 
Irkened  doorways  and  wasting  cubes, 
magine  if  a  factory  had  a  utilization  rate 
)  40%,"  says  Mark  Golan,  vice-president 
r  worldwide  real  estate  and  workplace 
sources  at  Cisco  Systems  Inc.  That's  why 
ecutives  like  Golan  are  increasingly  us- 
g  a  new  approach  to  deal  with  the  fact 
at  one  of  the  largest  long-term  costs  on 
e  balance  sheet  is  often  an  idling  asset. 

The  age  of  on-demand  projects  is  cre- 
ing  a  need  for  on-demand  offices.  Just 

executives  in  the  '80s  and  '90s  created 
:xible  workforces  by  outsourcing  jobs, 
day  they  are  creating  flexible  workplaces 
i  outsourcing  offices.  Quick  shifts  in 
obal  business  currents  mean  that  during 
le  quarter  your  team  might  need  to  be  in 
insk,  the  next  in  midtown  Manhattan. 


Projects  that  were  supposed  to  last  a  few 
months  sometimes  linger  for  years. 

The  idea  of  the  office  as  a  static 
thing  is  crumbling.  But  corporate  real 
estate  remains  an  old-fashioned  affair 
of  three-  to  five-year  leases  that  come 
with  heavy  penalties  for  shrinking,  ex- 
panding, or  exiting  space.  Now  com- 
panies like  Google,  GlaxoSmithKline, 
Cisco,  IBM,  and  professional  staffing 
firm  Spherion  are  outsourcing  chunks 
of  their  corporate  real  estate  portfo- 
lios to  third-party  outfits  specializing 
in  providing  everything-you-need  office 
space.  That  includes  info-tech  depart- 
ments, phone  lines,  sleek  furnishings, 
receptionists  who  speak 
the  local  language,  sup- 
port staff,  translators,  con- 
cierges, and  catering— for 
as  little  or  as  long  as  you 
need  them. 

Golan  says  technology 
is  enabling  companies  to 
move  more  and  more  of 
their  real  estate  portfolios 
anywhere.  Not  to  mention 


Today 
companies 
use  a  mere 
40%  of 
their  space 


that  office  outsourcers  usually  deliver 
superior  services  in  backwaters.  It's 
hard  to  justify  rolling  out  the  works  for 
five  workers  in  the  middle  of  nowhere. 
Think  of  it  as  the  elastic  office.  The  big- 
gest player  in  this  space  is  Britain's  Regus 
Group  PLC,  where  executives  can  order 
up  offices  in  950  locations  in  400  cities 
around  the  globe,  all  with  professionally 
swank  addresses.  More  than  250  of  the 
largest  U.S.  corporations  have  signed  on 
to  use  Regus'  instant  offices.  The  publicly 
traded  British  company  saw  profits  double 
last  year— quite  a  turnaround  for  a 
company  whose  U.S.  division  filed 
for  Chapter  11  protection  in  2003, 
after  the  Internet  bubble  and  com- 
mercial real  estate  collapse.  Regus 
emerged  in  2004  after  renegotiating 
above-market  leases  and  dumping 
excess  space.  Occupancy  has  in- 
creased, enabling  Regus  to  generate  more 
revenue  per  location. 

TESTING  THE  WATERS 

TO  EASE  TENSIONS  for  weary  nomads, 
Regus  locations  are  outfitted  uniformly 
so  that  the  offices  in  Ho  Chi  Minh  City, 
for  example,  look  exactly  like  Regus'  out- 
posts sprinkled  all  over  Manhattan.  The 
Class  A  spaces  come  with  reception  areas 
befitting  a  modern  boutique  hotel  and 
lounges  loaded  with  televisions,  snacks, 
and  gourmet  coffee.  Leases  can  last  for  as 
little  as  a  day  to  as  long  as  tens  of  years. 
Because  corporations  pay  for  meeting 
rooms,  videoconferencing  technology, 
and  support  services  on  an  as-needed 
basis,  they  typically  save  about  30%  over 
a  permanent  office.  "We  take  care  of  your 
facilities  so  you  can  take  care  of  your  busi- 
ness," says  Guillermo  Rotman,  president 
of  Regus  Group  Americas. 

The  model  is  a  low-cost  way  to  test 
new  markets.  Usually,  getting  a  new  of- 
fice up  and  running— between  approvals, 
construction,  and  accommodations— can 
take  six  months.  When  Ginny  Forster, 
senior  manager  of  corporate  real  estate  at 
Spherion  Corp.,  needed  to  set  up  an  office 
quickly  in  Milwaukee  last  year  to  see  if 
there  was  enough  demand  for  its  busi- 
ness there,  she  picked  up  the  phone  and 
called  her  Regus  rep.  He  had 
everything  ready  for  her  in 
two  days. 

Another  draw:  Regus  en- 
ables companies  to  set  up 
a  local  office,  with  phone 
number,  mailing  address, 
and  native-speaking  recep- 
tionist, without  ever  actually 
setting  foot  in  country.  Talk 
about  post-geographic.  ■ 
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Design  I  R&D 

Xerox'  New  Design 
Team:  Customers 

Its  dual-engine  printer  was  a  close  collaboration 
with  users  from  idea  to  sketches  to  final  testing 


BY  NANETTE  BYRNES 

THREE  YEARS  AGO,  A 
team  of  Xerox  research- 
ers came  up  with  an  idea 
for  a  new  kind  of  com- 
mercial printer.  But  rather 
than  follow  the  company's 
standard  development 
process— build  the  prototype,  then  get 
customer  feedback— they  decided  to  hold 
focus  groups  with  customers  first. 

In  a  video  clip  of  a  session  in 
Boston,  seven  men  sit  around 
a  conference  table.  They  look 
bored.  Then  comes  a  ques- 
tion that  snaps  them  to  atten- 
tion: What  would  they  think 
of  a  high-speed  machine  that 
wouldn't  have  to  shut  down 
if  a  problem  arose  but  could 
operate  at  half-speed?  Smiles 
break  out.  "I'd  buy  that!"  one 
participant  shouts.  "You're 
dead  if  you're  down,"  says  an- 
other customer.  "You're  over." 
This  was  a  surprise  back 
at  research  headquarters  in 
Webster,  N.Y.,  where  30  Xe- 
rox Corp.  engineers  and 
scientists  were  watching 
via  live  Webcast.  The  prod- 
uct being  debated  would  be 
Xerox'  first  two-engine  model. 
The  team  of  30  thought  cus- 
tomers would  want  to  use  the 
second  engine  for  fancy  inks 
or  special  colors,  not  to  help 
a  broken  machine  limp  along 
until  help  arrives.  "The  team  had  a  cer- 
tain idea  of  what  customers  wanted," 
says  Stephen  P.  Hoover,  vice-president 
for  Xerox'  research-and-development 
hub.  "Actually  talking  to  them. ..really 
changed  that." 

If  s  a  good  example  of  what  Xerox 
Chief  Technology  Officer  Sophie  V. 
Vandebroek  calls  "customer-led  innova- 
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tion."  The  process  played  a  key  role  in 
the  design  of  the  company's  new  duel- 
engine  Nuvera  288  Digital  Perfecting 
System,  which  was  officially  introduced 
on  Apr.  18.  Brainstorming,  or  "dream- 
ing with  the  customer,"  is  critical,  she 
says.  The  goal:  "Involving  experts  who 
know  the  technology  with  customers 
who  know  the  pain  points." 

Customers  didn't  always  have  this 
kind  of  sway  at  Xerox.  For  most  of  the 


INNOVATION     Nuvera  288.   "Thai 
changing." 

It  had  to.  No  lo 
ger  captive  to  Xerc 
customers  are  buyii 
Canons,  IBMs,  Kodal 
and  other  machines.  And  though  Xer 
has  long  emphasized  R&D,  investing  5 
or  6%  of  revenue  in  it,  lately  that  hasi 
been  doing  enough  for  the  top  line. 
2006,  Xerox  invested  $922  million 
R&D  and  engineering,  got  558  U.S.  p; 
ents,  and  finished  refreshing  95%  of 
product  line.  Still,  revenue  grew  just  1°a 
So  Vandebroek  decided  to  spend  mc 
energy  finding  out  what  customers  thii 
of  Xerox'  bright  ideas.  Promoted  to  t 
top  technology  spot  in  January,  20C< 
Vandebroek  expects  more  than  just  ta 
Scientists  and  engineers  are  encoi 
aged  to  meet  face  to  face  with  some 
the  1,500  to  2,000  customers  who  vi 
showrooms  at  the  company's  four  glob 
research  facilities  each  year.  Others  wc 
on-site  for  a  week  or  two  with  a  custon 
er,  observing  how  they  behave  with  ti 
product.  A  team  of  ethnographers  is  a! 
charting  customer  behavior. 


LISTENING  Technology 
chief  Vandebroek  says 
"dreaming  with  the 
customer"  is  critical 


company's  history,  cer- 
tainly up  until  the  1990s, 
the  $15.9  billion  maker 
of  copiers  and  printers  so 
dominated  the  market  that  it  could  put 
out  a  product  with  little  customer  input. 
"When  I  first  worked  with  Xerox  in  the 
'90s.. .they  didn't  listen  so  well,"  recalls 
John  M.  Lacagnina,  founder  of  ColorCen- 
tric  Corp.,  a  $14  million  Rochester  (N.Y.) 
company  that  specializes  in  Web-ordered 
printing,  whose  team  Xerox  consulted 
repeatedly  during  the  development  of  the 


Whether  it  all  pays  off  will  ultimat 
rest  on  products  like  the  dual-eng 
printer,  which  was  developed  with  c 
tomers  sitting  in  on  everything  from  e 
ly  sketches  to  final  beta  testing.  Along 
way,  more  than  1,000  customers  hel{ 
solve  problems  like  the  thorny  challei 
of  compensating  for  the  fact  that  any  t 
engines  will  age  differently  and  over  ti 
will  produce  prints  that  don't  match.  C 
good  preliminary  sign:  Most  of  the  c 
tomers  who  were  involved  in  final  test 
have  already  bought  one.  ■ 


SH 
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Some  folks  barbeque  for  fun.  Others  do  it  for  a  living, 
Something  they  all  share  are  tough  standards  for  the  ribs, 
pork  shoulders  and  boneless  loins  they  use.  Cargill 
learned  from  chefs  and  grocers  that  people  want  more 
flavorful  pork  that  cooks  up  tender  and  juicy.  We 
developed  it  using  special  feeds,  growing  processes  and 
selection  techniques.  Barbeque  enthusiasts  say  they  like 
the  new  pork.  What  they  won't  tell  us  are  their  secrets 
for  cooking  it.  This  is  how  Cargill  works  with  customers. 
collaborate     >     create     >     succeed 
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Since  2001 ,  the  business  world  has  been  rocked 
by  an  unprecedented  series  of  catastrophes,  such 
as  the  September  1 1  attacks,  accounting  scandals, 
and  Hurricane  Katrina,  to  name  just  three. 


THESE  MEGA-EVENTS  have 
brought  the  concept  of  business  risk 
to  the  forefront  of  executives'  concerns 
everywhere,  and  now  the  discipline 
of  risk  management,  which  had  been 
working  diligently  in  the  background 
of  the  business  world  for  decades,  is 
getting  its  time  in  the  spotlight. 

Risk  management  is  becoming  a 
strategic  concern  involving  the  board, 


C-suite,  and  a  broad  array  of  corporate 
managers.  "There  is  more  to  risk 
management  than  just  the  insurable 
interests  in  an  organization,"  says 
Michael  Liebowitz,  president  of  the  Risk 
and  Insurance  Management  Society  Inc. 
(RIMS),  in  New  York,  and  director,  risk 
management  and  insurance,  for  New 
York  University.  "The  board  of  directors, 
trustees,  or  officers  of  an  organization 


have  seen  an  overwhelming  need  to 
include  not  only  an  insurance  strategy 
into  their  operations,  but  an  enterprise- 
wide  risk  management  strategy,  so 
they  are  not  surprised  by  any  unknown 
exposures  that  might  be  lurking  in  the 
wings." 

The  risk  manager  helps  protect  his 
or  her  organization  both  internally  and 
externally  from  threats  to  its  integrity, 
whether  property,  assets,  or  people. 
Applying  the  risk  management  model 
of  risk  identification,  assessment, 
measurement,  mitigation,  and  monitorir 
to  the  satisfaction  of  management  and 
governance  makes  risk  management  a 
vital  corporate  function. 

As  a  discipline,  risk  management 
grew  out  of  mere  insurance  program 
management,  but  has  since  incorporate 
elements  as  disparate  as  worker 
safety,  legal  compliance,  information 
technology,  and  even  strategic  business 


Management 


at  jf  you  lose  your 


ship? 


We're  right  there  with  you. 

Think  of  the  different  risks  that  seven  continents,  hundreds  of 
countries,  and  all  the  oceans  can  serve  up.  Even  the  largest 
global  companies  struggle  to  keep  up  with  the  risks  they 
already  see,  let  alone  those  that  lie  just  under  the  surface.  To 
help  our  customers,  our  international  operations  are  designed 
to  provide  consistent  risk  analysis,  underwriting  and  claims 
services.  In  a  changing  world  where  risks  can  appear  any- 
where, we  believe  the  most  effective  approach  is  to  act  as  one. 
www.zunchna.com/corporatebusiness 


Because  change  happens 
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!  United  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company.  Certain  coverages  not  available  in  all  states.  Some  coverages 
>e  written  on  a  non-admitted  basis  through  surplus  lines  brokers  Risk  engineering  services  are  provded  by  Zurich  Services  Corporation 
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Financial 


Over  the  years,  insurance 
leader  Zurich  Financial  Services 
has  been  a  visible  partner 
of  the  Risk  and  Insurance 
Management  Society  (RIMS) 
on  many  fronts,  including 
the  annual  RIMS  conference 
and  on  numerous  RIMS 
publications  projects.  For 
John  Ormerod,  Zurich's  global 
corporate  marketing  head  in 
North  America,  the  partnership 
between  RIMS,  Zurich,  and 
the  risk  manager  has  been  a 
productive  one. 

"I  think  that  as  a  body,  RIMS 
has  had  a  major  influence  in 
enhancing  the  visibility  and 
the  reputation  of  the  risk 
management  community," 
Ormerod  says.  "Through  our 
partnerships  with  RIMS,  we 
have  had  good  opportunities  to 
engage  in  meaningful  dialogue 
with  leading  risk  managers." 

Ormerod  cites  its  participation 
in  the  RIMS  conference  as  well 
as  special  RIMS  publishing 
projects  as  a  great  way  to 
help  risk  managers  face  the 
challenges  of  their  discipline. 
"Being  involved  in  such 
forums  helps  us  participate 
in  the  thought  leadership  of 
this  industry,"  Ormerod  says. 
"I  think  that  working  with 
RIMS  helps  us  make  sure  to 

et  opinion  leaders  from  the 

isk  management  community 
involved." 


development.  Where  there  is  a  way  for 
an  enterprise  to  run  into  trouble,  there  is 
a  risk  manager  figuring  out  how  to  keep 
that  risk  locked  down. 

Driving  the  Discipline 

What  does  it  mean  to  manage  risk? 
And  what  does  it  mean  to  be  a  risk 
manager?  Every  enterprise  has  different 
definitions,  based  on  its  own  perceptions 
and  expectations.  Still,  several  common 
issues  of  major  importance  can  be 
identified. 

One  key  trend  is  the  move  toward 
enterprise  risk  management  (ERM), 
which  looks  at  risk  management  from  a 

Where  there  is  a  way 
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to  run  into  trouble, 

there  is  a  risk 

manager  figuring 

out  how  to  keep  that 

risk  locked  down. 

strategic,  rather  than  tactical,  viewpoint. 
The  philosophy  has  been  around  for 
decades,  but  as  the  risk  climate  has 
intensified,  ERM  is  increasingly  seen 
as  the  ideal  way  to  manage  the  variety 
of  risks  an  organization  faces.  ERM 
recognizes  that  unfortunate  events 
generally  do  not  affect  just  one  area  of 
the  business. 

For  example,  if  a  hurricane  damages 
your  facility,  the  obvious  business 
concerns  would  be  to  make  necessary 
repairs  and  get  operations  up  and 
running.  But  what  about  your  suppliers? 
Maybe  they  were  hit  harder  than  you 
and  are  unable  to  meet  your  needs.  Do 
you  have  an  alternative  solution?  What 
about  the  emotional  well-being  of  your 
employees,  who  might  have  lost  their 
homes  and  are  unable  or  unwilling  to 


mu 


come  to  work?  Do  you  have  a  program 
to  provide  for  them?  Or  what  if  the 
damage  caused  hazardous  chemicals 
to  leak  into  the  environment?  Do  you 
understand  your  liabilities,  and  do  you 
have  a  clean-up  strategy? 

ERM  attempts  to  address  an 
organization's  risks  as  a  whole  rather 
than  as  individual  parts.  By  seeing  the 
big  picture,  risk  managers  can  then 
design  a  program  that  coordinates 
seemingly  disparate  risks  into  a  cohesive 
risk  management  approach. 

To  that  end,  RIMS,  a  nonprofit 
organization  that  provides  10,000  risk 
management  professionals  around  the 
world  with  a  wide  array  of  products 
and  services,  has  developed  its  ERM 
center  of  excellence,  an  online  resource 
for  news,  tools,  and  information  about 
enterprise  risk  management.  The  online 
center's  risk  maturity  model  for  ERM,  for 
instance,  is  a  tool  designed  to  provide 


risk  managers  with  guidelines  and 
best  practices  for  developing  effective 
risk  programs.  Users  take  an  online 
benchmarking  exercise  that  assesses 
the  maturity  level  of  their  risk  program 
and  then  develops  a  plan  to  improve  its 
effectiveness. 
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Initiatives  such  as  these  are  doing  a  lot 
o  bring  ERM  from  a  theoretical  concept 
o  actual  implementation,  says  Carol 
rox,  senior  director,  risk  management 
and  business  continuity  planning,  for 
Dincinnati-based  Convergys  Corp.  and 
he  vice  chairman  of  the  RIMS  ERM 
jevelopment  committee.  "We  are  on 
:he  cusp  of  moving  ERM  from  a  best 
Dractice  to  a  requirement,"  she  says. 
'Our  partnerships,  reaching  out  to  other 
isk  practitioners  in  actuarial  societies 
and  rating  agencies,  and  being  inclusive 
in  our  approach  are  really  helping  the 
entire  risk  management  discipline." 

Reality  Check 

As  for  the  rest  of  the  world,  the  terrorist 
attacks  of  September  1 1  were  an 
eye-opener  for  the  insurance  industry. 
Not  only  was  the  catastrophe  one  of 
the  costliest  in  history,  resulting  in  tens 
of  billions  of  dollars  in  insured  losses,  it 
also  illustrated  how  ill-prepared  insurers 
were  for  losses  of  this  magnitude.  If 
large-scale  terrorist  acts  were  to  become 
the  new  reality,  insurers  feared  that 
they  would  be  unable  to  afford  to  pay 
the  claims  from  another  such  disaster. 
Enter  the  Terrorism  Risk  Insurance  Act 
(TRIA).  Passed  by  Congress  in  2002,  the 
law  was  designed  to  provide  insurance 
companies  with  a  federal  backstop  in 
the  event  of  another  devastating  terrorist 
attack.  The  Act  made  it  possible  for 
insurers  to  offer  terrorism  coverage  at 
relatively  affordable  rates  and  also  gave 
them  time  to  devise  a  more  effective 
long-term  solution  to  terrorism  exposure. 
Although  it  was  initially  set  to  expire  at 
the  end  of  2005,  TRIA  was  extended 
until  the  end  of  2007. 

With  that  expiration  date  fast 
approaching,  risk  management  lobbyists 
have  been  active  in  Washington  to 
ensure  that  the  interests  of  the  risk 
management  community  are  met  by 
whatever  solution  is  devised  to  follow 
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TRIA.  Says  Terry  Fleming,  director 
of  the  division  of  risk  management 
for  Montgomery  County,  Md.,  and  a 
member  of  the  RIMS  board  of  directors: 
"The  major  hurdle  that  we  see  is 
getting  the  administration  to  support 
a  permanent  solution  to  terrorism 
exposure.  Congress  has  indicated  the 
desire  for  a  permanent  solution  and 
not  another  extension.  However,  if  an 
extension  is  the  only  option,  I  believe 
that  it  would  pass  for  at  least  another 
two  years." 
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Looking  at  the  world  since  the  new 
millennium,  it's  no  wonder  the  profession 
of  risk  management  continues  to  grow 
by  the  day.  Corporate  boards  have 
been  navigating  through  unprecedented 
volatility  throughout  the  past  decade. 
With  ever-increasing  globalization, 
unpredictable  weather,  and  reliance  on 
emerging  technology,  the  future  doesn't 
appear  any  less  rocky. 

The  Discipline  Evolves 

It  hardly  seems  a  coincidence  that 
this  period  can  also  be  categorized  by 
a  rise  in  risk  management.  More  now 
than  ever,  the  risk  manager  has  rapidly 
evolved  past  the  role  of  mere  "insurance 
buyer"  into  the  realm  of  integral  strategic 
planner.  Indeed,  the  position  of  chief  risk 
officer,  or  CRO,  is  now  in  place  in  many 
Fortune  500  companies,  and  the  weight 


given  to  the  knowledge  and  capabilities 
of  such  professionals— regardless  of 
title— is  at  an  all-time  high. 

Once  you  are  the  CRO,  you  are  a 
C-level  executive,  which  gives  you 
more  access  to  information  and  more 
impact  on  the  direction  of  the  business, 
says  Joanne  Berkowitz,  executive 
vice  president  and  chief  enterprise  risk 
officer  of  The  PMI  Group  Inc.,  a  financial 
products  company  in  Walnut  Creek, 
Calif.  In  two  ways,  her  professional 
duties  changed  upon  becoming  a 
CRO:  "The  first  is  that  being  CRO  for 
an  entire  group  of  companies,  you  are 
taking  a  holistic  view  of  risk  across  all  of 
the  organization,  versus  concentrating 
on  any  one  part  of  any  one  company 
in  the  group.  But  it  also  makes  you  pay 
attention  to  all  risks— operations,  credit, 
strategic  risks.  It  provides  me  with  a 
much  more  robust  responsibility  and 
view  of  the  organization's  risk." 

The  salary  of  risk  management 
professionals  has  continued  to  rise 
for  years,  and  the  emergence  of  and 
continued  promotion  to  the  CRO  level 
will  likely  only  propel  this  trend.  Of 
course,  as  we  steer  into  a  period  of 
heightened  disaster,  accountability, 
and  information  technology,  elevating 
the  status  of  the  company's  first  line  of 
defense  against  risk  only  makes  sense. 
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iTech  I  Developments  to  Watch 


EDITED  BY  NEIL  GROSS 


ILE  PROMOTERS  of 

lanol  sometimes  plug 
\  fuel  as  a  panacea  for 
mate  woes  and  America's 
pendence  on  foreign 
,  a  study  from  Stanford 
.iversity  suggests  ozone 
xluced  by  ethanol-fueled 
licles  might  end  up 
ling  more  people  than 
lissions  from  gas  vehicles. 
one  is  a  component  of 
log  that's  produced  in  a 
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chemical  reaction  involving 
hydrocarbons  and  nitrogen 
oxide  in  the  presence  of 
sunlight.  The  gas  is  known 
to  inflame  lung  tissue, 
worsen  asthma,  and  weaken 
the  immune  system. 

Led  by  Stanford  civil  and 
environmental  engineering 
professor  Mark  Z.  Jacobson, 
the  new  study  used  a 
computer  simulation  to 
compare  air  quality  in  the 


)f  compounds  as  hard  as  diamonds, 
ind  impecunious  geniuses 


►>  Industrial  diamonds  are 
ough  enough  to  drill  through 
tone  and  slice  through  steel, 
iut  they're  not  ideally  suited 
othe  lattertask.  Carbon  in 
he  diamond  reacts  with  the 
ron  in  steel  to  form  chemical 
)y-products  that  dull  the  blade. 
substitutes  exist,  but  must 
)e  produced  under  the  same 
"ligh-pressure  conditions  as 
diamonds  and  cost  just  as 
nuch  to  make.  Scientists  at 
he  University  of  California  at 
-OS  Angeles  have  designed  an 


alternative  that  can  be  made 
at  ambient  pressure.  It's  a 
mixture  of  boron  and  rhenium, 
a  metal,  and  it's  hard  enough 
to  scratch  the  surface  of  a 
diamond,  says  UCLA  chemist 
Richard  B.  Kaner. 
»  The  evidence  is  in: 
Wealth  is  a  poor  indicator  of 
intelligence.  Researchers  at 
Ohio  State  University  analyzed 
data  on  7,403  Americans 
who  took  part  in  a  Bureau 
of  Labor  Statistics  study 
begun  in  1979.  Participants 
completed  general  aptitude 
tests  and  provided  details  on 
their  income,  net  wealth,  and 
financial  difficulties.  While 
those  with  the  highest  IQ 
scores  tended  to  earn  more 
than  others,  they  seemed  just 
as  likely  to  wind  up  in  dire 
financial  straits  and  no  more 
likely  to  acquire  great  wealth. 


U.S.— and  specifically,  in 
Los  Angeles— in  the  year 
2020  under  two  different 
scenarios.  In  one,  the  vehicle 
fleet  is  fueled  by  traditional 
gasoline;  in  the  other,  it  runs 
on  85%  ethanol  and  15% 
gasoline,  a  blend  known  as 
E85.  According  to  Jacobson, 
this  is  the  first  such  study 
to  account  for  population 
distribution  and  the  complex 
interaction  of  environmental 
factors  like  sunlight,  clouds, 
and  wind.  Based  on  the 
simulation,  he  concludes  that 
the  switch  to  an  ethanol  fleet 
could  result  in  a  4%  increase 
in  U.S.  deaths  overall,  and  a 
9%  increase  in  LA. 

Defenders  of  ethanol 
are  quick  to  point  out 
potential  flaws  in  Jacobson's 
assumptions.  And  some 
environmentalists  argue  that 
ethanol,  while  not  perfect, 
has  an  important  role  to 
play  in  America's  green- 
fuel  future.  Jacobson  favors 
electric  vehicles  recharged 
using  wind,  solar,  or  hydro 
power.  -Aili  McConnon 


ROBOTICS 

WORMING 
ITS  WAY  INTO 
OUR  HEARTS 

ROBOTS  ARE  GETTING  more 
adept  at  procedures  that  can 
tax  accomplished  surgeons. 
The  latest  example  is  Heart- 
Lander,  a  tiny,  lOmm-long 
robot  that  crawls  like  an 
inchworm  across  the  heart. 

Developed  by  Cameron 
Riviere  and  colleagues  at 
Carnegie  Mellon  Robotics 
Institute  and  Johns  Hopkins 
University,  the  bot  is 
connected  by  a  tether 
to  a  joystick  operated 
by  a  human  surgeon. 
If  s  inserted  through 
an  entry  point  below 
the  patient's  rib 
cage,  a  minimally 
invasive  procedure 
that  doesn't  require 
cracking  open  the 


ALZHEIMER'S 

A  BRAIN  BOOST 
FROM  BIOTECH 

THE  BRAINS  OF  Alzheimer's 
patients  may  malfunction 
because  they  are  starved 
of  energy.  A  healthy  brain 
feeds  on  ample  amounts  of 
glucose.  With  Alzheimer's, 
however,  glucose  absorption 
declines.  Brain  cells  then  turn 
to  alternatives— chemicals 
called  ketone  bodies— but 
the  body  can't  make  enough 
to  keep  the  mind  working 
long-term.  Broomfield  (Colo.) 
biotech  Accera  has  a  drug, 
Ketasyn,  designed  to  boost 
production,  helping  patients 
preserve  their  faculties.  In 
a  three-month  clinical  trial 
of  152  patients  with  mild 
to  moderate  Alzheimer's, 
Ketasyn  significantly 
improved  cognition  compared 
with  a  placebo,  says  Accera. 
The  results  will  be  presented 
at  the  May  meeting  of  the 
American  Academy  of 
Neurology.  -Catherine  Arnst 


chest.  The  bot  then  crawls  to 
the  desired  location  on  the 
heart,  unperturbed  by  the 
organ's  rhythmic  beating. 
Once  in  position,  it  can  burn 
away  diseased  tissue,  help 
place  a  needle  to  inject  drugs, 
or  attach  electrodes  used  to 
stimulate  heart  muscle— all 
the  while  relaying  visual  and 
other  sensory  data  back  to 
the  medical  team. 

The  device  has  already 
been  tested  in  open-heart 
surgery  on  pigs.  The 
researchers  have  formed 
a  company,  HeartLander 
Surgical,  to  commercialize 
the  breakthrough. 


ExecutiveLife  I  Car  Buy  in; 


A  Fetching  Deal 

U.S.  car  shoppers  who  opt  to  pick  up  their  model  overseas  are  finding  great 
European  vacation  packages,  courtesy  of  automakers.  BY  ANDREW  PARK 


LAST  AUGUST,  GARY 
Twing  put  down 
a  deposit  on  a  new 
$95,575  Mercedes- 
Benz  SL550  at 
the  dealership  near 
his  home  in  Nevada  City,  Calif. 
On  Apr.  20  the  65-year-old 
investment  adviser  picked 
up  his  car— at  the  factory  in 
Sindelfingen,  Germany. 

Twing  took  advantage  of  an  over- 
seas delivery  program  that  lets  Mercedes 
customers  turn  the  buying  process  into 
a  European  vacation.  After  taking  de- 
livery, Twing  and  his  wife  are  touring 
Germany,  France,  and  the  Netherlands 
before  flying  to  Poland  to  finish  up  the 
three-week  trip.  He  paid  for  part  of  the 
trip  with  the  8%  discount  Mercedes  gave 
him  off  the  sticker  price.  It  was  at  least 
the  12th  time  he  has  taken  a  Mercedes 
buying  vacation  since  1978,  when  he  and 
his  family  collected  a  300CD  coupe  and 
drove  it  through  11  countries.  "We're  on 
a  first-name  basis  with  the  people  at  the 
delivery  center,"  says  Twing. 

Mercedes  is  one  of  six  European  auto- 
makers to  offer  overseas  delivery  for  U.S. 
buyers,  along  with  BMW,  Porsche,  Saab, 
Volvo,  and  now  Audi,  which  started  a 
program  last  fall.  Your  car  is  built  to  meet 
U.S.  emissions  standards,  registered  and 
insured  to  use  in  Europe  while  you're 
there,  then  shipped  home  free  of  charge 
(and  customs  duties).  Getting  it  from  the 
port  to  the  U.S.  dealer,  where  you  take 
possession  of  it  for  good,  may  incur  ad- 
ditional expense.  Most  companies  also 
offer  free  or  discounted  airfare  as  well  as 
some  lodging  and  meals. 
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iver  the  past  year,  several  of  the  car- 
eers have  sweetened  the  deal  by  of- 
lg  vacation  packages,  many  at  better 
es  than  you  can  arrange  on  your  own. 
<V  has  three  itineraries  that  bounce  buy- 
among  luxe  resorts  in  Italy,  Austria,  or 
tzerland,  starting  at  $2,600  per  person. 
ro  features  15  travel  options,  including 
x-day  Swedish  golf  excursion  ($1,295 
person),  while  Mercedes  is  offering  a 
:-night  rally  through  the  Black  Forest 
the  Alps  for  $1,300  per  couple, 
f  you  want  something  more  exotic 
1  you've  been  yearning  for  a  Saab,  you 
join  a  group  of  other  new  owners  for 
ive-day,  wintertime  Nordic  sojourn 
iplete  with  dogsledding,  snowmo- 
ng,  driving  on  a  frozen  lake,  and  a 
icopter  ride  to  Sweden's  highest  point. 


Saab  charges  $3,500  per  couple  for  the 
adventure  but  throws  in  a  $2,000  travel 
stipend,  which  can  be  used  for  airfare, 
hotel,  or  just  walking-around  money. 
"Once  we  balanced  out  the  discount  we 
were  getting,  we  felt  like  we  were  getting 
the  trip  for  free,"  says  Jody  Thomas,  a 
design  director  for  America  Online,  who 
took  the  Saab  Ice  Experience  in  February 
with  her  husband,  Michael  Harbin. 

If  you're  game  for  this  type  of  experi- 
ence, you  should  hit  the  dealership  at 
least  three  months  before  you  want  to 
travel.  Any  dealer  can  arrange  overseas 
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pickup,  but  veterans  say  it  helps  if  yours 
has  experience  with  the  program. 

Not  all  models  are  available  through 
these  programs.  For  example,  you  can't 
pick  up  Mercedes  SUVs  or  BMW's  Z4  con- 
vertible in  Europe  because  they're  built 
in  the  U.S.  While  leasing  and  financing 
are  possible,  you  might  run  into  trouble 
if  you  don't  arrange  them  through  the  car 
companies'  financing  subsidiaries. 

Discounts  offered  vary  by  model  and  make. 

At  the  high  end  is  Saab,  which  lops  $3,160, 

or  nearly  12%,  off  the  $26,995  price  of  its 

9-3  2.0T  sedan.  Audi  gives  only  a  3%,  or 

$760,  break  on  the  $25,340  price 

of  its  A3  2.0  T.  Those  discounts 

are  just  the  minimum.  You  can 

try  to  drive  a  better  bargain 

with  your  dealer. 

The  vacation  was  the  deal 
clincher  for  Jason  Rempel, 
an  equities  trader  for  Citi- 
group in  San  Francisco.  Last 
summer  he  looked  at  Toyotas 
and  Volkswagens,  but  neither 
company  offered  overseas  de- 
livery. BMW  did,  however,  and 
the  $4,000  discount  he  could  get 
on  an  X3  compact  SUV,  about  7%  off  of 
list,  coupled  with  the  carmaker's  two-for- 
one  airfare  offer,  would  more  than  cover 
the  cost  of  a  European  trip  for  him  and  his 
wife,  Christina  Babbits. 

As  with  any  car  purchase,  the  options 
can  add  up.  All  of  the  carmakers  will  al- 
low you  to  bypass  the  factory  and  pick  up 
and  return  your  car  in  another  city,  but 
they  charge  you  several  hundred  dollars 
more  to  do  so.  They  also  charge  you  to 
insure  the  car  for  longer  than  two  weeks 
and  might  require  a  deductible  (it  varies 
by  brand)  if  you  have  to  make  a  claim. 
Stay  for  longer  than  six  months  and 
you'll  incur  Europe's  value-added  tax  of 
as  much  as  25%  of  the  purchase  price. 

While  the  manufacturers  want  you  to 
believe  you'll  be  treated  like  royalty,  the 
delivery  centers  get  crowded  on  Fridays 
and  Mondays  and  are  typically  closed 
on  the  long  list  of  holidays  in  European 
countries.  Also  be  prepared  for  gasoline 
sticker  shock.  Says  Rempel,  who  logged 
3,000  miles  in  eight  days  in  his  dark  gray 
Bimmer  before  dropping  it  off  in  Amster- 
dam to  ship  it  home:  "At  $7  a  gallon,  it 
adds  up  pretty  quick." 

Not  so  quick:  Rempel  was  home  six 
weeks  before  the  car,  which  is  typical.  But 
the  vacation  made  up  for  the  wait.  ■ 


BusinessWeek  .coin 


TELEVISION:  To  see  a  video  report  on  these  European 
car-buying  vacations,  go  to  www.businessweek. 
com/go/tv/carbuying. 

May  7,  2007  I  BusinessWeek  I  81 


ExecutiveLife  Business  Traveler 


Rediscovering  Washington 

You  may  think  you've  done  D.C.-the  Smithsonian,  the  monuments,  the  art 
museums,  the  overpriced  power-lunch  steak  joints.  But  old  treasures  have 
been  rejuvenated,  and  top-notch  restaurants  have  opened.  Here  are  a  few 
choices  to  consider  if  you're  on  a  quick  trip.  BY  RICHARD  S.  DUNHAM 


CULTURE 

Start  your  journey 
of  rediscovery  at  the 
newly  renovated 
National  Portrait 
Gallery,  a  lesser- 
known  Smithsonian 
museum  that's  one  of 
the  best  examples  of 
Greek  Revival 
architecture  in  the 
U.S.  It  reopened 
last  July  after  a 
$283  million  face-lift 
and  still  offers  vast 
rooms  full  of  all  those 
icons  you  recognize 
from  the  history 
books:  George 
Washington  (and 
every  other  U.S. 
President),  Thomas 
Edison,  Rosa  Parks, 
and  many  more. 

One  of  the  most 
interesting  post- 
renovation  touches  is 
that  visitors  can  view 
ongoing  conservation 
work  through  floor- 
to-ceiling  glass  walls. 
Unlike  D.C.'s  other 
downtown  museums, 
it's  open  late— until 
7  p.m.  every  day- 
making  it  a  good 
place  to  unwind  after 
a  meeting. 

If  you  have  time  for 
a  side  trip  after 
viewing  President 

CAFE  DU  PARC 


Washington's 
portrait,  cross  the 
Potomac,  go  15  miles 
south,  and  visit  his 
house.  Mount  Vernon 
has  been  spiffed  up 
and  has  a  new  visitor 
center  and  museum. 
Also,  George's  newly 
reconstructed 
whiskey  distillery  is 
now  functioning. 

Another  museum 
makeover  is  worth 
noting,  though  you'll 
have  to  put  it  on  your 
calendar  for  October, 
when  it  reopens  after 


moving  from 
Arlington, 
Va.  The 
Newseum  on 
Pennsylvania 
Avenue  will  be 
a  high-tech, 
interactive  monument 
to  free  speech. 

FOOD 

In  a  city  once  mocked 
for  its  mediocre 
dining,  top-notch 
chefs  are  bringing 
culinary  artistry  to  a 
wide  assortment  of 
new  restaurants.  In 
the  heart  of  the  Penn 
Quarter  arts  district, 
between  the  Capitol 
and  the  White  House, 
restaurateur  Jose 
Andres  has  Cafe 
Atlantico  (202  393- 
0812),  featuring 
Nuevo  Latino  dishes 
created  by  chef 
Katsuya  Fukushima. 


Try  the  melt-in- 
your-mouth  tuna 
ceviche  and  the 
scallops  in 
coconut  sauce 
with  crispy  rice. 
Dinner  will  cost 
about  $50  plus  wine. 
Eight  blocks  down 
Pennsylvania  Avenue 
from  the  Newseum 
site  is  the  Willard 
Hotel's  new  Cafe  du 
Pare  (202  942- 
7000),  offering  a 
taste  of  Paris  on 
the  Potomac.  The 
creation  of  renowned 
Alsatian  chef 
Antoine 
Westermann, 
its  French- 
accented 
menu 
includes 
scrumptious 
pate  en 
croute,  a 
pot-au-feu 


terrine,  and  a  varie  ;|( 
of  desserts,  includi 
mille  feuille  (puff    H 
pastry  with  vanilla  , . 
custard).  In  warm 
weather  this 
moderately  priced 
bistro  has  outdoor- 
tables  overlooking, 
park  honoring  Won 
War  I  hero  General 
John  "Blackjack" 
Pershing.  The 
National  Park 
Service  and  the 
Willard  hope  to 
recreate  the 
bohemian 
atmosphere  of  Par 
Montmartre  distric 
with  park  fetes 
featuring  painters 
and  musicians. 

Another  dining  t 
among  many 
choices:  the  weeke 
brunch— or  any 
meal— at  Blue  Due 
Tavern  in  the  Park 
Hyatt  Hotel  at  24th 
M  Sts.  NW  (202  41 
6755).  Don't  miss 
"angry  trout,"  so 
named  because  its 
tail  is  stuffed  in  its 
mouth,  or  the  best 
bratwurst  this  side 
Milwaukee.  Then 
order  a  drink  and 
toast  progress  in  tl 
nation's  capital.  ■ 
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BY  ROBERT  PARKER 


THE  MEDIEVAL  SPANISH  TOWN  of  Laguardiajuan  Carlos  Lopez  de  la  Calle, 
ie  visionary  owner  and  winemaker  of  Bodegas  Artadi,  is  defining  the 
Lture  of  Rioja.  Traditionally  the  wines  of  the  Rioja  appellation  in  northern 
3ain  are  aged  so  long  in  wood  they  are  often  overly  dry.  Lopez  instead 
oks  to  the  great  wines  of  Bordeaux  for  inspiration,  harvesting  his 
mpranillo  grapes  by  hand  and  keeping  quality  high  by  limiting  yields, 
ere  is  a  look  at  some  of  the  estate's  current  releases. 


Rioja  Legends 
In  tne  Making 


)05  Vinas  de  Gain 
points.  This  entry-level  wine  from  the 
jerstar  winery  is  an  awesome  value  as  well 
mind-boggling  in  quality.  Purple/black 
;olor,  it  offers  up  a  killer  perfume  that  is 
Dersexy.  Among  its  elements  are  truffles, 
ncil  lead,  vanilla,  cherry,  and  black  raspberry 
p.  Full-bodied,  the  wine  is  opulent  yet 
gant,  concentrated,  and  superbly  balanced, 
ere  is  enough  structure  to  ensure  six  to  eight 
ars  of  positive  evolution,  and  it  should  drink 
II  through  2032.  $27 

)04  Pagos  Viejos 
;  points.  The  wine  is  inky  purple  with 
•ublime  nose  of  pain  grille,  spice  box, 
erries,  raspberries,  and  wild  blue  fruits.  All 
d,  it's  a  dense,  plush,  full-flavored  wine  with 
rfect  balance  and  elegance.  Altnough  it  can 
enjoyed  now,  it  deserves  a  minimum  of  a 
cade  of  cellaring,  after  which  it  should  drink 
II  through  2047.  $86-$100 

305  Pagos  Viejos 
>  points.  It  is  just  slightly  more  muted  than 
e  2004,  but  lovely  nonetheless.  Already 
implex  both  aromatically  and  on  the  palate, 
has  superb  materials.  Purchasers  will  need 
be  a  bit  more  patient  with  this  2005  Pagos 
ejos  than  with  the  2004.  This  wine  will  need 
spend  more  than  a  decade  in  the  cellar.  $70 

004  Vina  El  Pison 

10  points.  The  2004  Vina  El  Pison  is 

jrple/black  in  color  with  an  ethereal 
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bouquet  found  only  in  the  greatest  wines. 
Vanilla,  spice  box,  truffle,  wild  blueberry, 
black  raspberry,  and  blackberry  liqueur  are 
descriptors  that  come  to  mind  but  don't 
really  convey  the  otherworldly  nature  of  this 
perfume.  On  the  palate  the  wine  is  opulent, 
beautifully  delineated,  elegant,  and  powerful 
all  at  the  same  time.  Impeccably  balanced 
and  amazingly  long,  the  2004  is  a  pleasure 
to  drink  now  but  will  still  be  providing 
pleasure  40  to  50  years  from  now-with 
good  storage,  of  course.  $309 


2005  Vina  El  Pison 
98  points.  Like  the  2005  Pagos  Viejos,  the 
2005  Vina  El  Pison  is  just  a  bit  more  muted  than 
its  2004  counterpart,  not  quite  as  explosive  on 
the  nose  and  palate.  It'll  take  more  time  to  fully 
strut  its  stuff,  but  make  no  mistake:  It,  too,  is  a 
tour  deforce.  $220  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


'ines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.com/extras. 
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Reward 
Fever 


Credit-card  companies  are  scrambling 
to  offer  you  memorable  "experiences"  that 
go  way  beyond  gift  points.  BY  BURT  HELM 


DRINKS  AT  MANHATTAN'S  EXCLUSIVE  '21'  CLUB 
with  former  basketball  star  Walt  Frazier.  A  ride 
in  the  cockpit  of  a  fighter  plane.  A  walk-on  role  in 
HBO's  Entourage.  J  In  an  age  when  reward  points 
are  increasingly  common,  credit-card  companies 
are  trying  to  win  your  loyalty  by  offering  exclusive, 
often  unique  experiences.  The  idea  is  not  to  make 
a  bunch  of  money  on  the  dinners  or  weekend  getaways,  wrhich  are 
often  priced  at  cost,  below  market,  or  sometimes  free,  but  to  get  you 
to  reach  for  that  card  the  next  time  you  go  shopping  or  take  a  vacation. 
"  Five  years  ago  people  were  happy  to  get  anything.  Now  there  are  Web 

sites  that  evaluate  different  loyalty  pro-      upscale  Platinum  and  Centurion  (black) 


grams,"  says  Shea  Long,  a  vice-president 
at  Maritz  Loyalty  Marketing,  which  de- 
signs reward  programs  for  card  issuers. 
Long's  clients,  he  says,  are  looking  for  a 
"consumer  wow  factor." 

American  Express  began  using  "expe- 
riential" lures  several  years  ago  with  its 


cards.  They  have  annual  fees  of  $450 
and  $2,500,  respectively.  Now  the  Visa 
Signature  and  MasterCard  World  cards, 
with  yearly  fees  of  just  $30  to  $85,  are 
piling  on.  They're  going  after  the  nearly 
20  million  households  earning  at  least 
$100,000  a  year  and  are  available  online 


2105   1890   312b  2118 


or  over  the  phone  to  anyone  with  a  gc 
credit  rating. 

The  target  audience  includes  N 
Yorks  Dennis  Weiner,  a  56-year-old 
count  executive  for  a  software  comp£ 
who  carries  cards  from  all  three  bran 
He's  enjoying  the  competition  among 
card  companies  to  offer  the  best  spe< 
events:  In  the  past  month  he  has  attenc 
happenings  hosted  by  all  of  them.  He  i 
former  New  York  Knick  Frazier  at  the 
Club  as  the  guest  of  Citibank  Ameri( 
Airlines  AAdvantage  MasterCard.  He  v 
also  one  of  40  people  and  their  guest!, 
partake  of  a  five-course  meal  and  w* 
tasting  at  New  York's  Country,  a  nouvi 
American/French  restaurant  in  Man!! 
tan's  Carlton  Hotel,  for  $100  a  head. 

The  card  companies  leverage  till 
relationship  with  restaurateurs,  prorcr, 
ers,  and  hoteliers  to  create  one-of-a-k.1 
events,  then  let  customers  purchase  tht' 
on  a  first-come,  first-serve  basis  w 
either  their  card,  cash,  or  reward  poii  I 
American  Express,  for  example,  had 
trouble  filling  the  tables  when  it  invi 
50  cardholders  and  guests  to  sam( 
a  seven-course  tasting  menu  at  Per' 
on  May  5  for  $1,300  each.  Chef  The 
as  Keller's  New  American  restaurant  | 
Manhattan's  Time  Warner  Center  is 
of  the  most  expensive  in  the  city.  \  I 
and  MasterCard  are  hoping  to  win  loy; ! 
by  offering  cardholders  more  modera 
priced  versions  of  such  events,  such 
the  Country  dinner.  "These  are  custom* 
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no  still  do  back-of-the-envelope  calcula- 
ins  on  how  much  these  events  should 
st,"  says  Visa  Senior  Vice-President  Jim 
Carthy. 

EAL  AERIAL  COMBAT' 

/LONG  THE  EXPERIENCES  credit-card 
impanies  have  dreamed  up:  This  year, 
sa  offered  a  trip  to  the  Super  Bowl  for 
people,  complete  with  player  meet- 
id-greets,  deluxe  accommodations, 
id  spa  treatments,  for  $6,250  a  couple, 
tibank  held  a  series  of  private  concerts 
ith  the  likes  of  Dave  Matthews  and  Aero- 
ruth  for  $50  to  $200  a  ticket.  AmEx'  re- 
nt Hollywood  weekend  included  a  stay 
the  Four  Seasons  Hotel  in  Beverly  Hills 
id  nonspeaking  walk-on  roles  on  the  hit 


show  Entourage  for  three 

cardholders.  Then  there's 

MasterCard's  ride  in  a 

Marchetti  SF260,  a  plane 

that  is  used  to  train  Navy 

fighter   pilots.   The   full 

day  includes  a  training 

briefing,  60  to  90  minutes  in  flight,  and 

"a  minimum  of  six  head-to-head  combat 

engagements  in  real  aerial  combat."  It 

costs  $2,390  for  two,  scheduled  at  your 

convenience. 

Companies  are  betting  that  cardhold- 
ers' fond  memories  of  these  special  events 
will  override  the  pedestrian  extras  offered 
by  competitors'  cards,  such  as  points. 
AmEx  says  customers  who  attend  its  ex- 
clusive dinners  and  trips  typically  spend 


new 
include 
dinners,  trips 
TV  walk-on 
roles,  and 
celebrity 
hobnobbing 


three  times  as  much  using 
the  card  over  the  follow- 
ing 12  months  as  they  did 
during  the  previous  year. 
Then  there's  the  buzz  fac- 
tor: happy  cardholders 
bragging  to  their  friends 
about  hanging  out  with 
such-and-such  celebrity. 

Weiner,  for  one,  con- 
cedes that  the  ploy  works. 
It  would  be  more  logical 
to  think  about  which  of 
his  cards  gives  him  the 
most  points,  "but  we  boomers  are  very 
capricious  about  these  things,"  he  says. 
Because  of  his  night  out  at  Country, 
Weiner  now  uses  his  Signature  card  more 
than  the  others  in  his  wallet. 

Exclusive  events  may  not  be  the  best 
reason  to  be  true  to  a  card.  But  loyal 
or  not,  you  can  enjoy  the  fun  as  credit- 
card  companies  trip  over  one  another  to 
impress  you.  ■ 

-With  Mara  Der  Hovanesian 
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The  Art  of  the 
Online  Resume 

How  to  get  yours  past  electronic  filters  that  cull 
the  herd  of  applicants.  BY  DOUGLAS  MacMiLLAN 


M 


ICHAELSHILLEH, 
a  24-year-old  re- 
cruiter with  New 
York  employ- 
ment search  firm 
Mergis  Group,  sifts 
through  thousands 
of  online  resumes,  mosdy  from  applicants 
for  financial-services  jobs.  Those  who  pro- 
fess experience  in  key  areas  such  as  fixed- 
income  derivatives  are  most  likely  to  pass 
through  his  electronic  filter.  If  only  he  had 
known  a  year  ago  what  he  knows  now. 
"For  a  while  I  was  struggling  to  find  a  job 


online,"  the  Lehigh  University  graduate 
says.  Not  until  he  inserted  more  appro- 
priate buzzwords  into  his  Web-based  re- 
sume—such as  "communication  skills" 
and  "results-driven"— did  he  start  getting 
nibbles  from  potential  employers. 

Knowing  how  to  assemble  a  resume 
effectively  for  online  consumption  is  a 
skill  you'll  need  for  just  about  any  job 
search  these  days.  Taleo  Research,  which 
studies  management  practices,  found 
that  94%  of  the  top  500  U.S.  corporations 
solicit  online  resumes  so  their  human  re- 
sources departments  can  use  software  to 


\ 


whittle  down  a  huge  stack  of  Candida 
quickly  to  a  manageable  list  of  finalis 

An  online  curriculum  vitae  is  a  differ 
document  than  the  paper  version.  "lj|| 
purpose  is  not  to  look  like  an  individi 
if  s  to  look  like  a  match,"  says  Pat  Kendal 
career  coach  in  Tigard,  Ore.,  who  optimi 
clients'  resumes  for  online  submission.  7 

Looking  like  a  match  in  the  eyes  of  a 
ter,  says  Kendall,  means  speaking  the  1; 
guage  of  job-specific  keywords.  Most  el 
tronic  resumes  are  automatically  dump 
if  they  don't  have  a  certain  number  of  k 
words  that  correspond  with  skills  rela 
to  the  position.  The  filter  for  a  head  sa 
position  might  require  "cold  calling"  a 
"Microsoft  Office." 

Finding  the  right  keywords  is  as  eas> 
flipping  through  help-wanted  ads.  Wr 
several  employers  use  the  same  words- '[ 
describe  similar  positions,  you  would   | 
wise  to  incorporate  them  into  your  II 
Kendall  tells  her  clients  to  include  arou  j  i 
25  keywords  that  are  contextually  relev; ' 
to  their  work  history,  without  soundi 
stilted  or  forced.  Writing  that  you  an 
"task-oriented  achiever  who  microm; 
aged  top  performers  while  driving  a  in 
sales  increase,"  for  example,  is  not  goiJJD 
to  impress  a  discerning  HR  pro. 

Job  site  Monster.com  contains  some  111 
million  resumes  that  are  routinely  mini  n 
by  employers.  Empowered  by  resunr 
savvy  search  engines,  recruiters  narr^( 
down  the  vast  field  by  rooting  out  k 
word  matches.  Whereas  five  years  ag> 
majority  of  the  site's  postings  were  fr< 
"active  job  seekers,"  says  Eric  WinegajflC 
ner,  Monster's  director  of  product  adr 
tion,  many  today  are  what  he  calls  "poi:  -Js 
seekers,"  meaning  they  are  "happy  wh 
they  are,  but  eager  to  entertain  an  offei 

Some  specialized  resume  pc 
ing  sites  may  put  job  seekers  in 
better  position  to  court  the  most  ; 
propriate  recruiters.  For  examjl 
6figurejobs.com  screens  applicants 
make  sure  they  earn  at  least  $100,00C 

There's  one  more  online  resume  ev 
job  seeker  should  create:  a  personal  sft ; 
ment  that's  posted  on  your  own  Web  : 
and  outlines  your  broader  career  go 
By  linking  it  to  a  Monster.com  profile  i 
your  MySpace  or  Linkedln  page  and  fill 
it  with  Google-optimized  keywords,  3 
might  attract  employers  that  value  your 
dividuality  along  with  your  work  skills. 


1 
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TELEVISION:  For  more  tips  on  writing  an  effectiv 
online  resume,  watch  our  TV  show  BusmessWe 
Weekend,  or  go  to  www.businessweekweekend.ct 

ONLINE:  To  learn  about  online  video  resumes,  go  t 
www.businessweek.com/extras. 
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LAUREN  YOUNG 


ID  MANAGER:  Bernie  Shinkel,  60. 

JURE:  Started  fund  in  2001.  Joined 
intington  National  Bank  in  1997. 

JCATION:  Has  a  PhD  in  finance  from 

rdue  University.  His  thesis  focused  on 

!  economics  of  consumer  credit. 
|_ 

ICK I  LIKE:  Precision  Castparts 
i  manufactures  complex  metal  com- 
ments and  products  for  aerospace 
1  specialized  industries.  The  stock  is 
ractive,  considering  its  20%  projected 
nings  per  share  growth  and  strong 
ance  sheet." 

0COMER  TO  PORTFOLIO:  priceline.com 
riceline  has  made  smart  acquisitions, 
vill  continue  to  do  well  in  Europe  as 
ill  as  in  the  U.S.  because  it  has  gone  be- 
ad the  name-your-own-price  model." 

DCKS  I'VE  AVOIDED:  "We  recently 
mmed  our  consumer  stocks  due  to  a 
>wing  economy.  The  companies  we 
d  include  AutoNation,  Circuit  City, 
d  Black  &  Decker." 


RRENT  READING:  Fortune's  Formula: 
e  Untold  Story  of  the  Scientific  Betting 
stem  that  Beat  the  Casinos  and  Wall 
-eet  by  William  Poundstone. 

TER  HOURS:  Attends  military-style  work- 
t  class  weekdays  at  5:30  a.m.  Avid  skier. 
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Symbol:  HNETX 

Category:  Mid-cap  growth 
BusinessWeek  Ranking:  A* 
Assets:  $125  million 
Sales  charge:  None 


Expense  ratio:  1.43% 
The  goal:  Find  industry  leaders  of  the 
future  that  have  new  technologies, 
products,  processes,  or  services 
Number  of  the  stocks  in  the  fund:  104 


TOP  FIVE  HOLDINGS 


HUNTINGTON  NEW  ECONOMY  FUND 
MID-CAP  GROWTH  FUNDS 


CVS 

AMERICAN  REAL  ESTATE 
PARTNERS 


CHURCH  &DWIGHT 

NBTY 

DIGITAL  REALTY  TRUST 


« 


3  YEAR 


5  YEAR 


•APPRECIATION  PLUS  REINVESTMENT  OF  DIVIDENDS  AND  CAPITAL  GAINS 
BEFORE  TAXES,  THROUGH  MAR.  31 


Mai  31 
•Based  on  five-year  risk-adjusted  total  returns  compared  with  all  other  mid-cap  growth  funds.  Data:  Huntington  Funds.  Morningstar  Inc 
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PersonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BUYERS  MAY  BE  EYEING  CONTACT-LENS  MAKER  COOPER. 


AUTO  INSURER  PROGRESSIVE  IS  FINALLY  MAKING  PROGRESS. 


METABOLIX  LEADS  THE  WAY  IN  BIODEGRADABLE  PLASTIC. 


WAITING  AND 
WATCHING 

STOCK  PRICE  (DOLLARS) 


A  Closer  Look  at  Cooper 

TURNAROUND  EFFORTS  and  a  search  for  a  new  chief  at 
Cooper  (COO),  whose  CooperVision  arm  makes  contact 
lenses,  have  Wall  Street  in  a  wait-and-see  stance.  Six  of 
the  nine  analysts  who  track  the  stock  rate  it  "hold,"  one  says 
"sell,"  but  two  say  "buy."  The  worry  is 
that  things  may  get  worse.  But  some 
pros  are  stocking  up:  They  believe 
Cooper's  recovery  plan  is  working, 
and  they  see  a  possible  buyout.  "The 
Street  is  skeptical,  but  in  fact  Cooper 
is  doing  better  and  attracting  the 
[attention  of]  bigger  companies,"  says 
Lewis  Rabinowitz  of  C.E.  Unterberg, 
Towbin,  which  owns  shares.  Mark 
Kronenfeld,  managing  director  at 
hedge  fund  Richmark  Capital,  which 
also  owns  shares,  says  Cooper's 

franchise  is  well  established,  and  the  stock,  at  49.58,  is  very 
cheap.  Its  price-earnings  ratio  of  16  is  below  its  peers'  25  to 
26.  Cooper  deserves  a  p-e  of  20  to  21,  figures  Kronenfeld, 
implying  a  price  of  60  to  65,  based  on  his  2008  profit  forecast 
of  $3.10  a  share.  Kronenfeld  says  Cooper  would  be  a  good 
strategic  fit  for  Alcon,  an  eye-care  company  75%-owned  by 
Nestle.  Alcon  had  2006  sales  of  $4.9  billion  and  a  market 
cap  of  nearly  $5  billion,  vs.  Cooper's  $860  million  and  $2.2 
billion,  respectively.  Lawrence  Keusch  of  Goldman  Sachs, 
who  rates  it  a  buy,  says  Cooper  is  "poised  for  a  rebound"  as 
it  ramps  up  output  of  its  new  one-month  disposable  Biofinity 
lenses.  And  he  views  an  upcoming  management  change  as 
"positive."  CEO  Thomas  Bender  steps  down  at  yearend  2007. 
Chief  Operating  Officer  Robert  Weiss  will  act  as  CEO  until 
a  permanent  chief  is  named.  Keusch  sees  2008  earnings 
jumping  21%  from  his  estimated  2007  earnings  of  $2.62. 
Both  Cooper  and  Alcon  declined  comment. 


SEPT.  11.  '06      APR,  25,  '07 
Data:  Bloomberg  Financial  Markets 


Progressive: 
Driving  Carefully 


SHARES  OF  PROGRESSIVE  (PGR)  have  been  making  some 
headway  lately,  since  sliding  from  27  last  June  to  20  on 
Mar.  15.  But  that  hasn't  discouraged  Michael  Camp,  a 
principal  at  Northwest  Criterion  Asset  Management.  He  bought 
in  at  23  two  months  ago;  the  stock  is  now  at  23.42.  With  total 
revenues  of  $14.7  billion  in  2006,  Progressive  "is  a  low-cost  auto 
insurer  with  steady  earnings  power,  selling  at  10.5  times  last 


OUT  OF 
THE  DITCH 


STOCK  PRICE  (DOLLARS 


year's  earnings,"  notes  Camp.  Based  on 
its  earnings  history,  the  stock  is  cheap, 
he  adds.  "Almost  every  adult  needs  auto 
insurance,  and  Progressive  is  a  leader 
in  the  industry,"  he  says.  Insiders  own 
a  lot  of  the  stock,  led  by  Chairman  Peter 
Lewis,  with  a  6.7%  stake.  Harry  Fong  of 
Calyon  Securities  rates  the  stock  a  buy 
and  sees  profits  of  $2  a  share  in  2007, 
compared  with  a  consensus  forecast  of 
$1.89  and  up  from  55<t  in  2006. 

The  Greening 
Of  Metabolix 

METABOLIX  (MBLX),  a  little-known  company  that 
uses  bioengineered  microorganisms  to  ferment 
sugar  in  the  making  of  biodegradable  plastic  and 
chemicals,  streaked  from  17  on  Apr.  20,  to  24.92  on  Apr.  25 
Pamela  Bassett  of  Cantor  Fitzgerald  wasn't  surprised.  She 
recommended  the  stock  on  Dec.  21, 2006,  at  18,  and  sees  ii 
hitting  40  in  12  months.  On  Apr.  23,  Archer  Daniels  Midla; 
which  owns  about  6%,  announced  a  joint  venture  with 
Metabolix  to  produce  high-performance,  all-natural  plastit 
"It  is  the  only  bioplastic  that  can  be 
biodegraded  at  sea,  soil,  or  sewer 
without  industrial  composting  or 
incineration,"  says  Bassett.  The  plastic 
can  be  used  for  grocery  bags  and  other 
types  of  containers,  with  high  strength 
and  durability,  she  adds.  Bassett 
expects  "great  demand"  for  natural 
plastics.  The  joint  venture  will  mean 
expanding  the  capacity  of  a  plant  now 
under  construction  on  ADM's  campus 
in  Clinton,  Iowa,  to  four  times  its 
planned  110  million  pounds  per  year. 
Laurence  Alexander  of  securities  firm  Jefferies  Group,  with 
buy  rating,  says  Metabolix,  which  will  also  use  other  plant; 
to  produce  plastic  and  bioenergy  feedstocks,  is  a  pure  play 
in  "green"  plastics.  He  figures  its  partnership  with  Archer 
Daniels  "significantly  reduces"  the  risks.  II 
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ONLINE:  Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweek.com 

investor  at  5  p.m.  EST  on  the  magazine's  publication  day.  usually  Thursda; 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  thei 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investme 
banking  or  other  financial  relationships  with  them. 
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Data:  Bloomberg  Financial  M, 


KEWN 


With  Brocade,  you  have  the  tools 

control,  and  knowledge  to  create  a 

i 

competitive  edge  for  your  business. 


It's  time  to  make  your  data  soar. 


BROCADE 


Mw.bfrocade.com 


ystems.  Inc.  All  Rights  Reserved.  Brocade 


rgdemark  and  the  B-wing  symbol  is  a  trademark  of  Brocade  Communications  Systems.  Inc. 


PersonalFinance  Figures  of  the  Week 


STOCKS 


S&P  500 

APR.      OCT.     APR.  APR.  19-25 


1495.4 


COMMENTARY 

The  bulls  ran  wild  on  Wall  Street 
this  week.  The  Dow  stormed 
past  13,000  for  the  first  time 
ever  as  Boeing,  Coming, 
Caterpillar,  Google,  and 
others  beat  analyst  estimates. 
Economic  data  showing  solid 
gains  in  durable  goods  orders 
also  boosted  stocks.  IBM  rose 
7%  on  the  week  after  upping 
its  share  buyback  program  and 
raising  its  dividend. 

Data:  Bloomberg  Financial  Markets,  Reuters 


MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  25 

m  S&P  500  ■  U.S.  DIVERSIFIED  SS  ALL  EQUITY 

MM 

%            1            2            3            4            5            6 

52-WEEK  TOTAL  RETURN 

WEEK  ENDED  APR.  25 

■  S&P  500  ■  U.S.  DIVERSIFIED  m  ALL  EQUITY 

hsh^ 

i 

%           3           6           9          12          15          18 

Data:  Standard  &  Poor's 

U.S.  MARKETS 

APR  25 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  500 

1495.4 

1.6 

5.4 

14.9 

Dow  Jones  Industrials 

13,089.9 

2.2 

5.0 

16.0 

NASDAQ  Composite 

2547.9 

1.5 

5.5 

9.3 

S&PMidCap400 

888.0 

1.5 

10.4 

10.7 

S&PSmallCap600 

428.6 

1.3 

7.1 

8.5 

DJ  Wilshire  5000 
SECTORS 

15,0673 

1.4 

6.0 

14.3 

BusinessWeek  50* 

839.5 

1.9 

5.1 

8.2 

BW  Info  Tech  100" 

466,1 

1.1 

4.2 

15  7 

S&P/Citigroup  Growth 

685.4 

1.5 

5.0 

12.6 

S&P/Citigroup  Value 

808.8 

1.6 

5.8 

171 

S&P  Energy 

493.5 

2.3 

8.3 

14.5 

S&P  Financials 

502,5 

11 

1.4 

13.7 

S&P  REIT 

208.7 

0.6 

4.9 

24.9 

S&P  Transportation 

233  9 

0.9 

7,6 

1.2 

S&P  Utilities 

215.2 

2.5 

15.3 

36.6 

GSTI  Internet 

216.5 

2.7 

8.4 

134 

PSE  Technology 

940.5 

2.7 

7.4 

8.3 

•March  19, 1999=1000   "February  7  2000=1000 


GLOBAL  MARKETS  apr  2: 

S&P  Euro  Plus  (U.S.  Dollar)  2214.1 

London (FT-SE 100)  64619 

Paris  (CAC  40)  5947.3 

Frankfurt  (DAX)  73431 

Tokyo  (NIKKEI  225)  17,236.2 

Hong  Kong  (Hang  Seng)  20.536.8 

Toronto  (S&P/TSX  Composite)  13.672.9 

Mexico  City  (IPC)  29.444.2 

FUNDAMENTALS 

S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Surprise* 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  NYSE  Sell/buy  ratio 


*; 


ne 


%CHAN 
YEARTO     L     ,, 
WEEK  DATE       M     J 

1.5  11.3 

0.2  3.9 

1.9  7.3 

0,8  11.3 

-2.4  0.1 

-1,2  2,9      2  J 

-0.3  5.9       1 

-0,4  11,3      4 


APR.  24         WEEK  AGO      YEA 

1.77%        1.79%      1.78 

17.6  176  1, 

15.3  15.2         14 

6,31%         4.29%      6,49 
•FirstG 


APR.  24 

1375.1 

78.0% 

0.81 

5,33 


WEEK  AGO      YEA    , 

1370.1  Positi  f 

78.0%  Negati  . 

0.88  Positi  :" 

5.41  Negati  j. 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH0/ 


LAST  12 
MONTHS  °/< 


WORST-PERFORMING  WST 

MONTH  % 


GROUPS 


LA 
MON 


Internet  Retailers 

27.3 

Tires  &  Rubber 

143.6 

Health-Care  Supplies 

21,6 

Internet  Retailers 

44,2 

Coal 

16.9 

Power  &  Energy  Traders 

43.4 

Health-Care  Facilities 

16,2 

Divsfd.  Metals  &  Mining 

43,2 

Household  Appliances 

14.0 

Electric  Utilities 

41.9 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                            %         52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Latin  America 

8.4 

Utilities 

35.8 

Health 

6.7 

Latin  America 

30  6 

Diversified  Emerging  Mkts. 

6.1 

Pacific/Asia  ex-Japan 

29.3 

Pacific/Asia  ex-Japan 

LAGGARDS 

5,9 

Real  Estate 

LAGGARDS 

276 

Japan 

-1.7 

Japan 

-6.7 

Financial 

2.1 

Small-cap  Growth 

4,1 

Domestic  Hybrid 

2.3 

Technology 

4.2 

Real  Estate 

2.5 

Precious  Metals 

5,2 

Employment  Services 

-12.1 

Homebuilding                -  L 

Airlines 

-3.0 

Electric  Mfg.  Svcs. 

Residential  REIT's 

-2.9 

Gold  Mining                  - 

Managed  Health  Care 

-2.8 

Employment  Services      ■  ! . 

Computer  Retailers 

-2.7 

Computer  Retailers         -  f1' 

INTEREST  RATES 

KEY  RATES  apr.25  week  ago    yeai 

Money  Market  Funds  4.85%  4.87%    4 

90-Day  Treasury  Bills  4.95  4.97  4 

2-Year  Treasury  Notes  4.63  4.63  4. 

10-Year  Treasury  Notes  4.65  4.65  5 

30-Year  Treasury  Bonds  4.83  4.82  5, 

30-Year  Fixed  Mortgage  t  6.09  6.17  6. 


t  BanxQuo 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.Lat.Am.Bull2Xlnv.  16.8 

Frontier  MicroCap  16.7 

ProShrs.Ult  Semiconductors  16.6 

ProFunds  Biotech.  Inv.  14  2 

LAGGARDS 

ProShrsUIShSeniconductors  -14.4 
ProSharesUttSh.  Health  Care  -114 
DireXn.  Emrg.  Mkts.  Short  -10.4 
ProFdsUltSh.Emrg.  Mkts.  Inv.  -9.6 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

Dreyfus  Prem.Grtr.  China  A  55.0 
ProFds.  Utilities  Ultrasector  54  9 
AIM  China  A  54.7 

iSharesMSCI  Malaysia  Idx.    53.6 

LAGGARDS 

ProFunds  UKSh.  Emrg.  Mkts.  -40.2 
American  Heritage  Grth.  -40.0 
DireXa  Emrg.  Mkts.  Short  -37.9 
ProFds.  UltSh.  Intl.  278 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.  BOND 

30-YR.Bl  J 

General  Obligations 

3.82% 

4.2S 

Taxable  Equivalent 

5.46 

6.0: 

Insured  Revenue  Bonds 

4.03 

4.4< 

Taxable  Equivalent 

5.76 

6.4) 

THE  WEEK  AHEAD 


PERSOKAL  INCOME  Monday, 
Apr.  30, 8:30  a.m.,  EDT » March 
personal  income  is  forecast  to 
have  grown  0.5%,  after  a  0.6% 
jump  in  February.  That's  the 
consensus  among  economists 
queried  by  Action  Economics. 
Similarly,  consumer  spending 
probably  grew  by  0.5%,  following 
a  0.6%  gain  in  February. 
CONSTRUCTION  SPENDING 
Monday,  Apr.  30, 10  a.m.  EDT » 
Building  outlays  in  March  most 

90  I  BusinessWeek  I  May  7,  2007 


likely  increased  0.2%,  after  a 
0.3%  rise  in  February. 
PURCHASING  MANAGERS'  INDEX 

Tuesday,  May  1, 10  a.m.,  EDT  »The 
Institute  for  Supply  Management's 
manufacturing  activity  probably 
improved  a  little,  to  51.2%  in  April, 
after  slipping  to  50.9%  in  March. 
PRODUCTIVITY  &  COSTS 
Thursday,  May  3,  8:30  a.m.  EDT » 
Gains  in  output  per  hour  worked 
probably  stood  at  an  annualized 
rate  of  1.3%  for  the  first  quarter, 


following  a  1.6%  increase  in  the 
prior  quarter.  Unit  labor  costs 
most  likely  grew  at  an  annualized 
pace  of  3.9%,  after  surging  6.6%. 
EMPLOYMENT  Friday,  May  4,  8:30 
a.m.,  EDT  » April  nonfarm  payrolls 
are  expected  to  have  expanded 
by  123,000  workers,  following  an 
increase  of  180,000  workers  in 
March.  The  unemployment  rate 
probably  moved  back  to  4.5%, 
after  an  unexpected  decline  to 
4.4%  in  the  prior  month. 


■—» — — — 


The  BusinessWeek  production  ini 
rose  to  296.2  for  the  week  ended 
Apr.  14,  an  8.7%  gain  from  the 
previous  year.  Before  calculation 
the  four-week  moving  average,  th 
index  jumped  to  302. 


BusinessWeek  .com 


For  the  BW50.  more  investment 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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Company  Index 


Is  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
fjrence  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
■nes.  Companies  listed  only  in  tables  are  not  included. 
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IdeasBooks 

Brave  New  Brain 

FIVE  MINDS  FOR  THE  FUTURE 

By  Howard  Gardner;  Harvard  Business  School  Press;  196pp;  $24.95 

TRAIN  YOUR  MIND,  CHANGE  YOUR  BRAIN  How  a  New  Science  Reveals  Our  Extraordinary  Potential  to  Transform  Ourselves 

By  Sharon  Begley;  Ballantine  Books;  283pp;  $24.95 


Fear  of  the  future  seems  to  be 
increasingly  commonplace  as  more 
and  more  of  us  wonder  whether  our 
jobs,  our  industries,  or  whatever  skills 
we've  developed  will  survive  in  a  rapidly 
changing  marketplace.  Instead  of 
quaking  in  our  cubicles,  however,  we 
should  be  figuring  out  how  to  remodel 

our  brains  into  the  organs  most  likely  to 
be  valued  in  the  brave  new  world. 

To  help  us  in  this  daunting  task, 
famed  Harvard  University  psychologist 
Howard  Gardner,  who  24  years  ago 
came  up  with  the  influential  concept 
of  multiple  intelligences,  has  now 
written  Five  Minds  For  The  Future.  If  s  a 
detailed  and  thoughtful  description  of 
the  multifaceted  brains  that  are  likely  to 
be  most  valued  in  the  coming  decades. 
"While  making  no  claims  to  have  a 
crystal  ball,  I  concern  myself  here  with 
the  kinds  of  minds  that  people  will  need  if  they— if  we— are  to 
thrive  in  the  world  during  the  eras  to  come,"  writes  Gardner. 

So  how  do  we  develop  these  minds?  Neuroplasticity,  the 
brain's  ability  to  remold  itself,  may  hold  the  key,  according 
to  Train  Your  Mind,  Change  Your  Brain  by  Sharon  Begley, 
former  science  columnist  for  The  Wall  Street  Journal  and 
now  a  writer  for  Newsweek.  Although  Begley  doesn't  tell  you 
how  to  develop  a  mind  of  the  future,  she  does  somewhat 
breathlessly  explain  why  it  may  be  possible.  Plus,  she  throws 
in  the  Dalai  Lama  to  give  some  New  Age  leavening  to  the 
scientific  evidence. 

Gardner's  book  is  the  21st  century  iteration  of  his  theory 
of  multiple  intelligences,  in  which  he  argued  that  the 
traditional  I.Q.  test  is  far  too  narrow  to  encompass  the  full 
range  of  human  potential.  This  time  out  he  combines  that 
original  theory  with  scientific  knowledge  about  the  brain, 
anthropology,  history,  and  morality  to  come  up  with  the  types 
of  minds  he  says  are  needed  to  deal  with  an  interconnected, 
highly  automated  future.  His  five  new  categories:  the 
disciplined  mind,  the  synthesizing  mind,  the  creating  mind, 
the  respectful  mind,  and  the  ethical  mind. 

Ideally,  his  five  minds  would  overlap.  Possessing  a 
disciplined  mind  requires  mastery  of  major  schools  of 
thought  such  as  mathematics  or  history,  as  well  as  a 
professional  craft  such  as  law,  medicine,  or  engineering.  The 
synthesizing  mind  selects  information  from  disparate  sources 
and  puts  them  together  in  ways  that  make  sense  to  others. 
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The  creating  mind  goes  beyond  existing  knowledge  to  pose 
new  questions,  offer  new  solutions,  and  come  up  with  new 
ways  of  thinking.  Creators  come  into  their  own  after  at  leasi ! 
partial  mastery  of  disciplined  and  synthesized  thinking. 

Gardner's  last  two  minds  are  based  on  his  belief  that  we 
must  all  strive  to  make  the  world  a  better,  more  equitable 
place.  The  respectful  mind  responds  sympathetically  and 
constructively  to  differences  among  individuals  and  groups 
while  the  ethical  mind  conceptualizes  how  to  strive  toward  ijj 
good  work  and  good  citizenship. 

Gardner's  prose  can  be  dense  at  times,  but  he  gives  plent 
of  real-world  examples  to  illuminate  his  concepts.  He  also 
usefully  points  out  how  to  identify 
psuedo-minds.  These  belong  to  people 
who,  for  example,  simply  lump  togethei  I  / 
disparate  theories  or  events  and  claim  a 
connection  where  none  exists,  or  come  i  j ) 
with  a  seemingly  new  concept  with  littl«l» ' 
or  no  evidence  to  back  it  up. 

Begley's  book  is  based  on  one  of  the 
major  breakthroughs  of  the  late  20th 
century:  the  realization  in  the  1990s  tha 
the  human  brain  is  not  fixed  at  adulthoc 
but  can  add  and  rearrange  neurons 
throughout  life.  She  does  a  good  job  of 
detailing  the  history  behind  this 
discovery  and  how  it  is  changing: 
our  approach  to  learning, 
neurological  diseases,  and 
emotional  understanding.  Rathe 
than  writing  a  straightforward 
science  book,  however,  she  uses 
an  unorthodox  framing  device. 
The  book  is  centered  around  a 
2004  meeting  on  neuroplasticity 
at  the  Mind  &  Life  Institute  in 
Dharamsala,  India,  founded  by  t] 
Dalai  Lama  to  integrate  science  with  Buddhist  precepts. 
This  focus  ends  up  giving  readers  far  more  than  they 
may  want  to  know  about  Buddhism,  meditation,  and  His 
Holiness,  the  leader  of  Tibet's  government  in  exile.  The  boo  I 
spends  way  too  much  time  examining  meditation's  effect  oi 
the  brain,  which  is  not  all  that  practical  given  that  few  peop 
spend  as  much  time  meditating  as  do  Tibetan  monks. 

Both  books  point  to  the  benefits  of  trying  to  reorder  our 
thinking,  however.  As  Winston  Churchill  said:  "The  empire 
of  the  future  will  be  the  empires  of  the  mind."  ■ 

-By  Catherine  Arr 
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ONLINE:  To  read  Peter  Coy's  review  of  The  Black  Swan:  The  Impact  of  the  Highly 
Improbable  by  Nassim  Nicholas  Taleb.  go  to  www.businessweek.com/extras 
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PAPERBACK  BUSINESS  BOOKS 


WOMEN  &  MONEY  Suze  Orman  (Spiegel  &  Grau  •  $24.95) 
Inspirational  prose  and  practical  tools  to  help  females  with 
their  finances. 

THE  NO  ASSHOLE  RULE  Robert  I.  Sutton  (Warner  Business 
•  $22.99)  How  and  why  many  companies  are  banning 
abusive  personalities  from  their  ranks. 

FREAKONOMICS  Steven  D.  Levitt,  Stephen  J.  Dubner 
(Morrow  •  $27.95)  Crackgangs,  the  Ku  Klux  Klan,  and  more, 
examined  by  a  University  of  Chicago  economist. 

GO  PUT  YOUR  STRENGTHS  TO  WORK  Marcus  Buckingham 
(Free  Press  •  $30)  Ways  to  identify  your  assets  and  reap  the 
rewards  you're  due. 

THE  LAST  LINK  Gregg  Crawford  (Greenleaf  Book  Group  • 
)    $21.95)  Streamlining  sales  in  order  to  better  support  your 
company's  strategy. 

THE  ONLY  THREE  QUESTIONS  THAT  COUNT  Ken  Fisher 

/  (Wiley  •  $27.95)  A  contrarian  approach  to  investing. 


1      24 
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STRENGTHSFINDER  2.0  Tom  Rath  (Gallup  Press -$19.95)      10       2 
Assess  your  talents  and  put  them  into  practice. 

MADE  TO  STICK  Chip  Heath,  Dan  Heath  (Random  House  5       3 

•  $24.95)  An  examination  of  why  some  ideas  gain  traction 
while  others  fade  from  view. 

THE  WORLD  IS  FLAT  Thomas  L  Friedman  (Farrar,  Straus         3      23 
&  Giroux  •  $30)  Globalization  is  great— sort  of— says  a 
columnist  for  The  New  York  Times. 

OOUR  ICEBERG  IS  MELTING  John  Kotter,  Holger  Rathgeber       11       6 
(St.  Martin's*  $19.95)  Dealing  with  change. 

THE  LITTLE  BOOK  OF  COMMONSENSE  INVESTING  -        1 

John  C.  Bogle  (Wiley  $19.95)  Why  indexing  is  the  best 
investment  strategy. 

2  WIKINOMICS  Don  Tapscott,  Anthony  D.  Williams  (Portfolio      13       2 
•  $25.95)  To  make  your  company  more  innovative  and 
profitable,  harness  collaboration. 

3  JIM  CRAMER'S  MAD  MONEY  James  J.  Cramer  with  Cliff  2       4 

Mason  (Simon  &  Schuster  •  $25)  More  investing  wisdom 
from  the  television  personality. 

4  THE  POWER  OF  A  POSITIVE  NO  William  Ury  (Bantam-  -       1 

$25)  Turn  thumbs-down  on  extreme  demands  and  bad 
behavior  at  the  office  and  at  home. 

5  THE  STARBUCKS  EXPERIENCE  Joseph  A.  Michelli  8        5 

(McGraw-Hill  •  $21.95)  How  the  coffee  retailer  succeeded. 


8 


10 
11 

12 


LAST      MONTHS 
MONTH     ON  LIST 


GOOD  TO  GREAT  AND  THE  SOCIAL  SECTORS  Jim  1       16 

Collins  (Collins  •  $11.95)  A  primer  on  how  noncorporate 
organizations  can  excel. 

START  LATE,  FINISH  RICH  David  Bach  (Broadway  2       3 

$14.95)  Strategies  and  tactics  for  baby  boomers  nearing 
the  age  of  retirement. 

WHAT  COLOR  IS  YOUR  PARACHUTE?  2007  Richard  6        8 

Nelson  Bolles  (Ten  Speed  Press  •  $17.95)  The  enduring 
job-search  bible. 

BLINK  Malcolm  Gladwell  (Back  Bay  Books  -$15.99)  Snap        -       1 
judgments  deserve  careful  consideration,  says  a  writer  for 
The  New  Yorker. 

CRUCIAL  CONVERSATIONS  Kerry  Patterson,  Joseph  3       14 

Grenny,  Ron  McMillan,  Al  Switzler  (McGraw-Hill  •  $16.95) 
How  to  handle  those  all-important  talks. 

J.K.LASSER'S  YOUR  INCOME  TAX  2007  The  J. K.Lasser         8        4 
Institute  (Wiley  •  $17.95)  Time's  up. 

FIND  IT,  FIX  IT,  FLIP  IT!  Michael  Corbett  (Plume  -$15)  You       -      13 
can  profit  from  real  estate,  says  a  TV  show  host. 

A  GUIDE  TO  THE  PROJECT  MANAGEMENT  BODY  5       14 

OF  KNOWLEDGE  Project  Management  Institute  (PMI 
Publications  •  $49.95)  Delivering  results. 

THE  AUTOMATIC  MILLIONAIRE  David  Bach  (Broadway        -      14 

$12.95)  It's  time  to  put  your  investment  program 
on  autopilot. 

THE  MONEY  BOOK  FOR  THE  YOUNG,  FABULOUS  &  -       1 

BROKE  Suze  Orman  (Riverhead  •  $16)  Career  plans,  etc. 

THINK  AND  GROW  RICH  Napoleon  Hill  (Ballantine  •  $7.99)      9      23 
Willpower  and  a  positive  attitude  are  the  essential  elements 
of  success. 


A  WHOLE  NEW  MIND  Daniel  H.  Pink  (Riverhead -$15)  15       2 

The  future  belongs  to  creative  "right-brain  thinkers,"  says  a 
former  White  House  speechwriter. 

<*  r%  COLLAPSE  Jared  Diamond  (Penguin  •  $17)  From  —      13 

J-O  Easter  Island  to  Mayan  Central  America,  why  civilizations 
fall  apart. 

WORKING  WITH  YOU  IS  KILLING  ME  Katherine  Crowley,         -       1 

Kathi  Elster  (Warner  •  $14.99)  Eliminating  emotional  traps 
at  the  workplace. 

1  f-  THE  ERNST  &  YOUNG  TAX  GUIDE  2007  Ernst  &  Young  LLP      12       4 

±0  (CDS  Books  •  $16.95)  What-you  still  haven't  filed? 
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(OD  TO  GREAT  Jim  Collins  (HarperBusiness  •  $27.50) 
W,  DISCOVER  YOUR  STRENGTHS  Marcus  Buckingham, 
nald  0.  Clifton  (Free  Press  •  $30) 
10  MOVED  MY  CHEESE?  Spencer  Johnson  (Putnam  •  $19.95) 
E  FIVE  DYSFUNCTIONS  OF  A  TEAM  Patrick  Lencioni  (Jossey- 
ss-  $22.95) 

]E  LITTLE  RED  BOOK  OF  SELLING  Jeffrey  Gitomer  (Bard  Press 
il9.95) 


PAPERBACK  BUSINESS  BOOKS 

GETTING  THINGS  DONE  David  Allen  (Penguin  •  $15) 

RICH  DAD,  POOR  DAD  Robert  I  Kiyosaki  with  Sharon  L.  Lechter 

(Warner  •  $16.95) 

THE  TIPPING  POINT  Malcolm  Gladwell  (Back  Bay  •  $14.95) 

GETTING  TO  YES  Roger  Fisher,  William  Ury,  Bruce  Patton 

(Penguin  •  $15) 

THE  E-MYTH  REVISITED  Michael  E.  Gerber  (HarperBusiness  • 

$16) 


THE  9  STEPS  TO  FINANCIAL  FREEDOM  Suze  Orman  (Three  Rivers 

•  $14.95) 

THE  7  HABITS  OF  HIGHLY  EFFECTIVE  PEOPLE  Stephen  R.  Covey  (Free 

Press  •  $15) 

HOME  BUYING  FOR  DUMMIES  Eric  Tyson,  MBA,  Ray  Brown  (Wiley 

•  $21.99) 

SMART  WOMEN  FINISH  RICH  David  Bach  (Broadway  •  $14.95) 
THE  48  LAWS  OF  POWER  Robert  Greene  (Penguin  •  $18) 


JS/'nessWeek's  Best-Seller  List  is  based  on  a  survey  of  chain  and  independent  booksellers  that  carry  a  broad  selection  of  books  on  economics,  management, 
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i/iews  and  more  are  available  on  www.businessweek.com 
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BY  GEOFFREY  M.WAHL 


Scrimping  on  Cancer  Researd 

"You  have  cancer."  Nearly  1.5  million  Americans  will  hear  these  sobering 
words  this  year.  You  may  know  some  of  these  people,  or  you  may  be  one 
of  them.  Cancer  is  no  longer  necessarily  a  death  sentence,  but  about 
1,500  Americans  will  die  from  the  disease  today— and  a  similar  number 
tomorrow,  and  the  day  after  tomorrow. 


New  treatments,  cures,  and  preventive  measures  have 
arrived  thanks  to  a  decades-long  commitment  the  American 
people  and  Congress  have  made  to  fighting  cancer.  The 
American  Association  for  Cancer  Research  has  been 
advancing  the  science  for  100  years.  The  National  Institutes 
of  Health  (NIH)  have  been  funding  cancer  research  for  more 
than  80  years.  President  Richard  M.  Nixon  declared  a  War 
on  Cancer  and  signed  the  National  Cancer  Act  in  1971,  which 
raised  the  profile  of  the  National  Cancer  Institute  (NCI) 
and  greatly  increased  its  funding.  And  from  1998  to  2003, 
Congress  doubled  financial  support  for  biomedical  research 
overall,  much  of  which  bears  on  cancer. 

But  in  a  cataclysmic  stroke  of  bad  timing, 
funding  for  the  NIH  is  being  "undoubled." 
President  George  W.  Bush's  2007  budget  seeks 
$4.75  billion  for  the  NCI,  which  is  $40  million 
less  than  its  current  budget  and  $71  million  less 
than  it  received  in  2005.  These  sums  may  not 
seem  large,  but  the  trend  toward  funding  cuts  is 
devastating  for  cancer  research,  and  patients  will 
feel  the  effects.  This  winter,  the  NCI's  Clinical 
Trials  Cooperative  Group  Program  was  ordered 
to  cut  as  many  as  60%  of  new  clinical  trials. 
This  translates  into  3,000  patients  who  may  be 
unable  to  enroll  in  a  cooperative  group  clinical 
trial.  You  can't  find  new  preventive  agents  or 
treatments  without  trials. 

The  budget  cuts  squeeze  established 
researchers,  but  more  important,  they  shut  out  new  scientists. 
Five  years  ago,  when  federal  funding  was  increasing,  the  NCI 
approved  1  in  5  promising  research  proposals.  Today  young 
investigators  have  only  a  1  in  10  chance  of  having  their  projects 
funded— at  lower  levels  than  in  years  past.  They  look  at  their 
mentors  and  see  senior  scientists  and  professors  who  spend 
more  time  writing  research  grants  than  teaching  students. 
Opting  against  a  career-long  fight  for  funding,  many  choose 
not  to  pursue  cancer  research.  It  takes  nearly  20  years  to  train 
a  lead  investigator,  so  if  we  destroy  our  pipeline  of  talent,  it  will 
take  decades  to  rebuild.  We  don't  have  that  kind  of  time. 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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For  one  thing,  we  have  an  aging  population  to  consider. 
Baby  boomers  will  outlive  all  generations  who  preceded 
them.  By  2030, 20%  of  the  U.S.  population  will  be  over 
65.  We  know  that  cancer  is  a  disease  of  aging:  The  cellular 
changes  that  lead  to  many  cancers  don't  happen  overnight! 
but  rather  over  time.  As  baby  boomers  reach  their  60s  and  I 
70s,  cancer  will  be  right  there  waiting. 

For  a  century  we  have  invested  in  ideas  and  people  to 
fight  cancer.  As  a  nation,  we  built  an  astonishing  research 
enterprise  that  is  paying  off— just  like  a  good  business. 
There  are  more  than  10  million  cancer  survivors  alive  tod 
and  for  the  first  time  in  history  the  number  of  Americans 
dying  from  the  disease  is  declining.  There 
were  3,014  fewer  cancer  deaths  in  2004  than 
in  2003.  Our  $69  billion  investment  in  the  W 
on  Cancer  is  returning  billions  in  savings  fro 
decreased  mortality.  University  of  Chicago 
economists  estimate  a  permanent  1%  reducti 
in  cancer  mortality  translates  to  nearly  $500 
billion  in  national  wealth  for  current  and  fut 
generations  of  Americans. 

To  continue  this  analogy,  we  made  an 
investment  and  expended  our  sweat  equity 
to  build  a  thriving  enterprise  that  delivers 
substantial  return  on  investment  with  even  m 
promising  future  dividends.  With  sustained 
funding,  cancer  cesearch  will  advance  so  that 
one  day  people  who  are  suffering  will  receive 
treatments  tailored  to  their  own  cancers,  based  on  their 
genetic  markers.  Or  picture  new  therapeutic  cancer  vaccin 
that  enlist  the  body's  immune  system  to  treat  existing  dise; 
or  prevent  cancer  from  ever  arising.  What's  more,  the  cane 
drugs  we  develop  are  already  helping  to  treat  other  illness* 
such  as  macular  degeneration,  a  common  cause  of  blindne 
This  is  not  hyperbole— it's  today's  reality.  Continuing  to 
increase  funding  levels  is  good  business  and  a  sound, 
prudent,  and  wise  investment  for  the  future.  ■ 

Geoffrey  M.  Wahl  is  a  professor  at  the  Salk  Institute  for 
Biological  Studies  and  former  president  of  the  American 
Association  for  Cancer  Research. 
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BY  JACK  AND  SUZY  WELCH 


The  Walking  Wounded 


I  get  the  feeling  I  am  going  to  be  asked  to  leave  my  job  by  the 
end  of  the  year— things  aren't  working  out.  The  money  is  good, 
and  I'd  like  to  stay  as  long  as  I  can,  but  I  wonder  if  I  should  jump 
before  I'm  pushed.  Your  advice? 

—Anonymous,  Toronto 


Unless  you  think  you  can  endure  a  slow  spiral  of  anxiety 
and  awkwardness— and  you  don't  give  a  darn  about 
making  your  co-workers  twist  and  squirm  with  you— get 
out  now.  Otherwise,  brace  yourself  for  the  all-too-common 
organizational  ordeal  of  being  a  Dead  Man  Walking.  Should 
you  want  an  idea  how  that  plays  out,  take  a  look  at  the 
unfolding  agonies  of  U.S.  Attorney  General  Alberto  Gonzales 
and  Paul  Wolfowitz,  president  of  the  World  Bank.  Like  you, 
both  men  want  to  tough  it  out  and  stay  as  long  as  they  can. 
Like  you,  they  probably  shouldn't  try.  Dead  Men  Walking 
rarely  get  reprieves. 

Now,  we  realize  "Dead  Man  Walking"  is  a  grim  term, 
but  so  is  the  experience,  which  in  company  situations 
happens  much  more  often  to  people  in  lower  and  middle 
management  than  at  the  top,  as  with  Gonzales 
and  Wolfowitz.  Regardless  of  where  in  the 
organization  it  happens,  however,  the  dynamic 
occurs  when  everyone  senses  a  person  is 
going  to  be  fired,  including  the  person  himself, 
but  the  boss  delays  making  it  official.  Why? 
The  reasons  run  the  gamut  from  fear  of  legal 
action  to  lack  of  guts.  But  most  often,  bosses 
stall  because  they  want  the  organization 
to  see— and,  figuratively  speaking,  sign  off 
on— the  necessity  of  the  firing  decision.  Maybe 
that's  cruel  to  the  waiting  "victim,"  but  most 
bosses  would  rather  be  known  as  cautious  than 
quick-triggered.  ■^BMH 

The  result  of  that  impulse  can  take  a  variety 
of  dysfunctional  forms.  The  most  simple  is 
when  the  Dead  Man  Walking  is  a  co-worker,  in  which  case 
an  office  can  slowly  but  surely  become  consumed  with 
shared  embarrassment  and  discomfort.  But  if  the  Dead 
Man  happens  to  be  a  boss,  the  most  typical  response  is 
paralysis,  as  people  wait  to  see  where  the  chips  will  fall  and 
how  they  will  be  rearranged.  In  an  alternative  scenario,  a 
Dead  Boss  Walking  can  give  rise  to  frantic  maneuvering. 
After  all,  people  may  care  about  the  individual  on  his  way 
to  the  gallows— they  may  even  vehemently  oppose  his 
fate— but  self-preservation  is  a  compelling  human  instinct. 
At  any  rate,  whether  there  is  awkwardness,  paralysis, 
or  politicking,  you're  talking  about  environments  of 
diminished  productivity.  You  can  only  imagine  how  much— 
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Ik 
or  rather  how  little— meaningful  work  is  getting  done  rig^  ( 
now  at  the  U.S.  Attorney  General's  office  and  at  World  Ba:  , 
headquarters. 

If  the  organizational  toll  of  Dead  Man  Walking  is  bad,  if  s 
obviously  worse  for  the  Man  himself.  Both  Gonzales  and 
Wolfowitz  are  certainly  noticing  that  "friends"  are  suddenly 
unable  to  make  eye  contact  or  return  phone  calls.  They  are 
seeing  once-loyal  lieutenants  claiming  neutrality,  while 
surreptitiously  pledging  their  allegiance  elsewhere.  They  arei 
watching  their  relevance  slip  away  along  with  their  hopes  arJ 
dreams  of  making  an  impact.  Like  every  Dead  Man  Walking 
they  are  discovering  that  jumping  might  have  its  merits.  Th< 
outcome  may  be  the  same,  but  it's  faster  and  hurts  less. 

To  be  clear:  We're  not  taking  a  stand  here  on  the  merit! 
of  either  the  Gonzales  or  the  Wolfowitz  case.  Both  are 
more  about  politics  than  substance.  But  we  will  say  that 
both  men  committed  classic  managerial  mistakes  that, 
not  surprisingly,  landed  them  in  their  Dead  Man  Walkingi 
binds.  Finding  himself  in  the  middle  of  a  public-relations' 
conflagration  about  the  firings  of  eight  U.S.  attorneys, 

Gonzales  tried  to  minimize  and  contain,  rat 
than  get  out  in  front  with  full  disclosure. 
His  too-typical  crisis  management  behavior 
of  dodging  and  weaving  gave  others  the 
chance  to  define  him— and  his  opponents 
gladly  took  the  opportunity  and  ran  with  it. 
As  for  Wolfowitz,  he  took  the  top  job  at  the 
World  Bank  with  an  outspoken  agenda  for 
change.  Now,  any  change  mandate  breeds 
resistance.  At  the  World  Bank,  an  entrenche 
Orff3.IllZ3.tlOI13J     bureaucracy,  it  bred  an  insurgency,  and 

Wolfowitz'  relationship  with  his  companion 
Ol  ClCcU  conveniently  provided  the  ammunition  for 

■^■mmhh  its  soldiers-in-waiting.  Wolfowitz  might 

have  handled  his  companion's  promotion 
with  perfect  ethics.  It  doesn't  matter.  His 


Gonzales 
and 

Wolfowitz 
are  trapped 
in  a  common 


effectiveness  and  reputation,  like  those  of  Gonzales,  have 
taken  a  crippling  blow. 

Your  case,  of  course,  doesn't  seem  as  dire,  nor  is  the  enti 
world  watching.  But  we'd  still  give  you  the  same  advice. 
Go  now,  before  you  and  your  team  enter  an  ugly  downwan 
spiral.  You  will,  most  understandably,  miss  the  paychecks  ] 
would  have  earned,  but  in  the  long  run  your  dignity  will  b( 
worth  more.  ■ 

Jack  andSuzy  Welch  look  forward  to  answering  your  questions 
about  business,  company  or  career  challenges.  Please  e-mail  ther 
at  thewelchway@businessweek.com.  For  their  weekly  podca. 
go  to  www.businessweek.com/search/podcasting.htm 


eaders  Wanted/CIO  Challenge  Series 


Challenge  #4: 

•eliver  business  intelligence  that  inspires  everyone,  even  your  CEO. 


Solution: 

Hyperion — your  management  system  for  the  global  enterprise. 

Here's  the  paradox:  If  you  give  every  department  the  Bl  they  want,  nobody 
|»ets  the  Bl  they  really  need.  So  how  do  you  transform  Bl  into  a  strategic  tool 
l:hat  guides  the  enterprise  at  every  level?  Only  Hyperion®  System'"  9  BI+™ 
ets  you  produce,  manage  and  deliver  strategic  Bl  that  integrates  your 
(financial  and  operational  data.  The  result:  information-rich  reports  that 
fallow  management  to  more  accurately  predict  the  future.  More  insights, 
Ifewer  reports.  Isn't  that  what  smart  Bl  is  all  about? 


FIND  OUT  HOW  TO  PUT  THE  BUSINESS 
IN  BUSINESS  INTELLIGENCE. 

Co  to  http://smartbi.hyperion.com 


#  Hyperion 

The  future  in  sight 


2007  Hyperion  Solutions  Corporation,  All  rights  reserved.  "Hyperion,"  the  Hyperion  logo,  and  Hyperion's  product  names  are  trademarks  of  Hyperion.  References  to  other  companies  and  their 
products  use  trademarks  owned  by  the  respective  companies  and  are  for  reference  purpose  only. 
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Every  small  business  owner  has  great  expectations.  Visa  Business  can  help  you  not  only 
reach  those  great  expectations,  but  exceed  them.  For  more  information  about  our 
smart,  simple  and  secure  payment  options,  go  to  Visa.com/smallbusiness. 
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erever 


you're  heading,  COR 


will  be  there. 
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'herever  your  company  and  your  employees  are  heading,  across  town,  the  country  or  around  the 
■>r\d,  we'll  be  there.  We'll  be  there  with  all  the  necessary  things  that  make  your  transition  smooth, 
ective  and  efficient. 

erything  from  online  apartment  locating,  touring  services,  hotel  reservations  and  car  rentals,  to  the 
grid's  largest  inventory  of  rental  furnishings  for  offices  and  residences. 

DRT  helps  you  stay  flexible  and  productive  in  the  constantly  changing  environment  of  today's 
siness.  And  we  do  it  seamlessly,  with  single -point  accountability,  with  our  hundreds  of  local  delivery 
d  customer  service  capabilities  all  across  the  US  and  in  over  50  countries  around  the  globe. 

You're  reading  BusinessWeek,  chances  are  where  you're  heading  is  up.  Fast.  And  CORT  can  help 
u  get  there.  As  our  boss  Warren  Buffett  says,  "We'll  be  there." 


fearn  more  about  CORT's  national  network,  call  the  CORTline  at  1-888-360-CORT  (1-888-360-2678) 
Visit  us  at  CORT.com. 
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Wherever  you  're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 


Your  potential.  Our  passion. 
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BENTLEY 


PRESTIGE  AND  PERFORMANCE.  Each  inspired  by  its  own  "winged  B" 
symbol,  Breitling  and  Bentley  share  the  same  concern  for  perfection. 
The  same  extreme  standards  of  reliability,  precision  and  authenticity.  The 
same  unique  blend  of  prestige  and  performance.  Whether  in  the  Breitling 
workshops  or  in  the  Bentley  factory  in  Crewe,  cutting-edge  technology  is 
placed  in  the  service  of  noble  traditions.  Symbolising  this  communion  of 
ideals,  Breitling  participated  in  styling  the  instrumentation  of  the  Bentley 
Continental  models,  the  most  powerful  ever  built  by  Bentley. 
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EXCLUSIVITY  AND  TECHNICAL  EXCELLENCE.  For  devotees  of 
fine  mechanisms,  Breitling  has  created  a  line  of  exceptional  timepieces 
named  "Breitling  for  Bentley".  Representing  the  culmination  of  sophisticated 
aesthetic  research,  these  wrist  instruments  mirror  the  signature  features 
of  the  famous  British  car  manufacturer.  Dedicated  to  the  automobile 
world,  they  incorporate  several  exclusive  technical  characteristics  and 
are  propelled  by  high-performance  "motors"  patiently  assembled  by 
watchmakers  at  the  peak  of  their  art.Time  is  the  ultimate  luxury. 


•The  greatest  luxury  in  life  is  time. 

Savour  every  second. 
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Can  help  reduce  costly 
rty  dam 


Yes,  there's  a  Property  insurer  that's  as  responsible  as  you  are. 

Whether  it's  a  fire,  a  theft,  or  wind  damage,  Liberty  Mutual  doesn't  just  help  you  recover.  We  can  help  you 
prepare  — with  practical  strategies  that  help  you  improve  your  disaster  preparedness  plan  or  develop  one  from  scratch. 
We're  relentless  when  it  comes  to  loss  prevention  strategies  that  can  help  you  reduce  costly  property  damage. 
And  about  raising  your  expectations  of  what  an  insurance  company  can  do. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 


Responsibility.  What's  your  policy?"' 


Liberty 
Mutual 


KERS    COMP  COMMERCIAL   AUTO  PROPERTY  GENERAL    LIABILITY  UMBRELLA  GROUP    BENEFITS 

00?  Liberty  Mutual  Group. 


THE  WALL 
STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 
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What's  Hot  This  Weeki 

BusinessWeek.con 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  businessweek.com  to  register.  Find  links  to  the  online-only  highlights 
below  at  businessweek.com/magazine/content/07_20/online.htm. 


Do  You  Need  a  Raise? 

Money  is  a  difficult  subject  to  discuss,  as  anyone  who  has 
ever  asked  for  a  raise  knows.  Get  beyond  the  fear  with 
BusinessWeek.com's  Special  Report  on  Negotiating  Pay  and  Perks. 
You'll  find  human-resources  expert  Liz  Ryan's  advice  on  what 
to  do— and  what  not  to  do— when  looking  for  more  in  your 
paycheck.  Among  her  tips:  Think  creatively,  get  inside  your 
boss's  head,  ask  for  a  follow-up  plan— and  have  your  resume 
in  shape  in  case  things  don't  work  out.  Sometimes  it's  what 
you  don't  say  that  can  speak  volumes.  Communications  exper 
Carmine  Gallo  offers  insight  into  the  nonverbal  cues  that  convey 
confidence  and  competence.  Sheila  Curran  of  Duke  University 
Career  Center  tells  new  grads  what  to  look  for  when  evaluatim 
that  first  job  offer.  And  coach  Dan  Lier  explains  how  one  way 


to  get  what  you  want  is  to  act  as  if  you  already  have  it.  Finally 
check  out  some  of  the  perks  companies  give  their  employees.  Amo 
our  favorites:  a  beer  allowance,  meeting-free  Fridays,  and 
adoption  assistance.  Go  to  businessweek.com/go/07negotiate  for  ftp 
this  and  more. 


n 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  "Gadgets  on  the  Go":  Reviews  and  tests  of  GPS  device  fH 
smart  phones.  MP3s,  Webcams.  digital  still  cameras,  and  more  gear  for  road  warriors.  Check  your  Iocs 
listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com 
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SURGEON  GENERAL  WARNING:  Cigar 
Smoking  Can  Cause  Cancers  Of  The  Mouth 
And  Throat,  Even  If  You  Do  Not  Inhale. 


ie  timeless  rhythms  of  the  game  of  baseball 
ver  change.  Neither  do  the  uncompromising 

eps  that  make  every  Macanudo  the  last  word 
smooth,  mellow  taste.  And  that's  how 

iacanudo  inspires  the  passion  that  makes  it 

merica's  best-selling  premium  cigar. 


MACANUDQ 

An  American  Passion. 


THE    BEST-SELLING    PREMIUM    CIGAR    IN    AMERICA. 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 


CEO  and  CFO  on  Leadership 


His  focus: 

Taking  his 

company  to 

the  next  level 

at  any  cost. 


His  focus: 
The  costs. 


ways  looking  for  ways  to  move  their  company  forward.  Fidelity  Employer  Services  offers  just  that. 
. .  solutions  that  can  help  increase  employee  satisfaction,  productivity,  and  reduce  costs.  And  the  most 
innovative  retirement  plans  out  there.  With  Fidelity,  you  can  move  your  company  into  the  future  of  business. 


RETIREMENT  AND 
HR  SOLUTIONS 


Institutional  products  and  services'  provided  by  Frde 
82  Devonshire  Street,  Boston,  MA  02109 


y  Fidelity  Investments  Institutional  Services  Company,  Inc. 


jpFront 


"It  is  an  ignominious  end 
to  a  glorious  career." 

-An  unnamed  analyst  on  BP  CEO  John  Browne's 

decision  to  step  down  after  British  courts  ruled  that  the 

press  could  publish  details  about  his  past  relationship 

with  a  man,  as  reported  by  Reuters. 


TED  BY  DEBORAH  STEAD 


OCK  WATCH 


fow  for  the  Real 
/[arketPeak 


IORGET  THE  HEADLINES  shouting  about 
Dow  13,000  and  beyond.  Quietiy,  a 
much  more  meaningful  milestone  is 
roaching.  The  Standard  &  Poor's  500- 
k  index,  the  single  most  significant 
isure  of  the  U.S.  stock  market,  is  within 
lisker— just  2%— of  its  previous  record, 
luring  the  heady  days  of  early  2000. 
*n  it  exceeds  that  all-time  high  of  1527.46, 
istors  will  finally  be 
c  where  they  were  seven 
s  ago,  before  the  worst 
■  market  since  the  Great 
ression. 

Many  investors  don't 
good  about  their 
tfolios  even  when  the 
v  is  over  13,000,"  says 
Stack,  president  of  InvesTech  Research  in 
itefish,  Mont.  "That' s  because  the  broader 
ket  index  is  just  now  getting  back  to  its 
dous  peak."  (S&P,  like  BusinessWeek,  is  a 
of  The  McGraw-Hill  Companies.) 
or  the  Dow,  which  is  made  up  of  big,  well- 
blished  companies,  the  tech  stock  bubble 
n't  as  big  a  deal  on  the  way  up.  Or  down. 
Dow  peaked  in  January,  2000,  while  the 
,  which  included  many  more  tech  and 


The  S&P 
500,  a 
broader 
index,  is 
nearing  its 
2000  high 


telecom  stocks,  kept  running 
up  for  two  months  more. 
When  gravity  kicked  in,  the 
Dow  fell  38%  from  its  peak. 
The  S&P?  It  lost  49%  of  its 
value. 

The  Dow  is  the  mother 
of  all  market  measures,  dating 
back  to  1896,  but  the  S&P  is  the 
main  show.  It  represents  about 
75%  of  the  value  of  the  U.S. 
market.  Its  diverse  500  stocks  are 
worth  about  $13.6  trillion,  three 
times  more  than  the  Dew's  30. 
The  S&P  is  the  real  measure  of 
the  market's  health,  says  money 
manager  Manny  Weintraub, 
president  of  Integre  Advisors. 

InvesTech's  Stack  says  that  seeing 
the  S&P  climb  back  above  its  March, 
2000,  level  should  bring  closure  for 
many  investors— marking  clearly  the 
stock  market's  recovery  from  one  of  its  worst 
bouts  of  excess. 

Of  course,  investors  who  went  whole  hog 
on  tech  stocks  continue  to  hurt.  The  tech- 
filled  NASDAQ  stock  index  still  shows  a  49% 
loss  from  its  2000  peak.  -David  Henry 


STRESS  FACTORS 

PLEASE  DON'T 
PROMOTE  ME 

FOR  SOME,  climbing  the 
corporate  ladder  brings  on 
vertigo.  In  a  recent  survey, 
nearly  one  in  five  managers 
ranked  getting  a  promotion 
as  their  most  challenging  life 
event.  One  big  reason,  say 
researchers  at  Development 
Dimensions  International, 


which  conducted  the  poll  of 
785  business  leaders,  is  that 
40%  of  managers  get  little  or 
no  support  as  they  enter  their 
new  jobs,  according  to  the 
survey.  "It's  sink  or  swim," 
says  Matthew  Paese,  vice- 
president  at  the  Bridgeville 
(Pa.)-based  human  resources 
consulting  firm.  Even  more 
managers  may  express  such 
fears  in  the  near  future,  says 
Paese,  as  many  baby  boomers 
retire  and  leave  an  even 


bigger  mentoring  void  for 
executives  on  the  move. 
The  business  leaders 
surveyed  by  DDI  ranged  from 
line  supervisory  staff  to  those 
in  executive  suites,  including 
400  managers  outside  the 
U.S.  Promotion  was  ranked 
as  "most  challenging"  by 
19%  of  respondents,  followed 
by  bereavement  (15%), 
divorce  (11%),  moving  (10%), 
and  managing  teenage 
children  (9%).  -Joseph  Weber 
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SPOT-ON 


ARE  APPLE'S 
ADS  PITCH- 
PERFECT? 

Could  those  droll  Mac-vs.- 
PC  TV  ads  be  working  well 
enough  to  push  Apple's 
computer  sales  way  up? 
In  the  first  three  months  of 
2007,  Mac  sales  jumped 
36%,  to  1.52  million  units. 
That's  more  than  three 
times  the  industry's  growth 
average  of  11%  during  what 
is  usually  the  slowest  sales 
period  of  the  year. 

"I  don't  know  that  you 
can  tie  it  to  one  thing," 
says  Richard  Shim,  senior 
research  analyst  at  market 
intelligence  firm  IDC.  Apple 
is  benefiting  from  its  switch 
last  year  from  IBM  PowerPC 
chips  to  brawny  Intel-based 
chips,  he  notes,  a  change 
that  has  given  MacBook 
laptops  and  iMac  desktops 
the  processing  power  of 
Windows-based  rivals.  It's 
possible,  too,  that  glowing 
reviews  of  the  new  iPod 
and  iPhone  are  creating 
a  halo  effect.  Still,  Shim 
says,  the  "Hello,  I'm  a  Mac" 
commercials— which  poke 
fun  at  temperamental  PCs 
and  stress  the  Mac's  ease  of 
use— are  a  big  factor.  "It's  a 
really  great  ad  campaign  that 
has  opened  a  lot  of  people's 
eyes,"  he  says. 

-Cliff  Edwards 
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THE  TAXMAN 
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IS  NOT  AMUSED  P,", 

AS  THE  IRS  digs  into  the 
nation's  2006  tax  returns 
in  the  weeks  after  the 
filing  deadline,  they  may 
be  encountering  fewer  of 
the  creative  excuses  some  taxpayers  use  to 
avoid  paying  up.  Tired  cf  confronting  such 
arguments— what  the  agency  and  courts 
deem  "frivolous  positions"— the  IRS  issued 
a  "guidance"  for  taxpayers  in  March:  a  list 
of  "40  frivolous  positions  to  avoid"  when 
filling  out  tax  forms.  Among  the  most  popular 
in  past  years:  a  contention  that  taxpaying  is 
voluntary  or  that  income  can't  be  taxed  if  one 
deems  oneself  "a  citizen  of  an  individual  state" 
rather  than  of  the  U.S.  The  agency  says  people 
are  also  fond  of  asserting  that  they  can  "buy 
or  sell  the  rights  to  claim  a  child  for  purposes 
of  the  Earned  Income  Tax  Credit."  Others 
simply  write  "nunc  pro  tunc"  (Latin  for  "now 
is  then")  on  their  returns,  arguing  that  this 
makes  a  delinquent  return  timely. 
If  the  list  of  the  forbidden 


LEGAL  NOTES 

TRY  THIS  SUIT 
ON  FOR  SIZE, 
BOSS 

BULLIED  at  work?  Depending 
on  where  you  live,  you 
may  soon  be  able  to  file 
a  harassment  claim.  A 
half-dozen  states  from 
New  Jersey  to  Oregon  are 
considering  laws  that  would 
make  workplace  bullying 
an  "unlawful  employment 
practice"  and  give  victims  the 
right  to  sue  an  employer  that 
fails  to  prevent  it. 

The  draft  Oregon 
statute  defines  bullying 
as  "derogatory  remarks, 
insults  or  epithets,  physical 
conduct  that  a  reasonable 
person  would  find 
threatening,  intimidating  or 
humiliating,  or  the  gratuitous 
sabotage  or  undermining 
of  an  employee's  work 
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SEE YOU 
IN  COURT? 

Mean 
managers 
could  be 
in  for  it 


40  isn't  enough  to  cut  down  on  the  frivolity, 
there's  this:  The  fine  for  invoking  such  an 
excuse  on  a  tax  form  is  now  $5,000,  up 
from  the  $500  in  force  since  1982.  "There 
was  a  need  for  the  penalty  to  be  increased 
and  applied  in  a  broader  way,"  says  IRS 
spokesman  Eric  Smith.  Last  year  the  agency 
assessed  9,583  such  fines,  up  from  3,754 
in  2005,  Smith  says— largely  because  of  a 
spate  of  "zero  wage"  contentions:  taxpayers 
"correcting"  the  W2  or  1099  sent  by  their 
employer  to  show  "0"  under  "wages,  tips, 
and  other  compensation." 

Frivolous  filers  get  a  chance  to  refile  a 
proper  return  within  a  month,  Smith  says. 
If  they  pursue  the  matter  in  tax  court,  they 
could  pay  an  additional  fine  of  up  to  $25,000 

-Lindsey  Gerde 


performance."  The  preamble 
to  the  bill  cites  surveys 
and  studies  that  found 
16%  to  21%  of  employees 
"experience  health- 
endangering  workplace 
bullying,  abuse,  or 
harassment." 

David  Ritter,  a  Neal 
Gerber  Eisenberg  attorney 
in  Chicago  who  represents 
companies,  says  he  is  taking 
the  proposed  laws  seriously. 
He  notes  that  laws  barring 
hostile-environment  sexual 
harassment  (think  pin-up 
posters  and  suggestive 
remarks)  were  initially 
greeted  with  skepticism  but 
are  now  taken  in  stride  at 
most  companies.  Besides, 
Ritter  notes,  preventing 
meanness  on  the  job  makes 
business  sense.  "I'm  sure 
we  can  all  agree  that  good 
management  technique 
means  not  berating  your 
employees,"  he  says. 

-Michael  Orey 
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Today's  consumers  demand  an  increasingly  sophisticated,  but  easy  to  use, 
communications  experience— one  that's  tailored  to  meet  their  individual 
needs  and  enrich  their  lives.  Alcatel-Lucent's  user-centric  applications  offer 
the  rich  blend  of  services  that  consumers  and  enterprises  are  looking  for. 
Explore  user-centric  communications  on  Alcatel-Lucent.com 
Because  the  world  is  always  on. 
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PERKS 

Now  Available: 
The  Bodyguard  Bill 

HOW  MUCH  DOES  IT  COST  to  protect  a  top  executive? 
Judging  by  the  annual  crop  of  proxies— which  this  year 
disclosed  some  of  these  oudays  for  the  first  time  under 
new  Securities  &  Exchange  Commission  rules— the 
pricetag  varies  sharply.  It  takes  more  than  a  million  bucks 
to  keep  Amazon.com  CEO  Jeff  Bezos  safe,  while  Playboy 
Enterprises  Chief  Executive  Christie  Hefner  is  much  less 
expensive  to  guard.  -Michelle  Leder 


EXECUTIVE/COMPANY/TITLE 

COST 

DESCRIPTION 

)  JEFF  BEZOS 

Amazon.com 
CEO 

$1.2 
million 

Includes  incremental  cost 
of  security  and  protection 
provided  at  business 
facilities  and  for 
business  travel 

>  PATRICK  S00N-SHIONG 

Abraxis  BioScience 

Chairman  and  CEO 

$727,199 

Cars,  trained  security 
drivers,  residential  and 
24-hour  personal  and 
family  security 

)FRANKFERTITTAIII 

Station  Casinos 

Chairman  and  CEO 

$571,447 

Personal  security  services 

>  MAURICE  MARCIANO 

Guess? 

Chairman 

$158,478 

Home  security 

>  FRED  HASSAN 

Schering-Plough 

Chairman  and  CEO 

$134,000 

Bodyguards  and  other 
security  because  of 
threats  received  from 
animal-rights  activists 

> CHRISTIE  HEFNER 

Playboy  Enterprises 
CEO 

$17,401 

Paid  protection  services 

FILM  &  TV 

SLOW  FADE 
BEHIND 
THE  LENS 


IN  A  BARE-KNUCKLE  battle  that 
wouldn't  be  out  of  place  in 
parts  of  the  longshoremen's 
union,  Academy  Award- 
winning  cameraman 
Haskell  Wexler  is  vying 
to  replace  Steven  Poster 
as  president  of  Local 
600  of  the  International 
Cinematographers  Guild. 

The  campaign  issue: 
sleep.  Wexler,  81,  the 
cinematographer  of  One  Flew 
Over  the  Cuckoo's  Nest  and 
the  director  of  Medium  Cool, 
wants  to  shorten  the  15-  to 
18-hour  days  customary  for 
most  TV  and  movie  projects. 
He  has  mailed  every  member 
of  the  5,700-strong  local  a 
DVD  of  Who  Needs  Sleep?,  his 
2006  documentary  linking 
moviemaking's  long  hours  to 
illness  and  death— including 
that  of  a  cameraman  on 
Pleasantville  who  fell  asleep  at 
the  wheel  while  driving  home 
from  a  19-hour  shoot.  After  a 
similarly  long  day  in  the  late 
1990s,  Wexler  had  a  nonfatal 
accident  in  which  his  El 
Camino  flipped  over  (photo). 

Wexler  wants  his  union's 
parent,  the  International 
Alliance  of  Theatrical  Stage 
Employees,  to  negotiate 


12  hours  on  and  12  off. 
Incumbent  Poster,  63,  a 
cinematographer  whose 
credits  include  Daddy  Day 
Care  and  Stuart  Little  2,  argi 
that  Wexler's  campaign  wil 
further  alienate  the  union 
from  IATSE.  Last  year,  Wex 
led  an  unsuccessful  fight 
against  the  basic  agreemen 
IATSE  negotiated  with 
Hollywood.  "I've  known 
Haskell  since  1969,  and 
I  respect  him  immensely 
as  a  cinematographer," 
says  Poster.  "But  he's  out 
of  touch  with  the  working 
man,  and  what  he  is  doing 
is  counterproductive."  Says 
Wexler:  "I've  been  a  union 
man  for  52  years,  and  my  j< 
is  to  speak  for  the  workers. 
Ballots  were  sent  out  on 
Apr.  10,  with  results  to  be 
announced  on  May  16. 

-Ronald  Gro 


Data:  SEC  filings;  footnoted  org 


BLOGSPOTTING 

WATCH  THAT  REVOLVING  DOOR 

http://managementaschangeagent.blogspot.com/ 

»THIS  BLOG,  affiliated  with  Liberum  Research,  which  studies 
management  turnover,  focuses  on  churn  in  the  top  ranks  of 
publicly  traded  companies  and  speculates  on  the  implication 
for  investors.  Its  tagline:  "CEO  Change  Makes  a  Difference, " 
slyly  placed  above  headshots  pairing  former  Hewlett-Packard 
CEO  Carly  Fiorina  with  current  chief  Mark  Hurd.  Among 
recent  postings— written  by  Liberum  Director  Richard  Jacovi 
and  Andy  Pickup,  publisher  of  Liberum  parent  Wall  Street 
Transcript— is  one  dissecting  the  decision  of  Sony  PlayStation 
i  mentor  Ken  Kutaraji  to  call  it  quits.  -Lindsey  Gerdes 
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Best  friends  for  (longer)  life. 


Get  up  to  55  hours 
rechargeable  runtime  on 
many  USB  devices  with 
the  UPB10  Mobile  Power 
Pack -for  just '69.99! 


Up  to  55  hours  of  rechargeable  runtime  for  s69? 


iPods,  cell  phones,  your  BlackBerry, 
PSPs,  cameras  -  these  are  more 
than  conveniences  -  they're  day-to- 
day  essentials.  But  with  a  dead  bat- 
tery, these  essentials  are  useless. 
Which  is  why  APC  is  introducing 
the  Mobile  Power  Pack,  a  modern 
day  dynamo  that'll  keep  your  mobile 
devices  up  and  running  and  doing 
what  you  need  them  to  do. 

The  new  Mobile  Power  Pack  gives 
you  anywhere  from  2  to  4  times 

Find  APC  power  protection  products  at 
0^\      Office  depot. 

COMPUSA 


that  was  easy: 


normal  runtime,  depending  on  the 
device  -  so  no  matter  where  you 
are,  your  iPod  (or  whatever  it  is) 
won't  let  you  down. 

Sturdy  yet  small,  (the  Mobile  Power 
Pack  weighs  less  than  3  ounces) 
this  little  powerhouse  is  added 
insurance  that  whether  you're 
playing  tunes,  watching  movies,  or 
on  the  most  important  call  of  your 
life,  you'll  have  the  power  you  need. 


Out  of  box  compatibility 
with  USB  devices: 


iPods 

-  Cell  phones 

MP3s 

-  Cameras 

Sony PSPs 

-  BlackBerry 

[LAPTOPI 


Business  travel  shouldn't  include  trips  to  the  outlet 

Don't  forget  to  pack  these  Lightweight,  Portable  Power  Products  for  Notebooks. 


UPB50 

Up  to  4  hours  of 
additional  notebook  runtime 

Compact,  lightweight  design 


UPB70 

Up  to  6  hours  of  addi 
tional  notebook  runtime. 

Charges  and  powers  a  mobile 
device  via  USB  charging  port. 


Register  to  be  one  of  5  lucky  winners  to  receive  a 
FREE  Mobile  Power  Pack  (UPB10)  value  $69.99 

Visit  www.apc.com/promo  Key  Code  t850x  or  Call  888.289.APCC  x4466  or  Fax  401.788.2797 

©2007  American  Power  Conversion  Corporation  All  rights  reserved.  All  Trademarks  are  the  property  of  their  respective  owners, 
e-mail:  esupport@apc  com  .  132  Fairgrounds  Road.  West  Kingston.  Rl  02892  USA  •  AX4B06EFUSf 


Legendary  Reliability* 


upfront 


BRANCHING  OUT 


Four  Weddings 
And  a  Funeral 


AMERICA'S  FUNERAL  homes, 
losing  revenues  as  more 
families  choose  the  less 
costly  option  of  cremation, 
are  trying  to  get  a  new  lease 
on  life  by  booking  other 
events:  "celebrations"  of  the 
deceased,  business  meetings, 
reunions,  even  weddings. 
The  Smith  Mortuary  in 
Maryville,  Tenn.,  is  a  case  in 
point.  It  has  held 
a  wedding  almost 
every  weekend 
since  it  built  a  Life 
Event  Center  on 
its  property  two 
years  ago.  Sherrie 
Shuler,  the  center's 
event  services 
director,  says  most  couples 
aren't  troubled  by  the 
mortuary  across  the  lawn 
or  the  cemetery  down  the 
road— although  one  bride 
balked  at  the  thought  of 
getting  married  on  the  site 
of  her  grandfather's  funeral. 


At  funeral 

homes: 

Nuptials, 

meetings, 

reunions,  and 

'celebrations' 


"It's  not  really  an  issue," 
Shuler  says. 

All  across  the  country, 
funeral  homes— a  $12.1 
billion  business  in  2005, 
according  to  the  latest 
Census  figures— are  adding 
similar  reception  halls  to 
boost  sales  as  demand  dips 
for  traditional  burial.  The 
cost  for  in-ground  services 
can  reach  $7,000  or 
more.  Cremation, 
which  can  cost  one- 
fifth  of  that  when  no 
service  accompanies 
it,  is  already  used 
in  at  least  30%  of 
deaths,  a  figure 
expected  to  rise  to 
50%  by  2025,  according  to 
the  Cremation  Association  of 
North  America. 

While  a  family  might 
be  unwilling  to  drop  a 
few  thousand  on  a  lavish 
conventional  funeral, 
however,  many  are  willing  to 


spend  as  much  or  more  on  a 
customized  "celebration"  of 
a  loved  one's  life,  complete 
with  extras  like  a  video 
memorial,  a  prime  rib  dinner, 
or  a  champagne  fountain. 

That's  why  the  Musgrove 
Family  Mortuary's  chapel 
in  Eugene,  Ore.,  has  been 
resurrected  as  a  multipurpose 
"family  center,"  complete 
with  catering  kitchen  and  a 
12-foot  screen  for  multimedia 
business  (and  memorial) 
presentations.  Gone  are  the 
chapel's  pews  and  stained- 
glass  windows.  They  made 
it  look  like,  "well,  a  funeral 
home,"  says  co-owner  Mark 
Musgrove. 

Musgrove  says  he'd  also 


like  to  partner  with  a  law  fin 
to  assist  families  with  estate 
planning  and  wills.  Another 
possibility:  helping  to 
facilitate  travel  arrangemen; 
for  out-of-town  guests, 
perhaps  working  out 
partnerships  with  local  hote 
and  a  travel  agent. 

Branching  out  into 
services  for  the  living  makes 
sense,  says  Glenn  Gould 
of  MKJ  Marketing,  which 
specializes  in  the  death-care 
industry.  When  you  come 
right  down  to  it,  arranging 
weddings  isn't  all  that 
different  from  arranging 
funerals,  he  says:  "The 
business  of  a  funeral  home  il 
to  have  events."  -Kerry  Mill] 


QUESTION  OF 
THE  WEEK 

The  news  that 
MIT  Admissions 
Dean  Marilee 
Jones  falsified 
her  credentials 
prompts  us  to 
ask:  Can  decades 
of  good  work 
overcome  a  lie  told 
earlier? 


"Given  the  dean's 
position,  her  lie  was  of 
extreme  gravity.  But  I 
think  MIT  should  strike 
a  balance  between 
sanctions  and  recognition 
of  her  good  work." 

Cristina  Bicchieri,  professor, 

philosophy  and  legal  studies. 

University  of  Pennsylvania 


"When  someone  else 
reveals  the  lie,  it's  more 
difficult  to  overcome. 
What's  striking  is  the 
waste.  The  mistake  could 
easily  have  been 
corrected 


"Unfortunately,  a  lie 
that  monumental  will 
overshadow  the  fantastic 
work.  When  trust  is 
breached,  it's  hard  to 
regain  the  confidence 
ofpeers." 

Stella  linger,  MBA  student;  president, 

University  of  Michigan  chapter  of 

Michigan  Business  Women 
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A  people-ready  business  runs  on  Microsoft  software. 

How  can  your  people  turn  mountains  of  data  into  major  insights?  Give  them  the  right  tools.  Like 
Microsoft  Business  Intelligence:  solutions  that  give  your  people  real-time  views  of  your  business, 
so  they  can  make  better  decisions,  faster.  And  to  help  keep  everyone  on  the  same  page,  Microsoft 
Business  Intelligence  solutions  are  incredibly  intuitive.  Why  wouldn't  they  be?  They're  from  Microsoft. 
Software  for  the  people-ready  business!"  microsoft.com/peopleready 
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collects  data.  A  people ready  business 

knows  what  to  do  with  it. 
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We're  Live— with 
Insights  You  Can  Use! 

IN  THE  PAST,  I  must  confess,  I've  occasionally 
used  rivals'  Web  sites  to  research  the  perfor- 
mance of  companies  or  check  their  filings. 
BusinessWeek  had  an  entry  in  this  category, 
but  it  wasn't  state-of-the-art.  As  of  this  week, 
no  more!  J I  can  say  with  confidence  that 
BusinessWeek.com's  new  Company  Insight 
Center  is  the  most  useful  company  resource  on  the  subscriptior 
free  Web.  It  matches  or  beats  the  best  features  of  competing  site 


and  introduces  a  vast  array  of  additional 
information,  insights,  and  capabilities 
that  is  simply  spectacular— and  entirely 
proprietary.  The  new  Companies 
Channel  is  so  comprehensive  that  it 
nearly  quadrupled  the  number  of  pages 
on  BusinessWeek.com  when  it  went  live 
in  a  beta  version  on  May  2. 

It's  easy  to  compare,  and  I  invite 
you  to  do  so.  Does  the  site  you  use  for 
investment  research  provide  detailed 
information  on  42,000  public  companies 
and  320,000  private  companies  globally? 
Does  it  show  a  company's  listing  on  all 
major  stock  exchanges  worldwide?  Does 
it  let  you  chart  performance  against  key 
articles  written  about  the  company?  Does 
it  show  intersecting  relationships  among 
executives  across  public,  private,  and 
nonprofit  board  activities?  Ours  does. 

A  guide  to  this  latest  BusinessWeek 
innovation  is  on  pages  62-64.  It's  no 


accident  that  it  immediately  follows  our 
third  annual  list  of  the  25  Most  Innovati 
Companies.  The  innovation  rankings 
for  those  companies  are  noted  on  their 
Company  Insight  pages,  as  are  their 
showings  in  other  BusinessWeek  ranking' 

You'll  find  the  Company  Insight 
Center  at  investing.businessweek.com. 
Or  go  to  businessweek.com  and  type 
any  company's  ticker  symbol  into  the 
stock  quotes  box.  That  will  take  you  to 
the  opening  "snapshot"  page  for  the 
company.  Please  let  us  know  what  you 
think  by  e-mailing  us  at  bwfeedback@ 
businessweek.com.  We'll  make  changes 
to  reflect  your  needs  as  quickly  as  we  ca 
That's  the  beauty  of  the  Web. 
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Well,  we  can  think  of  one  way.  And  in  the  business 
world,  it's  proven  to  be  unusually  effective.  We 
call  it  the  Chicago  approach:  constantly  question, 
test  ideas,  seek  proof.  Put  it  to  work  in  your  career, 
and  watch  how  you  become  renowned  as  an 
audacious,  original  business  leader. 


Triumph  in  your  moment  of  truth. 


IE  UNIVERSITY  OF  CHICAGO  GRADUATE  SCHOOL  OF  BUSINESS    CHICAGO  LONDON  SINGAPORE    CHICAGOGSB.EDU 


ReadersReport 


As  India's  talent  wars  heat 
up,  companies  would  do 
well  to  emulate  [Accenture's] 
example... [of]  investing  in 
India  for  the  long  term. ' 


How  Accenture 
One-lipped  Bangalore 


w 


-John  Wood 
San  Francisco 
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BEING  A  GOOD  CORPORATE  CITIZEN 
HELPED  ACCENTURE  WIN  IN  INDIA 

"HOW  ACCENTURE  one-upped  Banga- 
lore" (Info  Tech,  Apr.  23)  was  enjoy- 
able, but  it  overlooked  a  critical  part  of 
Accenture  Ltd.'s  success.  As  it  rapidly 
expanded  its  employee  base  in  India,  it 
also  invested  in  Indian  nongovernmental 
organizations.  This  sent  a  strong  signal 
to  tens  of  thousands  of  potential  em- 
ployees that  Accenture  would  be  a  good 
corporate  citizen.  The  group  I  run,  Room 
to  Read,  opened  a  large  number  of  school 
libraries  and  computer  labs  in  poor  com- 
munities as  a  result  of  this  investment. 

As  India's  talent  wars  heat  up,  compa- 
nies would  do  well  to  emulate  this  exam- 
ple to  prove  to  potential  employees  that 
they  are  investing  in  India  for  the  long 
term  and  looking  out  for  the  country's 
continued  development. 

-John  Wood 
Room  to  Read 
San  Francisco 

SMALL-BUSINESS  OWNERS  ARE 
EAGER  FOR  HEALTH-CARE  REFORM 

THE  NATIONAL  SMALL  Business  Assn. 
is  the  nation's  oldest  nonpartisan  small- 
business  advocacy  group  and  has  been 
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pushing  for  broad  health-care  reform 
since  2004.  While  we  would  echo  some 
of  the  concerns  of  unfair  or  misappropri- 
ated fees  on  small  businesses  that  could 
accompany  certain  reform  proposals, 
small  businesses  are  absolutely  not  "op- 
posed to  change,"  as  "Stopping  reform 
before  it  starts"  (Health,  Apr.  16)  claims. 

In  2004,  two  years  before  the  land- 
mark Massachusetts  law  was  enacted,  we 
released  a  proposal  outlining  a  system 
that  would  require  all  individuals  to  have 
health  insurance,  provide  subsidies  for 
low-income  individuals,  establish  a  basic 
benefits  package,  set  limits  on  rating  and 
underwriting,  and  redefine  tax  incen- 
tives to  let  individuals  deduct  health-care 
costs.  A  recent  national  survey  shows  that 
more  than  two-thirds  of  small-business 
owners  would  support  such  a  system. 

Since  our  failing  health-care  system  is 
based  on  employer-provided  insurance, 
and  small  businesses  comprise  99%  of 
all  employers,  small  business  not  only 
supports  reform,  we  demand  it. 

-Todd  O.  McCracken 

National  Small  Business  Assn. 

Washington 

WHY  BUSINESS  NEEDS 
TRANSPARENCY  AND  OVERSIGHT 

"THE  NEW  BRAIN  DRAIN"  (The  Welch 
Way,  Apr.  23)  included  several  comments 
by  Jack  Welch  about  the  media  and  the 
public  despising  or  distrusting  business. 

As  an  investor,  I  personally  lost  nearly 
a  million  dollars  in  wages  and  stock  in- 
vestments involving  company  decisions 
that  would  warrant  mistrust.  Yet  I  do  not 
despise  business  leaders  or  the  CEOs  who 
run  those  companies. 

Still,  if  Welch  had  absorbed  the  devas- 
tating pension  and  investment  losses  that 
so  many  working  Americans  have  experi- 
enced, he  might  better  understand  why 
transparency  and  oversight  protection  is 
required  to  balance  the  playing  field. 

-Richard  Teremi 
Mattawan,  Mich. 


WANT  YOUR  STARBUCKS  LATTE 
IN  A  REAL  CUP?  JUST  ASK 

I  FELT  COMPELLED  to  respond  to  t 
letter  "At  Starbucks,  charisma— but 
mugs"  (Readers  Report,  Apr.  30)  regai 
ing  not  being  able  to  drink  coffee  out 
a  ceramic  coffee  cup  ("Saving  Starbuc 
soul,"  Marketing,  Apr.  9). 

I  visit  my  local  Starbucks  frequen 
and  always  have  a  pastry  and  my  moi 
ing  coffee  in  a  ceramic  cup.  A  custon 
only  has  to  request  a  ceramic  cup  wh 
ordering.  My  son,  a  former  barista,  tc 
me  about  the  secret  ceramic  cups  that ; 
available  for  in-house  use. 

-Rene  A.  D. 
Redondo  Beach,  Ca 

CARBON  EMISSIONS: 

IMPEDE  PROGRESS,  PAY  A  PENALT 

YOUR  STORY  "Climate  wars:  Episc 
two"  (Environment,  Apr.  23)  reports  ti 
"heavier  coal  burners.. .say  treating  ut 
ties  equally  would  give  the  lower  emitfc 
a  windfall."  That,  of  course,  is  the  poi 
Utilities  that  have  been  socially  cc 
scious  should  get  a  windfall.  Those  tl 
have  avoided  reducing  emissions  and. 
many  cases,  fought  dishonestly  agaii 
the  science  of  global  warming  deserve 
pay  a  penalty  for  their  poor  judgment, 
-John  Mitch' 
San  Jose,  Ca 

CORRECTIONS  &  CLARIFICATIONS 

In  "Can  she  fix  Fidelity's  lagging  sales?" 
(News  &  Insights,  May  7),  Edward  C.  "Ned 
Johnson  Ill's  age  was  incorrect.  Johnson 
turns  77  in  June. 

In  "Remade  in  the  USA"  (Global  Business, 
May  7),  the  name  of  Tim  Schaaff,  Sony's 
senior  vice-president  for  software 
development,  was  spelled  incorrectly. 

"A  closer  look  at  Cooper"  (Inside  Wall 
Street,  May  7)  should  have  said  Mark 
Kronenfeld  is  with  Ridgemark  Capital. 

"Doing  write"  (Up  Front,  Apr.  30) 
gave  subscriber  numbers  that  were 
provided  by  the  companies  for  each  of 
four  new  philanthropic  publications. 
Since  the  magazines  operate  under 
different  circulation  models,  total 
circulation  numbers  (newsstand  sales, 
if  any;  subscriptions;  and  controlled  and 
other  circulation)  provide  a  better 
across-the-board  comparison  of  each 
magazine's  reach.  Those  figures,  also 
provided  by  the  magazines,  are: 
Benefit:  50,000;  Contribute:  70,000; 
Good:  70,000;  Need:  21,000. 
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EXCELLENCE  IS  THE  BEST  INVESTMENT 


Associating  your  corporation  with  Titieist,  the  #1  ball  in  golf,  makes  a  strong  statement  about 
your  commitment  to  excellence,  on  and  off  the  course.  That's  always  a  smart  investment. 
You  can  choose  from  five  Titieist  golf  ball  models:  new  Pro  VI*  new  Pro  Vlx™  NXT*  Tour, 

NXr  and  DV  SoLo.  Titieist  provides  the  sophisticated  color  reproduction, 

reatlve  capabilities  and  highest  quality  standards  that  your  brand 

ieserves.  For  information  about  Titieist  logoed  golf  balls  and  custom 

wckaging,  contact  your  local  golf  shop  or  visit  tftleistcom/customball.     ? 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Kodak  Moments  for  Less 


A  few  years  back,  when  digital  photography  began  to  soar  in  popularity, 
printer  companies  naturally  assumed  there  would  be  a  similar  rush  into 
home  photo  printing.  While  sales  of  printers,  ink,  and  paper  have  shown 
steady  growth,  it's  nothing  like  the  explosion  in  camera  sales.  Kodak,  a 
name  that  once  dominated  photography,  aims  to  change  that. 


There  are  lots  of  reasons  printing  has 
lagged.  Back  when  everyone  was  shooting 
film,  prints  were  the  only  way  to  see  the 
results.  Now  you  can  view  pictures  on 
your  camera,  mobile  phone,  iPod,  laptop, 
or  TV.  And  if  you  still  want  prints,  if  s 
generally  simpler  and  cheaper  to  use  an 
online  service,  a  retail  photo  finisher,  or 
the  increasingly  popular  option  of  sending 
your  pictures  over  the  Internet  to  a  local 
Walgreen's  or  Ritz  Camera.  For  a  4x6-inch 
print,  such  outlets  typically  charge  15<t  to 
19<t,  compared  with  about  25<t  or  more  in  ink  and  paper  costs 
per  print  using  your  home  setup. 

After  watching  much  of  its  photo  mojo  disappear  during 
the  digital  revolution,  Kodak  wants  to  stage  a  comeback 
with  a  line  of  consumer  photo  printers  that  rewrite  the  price 
equation.  Instead  of  practically  giving  away  printers  and  then 
making  customers  pay  through  the  nose  for  ink  and  paper, 
Kodak  is  focusing  on  the  higher  end  of  the  home  market  and 
beating  competitors  on  the  price  of  supplies. 

The  results  are  pretty  impressive.  Kodak 
is  offering  three  all-in-one  printers  priced  at 
$150,  $200,  and  $300.  I'm  betting  the  $200 
EasyShare  5300  will  be  the  overwhelming 
favorite.  It  scans,  copies,  and  prints  from 
either  a  Mac  or  Windows  PC  or  from  memory 
cards  inserted  directly  into  the  printer— a 
great  convenience.  The  low-end  EasyShare 
5100  can't  print  directly  from  cards.  At  the 
top,  the  5500  adds  fax  capability. 

KODAK'S  BREAKTHROUGH  is  in  the  pricing  of  ink  and  photo 
paper.  A  bundle  consisting  of  a  black  ink  cartridge  and  a  five- 
color  photo  cartridge  for  the  EasyShare  costs  $22.  A  similar 
ink  supply  for  Hewlett-Packard's  $149  PhotoSmart  C3180 
all-in-one  costs  $35. 

For  the  best  results,  you  should  use  paper  designed  for  your 
printer.  Kodak's  paper  is  actually  slightly  more  expensive  than 
HP's,  $13.99  for  a  pack  of  100  4x6  sheets  of  Premium  Photo 
Paper,  compared  with  $11.24  for  the  comparable  HP  product. 
The  real  bargain  is  Kodak's  value  pack,  135  sheets  of  paper  and 
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new 
printers  can 
crank  out 
4x6s  for 
15$  apiece 


a  five-color  photo  ink  cartridge  for  $19.9S 
The  company  says  this  combination  will 
produce  4x6  prints  for  15<t  apiece.  Anotht 
bundle  takes  the  estimated  price  down  to 
dime  a  print,  but  it  uses  lower-quality  paj 
and  less  ink  to  produce  prints  noticeably 
inferior  to  what  you  would  get  from  a  lab 

I  found  the  EasyShare  simple  to  set 
up  and  use.  To  make  4x6  prints,  you  load 
the  paper  into  a  special  tray  and  slide  it 
in.  Larger  prints  require  replacing  the 
regular  inkjet  paper  in  the  main 
Ti"C  J1PYV  printing  tray.  A  code  on  the  bad 

of  each  sheet  tells  the  printer  th( 
type  and  size  of  the  Kodak  papei 
The  printer  cranks  out  about  tw 
4x6  photos  per  minute.  Nonpho 
pages  print  at  a  rate  of  32  per 
minute  for  black  only  and  22  pe: 
minute  for  color. 

Copying  and  scanning  were 
both  simple  on  the  EasyShare.  1 
photo-management  and  editing 
software  that  comes  with  it  struck  me  as  awkward 
and  somewhat  counterintuitive,  but  it's  easy  to  sw: 
other  software.  In  the  Mac  version,  Kodak  was  snu 
enough  simply  to  integrate  with  iPhoto. 

I'm  not  sure  all  of  this  will  lure  most  digital 
snapshooters  away  from  online  or  retail  services 
But  even  with  most  prints  produced  by  labs,  hor 
printing  is  a  lucrative  market.  HP  is  protecting  il 
turf  with  a  restructuring  of  ink  prices  that  will  lower  cos 
especially  for  heavy  users.  Whether  or  not  Kodak  strikes 
it  rich  in  this  market,  its  entry  looks  like  a  winner  for 


consumers. 


E-mail:  tech&you@businessweek.c 
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Creating  a  single  platform 
for  National  Grid's  multiple  buyers 
with  multiple  technologies. That's 


certainty 
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National  Grid,  that  owns  and  operates  an  array  of  electricity  transmission  and  gas  distribution 
operations  across  the  UK,  wanted  to  sell  four  of  its  gas  distribution  networks.  Timely  delivery  of 
quality  data  was  the  most  crucial  aspect  of  the  separation  process.  As  one  of  the  world's  fastest 
growing  technology  and  business  solutions  providers, Tata  Consultancy  Services  (TCS)  managed 
this  complex  data  migration  process  by  adapting  to  the  varied  technology  landscape  and 
extraction  schedule  of  each  buyer.  TCS  also  worked  with  other  vendors  and  built  a  common 
migration  platform  which  reduced  costs  and  simplified  the  process.  And  of  course,  enabled 
National  Grid  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 


To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 


MediaCentric 


BY  JON  FINE 


ABeloved  Mag's  Painful  Lessor 

Not  every  magazine  that  rarely  made  a  buck  and  died  young  gets  a  wet 
kiss  of  a  book  written  about  it,  so  tip  your  hat  to  Sassy  (1988-96),  the 
teen  title  whose  story  is  recounted  and  memorialized  in  Kara  Jesella  and 
Marisa  Meltzer's  new  How  Sassy  Changed  My  Life.  J  During  Sassy's  brief, 
underfunded  existence,  it  shot  to  a  circulation  of  800,000  pretty  quickly, 


but  didn't  score  ads  as  easily  (and  went  through 
three  owners).  Sassy  came  and  went  while  a 
subset  of  young  America  remade  media  via  indie 
music  labels  and  photocopied  'zines.  Despite 
its  glossy-mag  garb,  Sassy  resonated  with  this 
culture,  which  gave  the  mag  a  similar  secret- 
handshake  signifier  of  status  among  its  acolytes. 

There  is  something  heartbreakingly 
familiar,  something  very  "After 
School  Special,"  in  Sassfs 
saga.  Smart  young  outsiders 
start  something,  do  a  bang-up 
job— and  remain  marginalized 
by  the  mainstream.  Sassy  taught  a 
difficult  lesson  that  remains  valid: 
What's  culturally  significant  can  be 
lousy  business,  and  often  requires 
a  pivot  from  a  property's  founding 
vision  to  be  successful.  For  those 
who  bonded  most  intensely  with 
Sassy,  this  lesson  was  all  the  more 
painful  because  that  bond  was  so 
deeply  felt. 

PLAINLY  GEARED  TO  OUTSIDER  TEENS,  Sassy  was  born  in  a  pre- 
Web  world,  when  there  were  no  fancy  interactive  ways  to  find 
like-minded  souls,  back  when  such  teens  needed  a  campfire 
like  Sassys  to  encircle.  These  teens  found  each  other  with  a 
giddy  relief,  and  also  shared  a  grievance  against  those  not  in 
their  club.  Both  qualities  were  never  far  from  Sassfs  surface. 
These  traits,  and  being  simpatico  with  the  indie  movement, 
endeared  it  to  twenty-  and  thirtysomething  white  urban 
hipsters,  too.  This  ensured  geek-chic  status,  but  even  some 
Sassy-ites  wondered  how  hipster  cred  helped  a  magazine 
intended  for  a  mass-market  audience  of  teen  girls.  "I  don't 
think  it's  the  only  factor,  but  one  could  argue  that  Sassy 
cooled  itself  to  death,"  says  Kim  France,  a  former  staff  writer 
who  now  edits  shopping  magazine  Lucky. 

There  are  media  properties  that  mark  cultural  moments 
and  ones  that  go  on  to  become  good  businesses,  but  one  cold 
reality  about  mass  media  is  that  what  draws  purists  and  early 
adopters  is  often  not  what  equals  boffo  box  office.  Histories 


HIPSTER  CHIC 

Before  the  Web, 
a  meeting  place 
for  indie  girls 


of  other  zeitgeisty  magazine: 
confirm  this.  Wired,  which  I 
admire,  is  today  far  remove* 
from  the  utopianism  and 
^^^^m  outre  layouts  of  its  early 

issues.  Now,  much  of  it  is  about  business  and 
tech  toys.  Today's  Rolling  Stone  is  light-years 
away  from  its  overtly  underground  beginning! 
(Its  debut  issue  was  packaged  with  a  roach 
clip.)  Sassy^s  turn  toward  more  mainstream 
mores  was  clumsy  and  late,  courtesy  of  an 

owner  that  in  essence  (foolishly)  fired  al 
veteran  staffers.  Sassfs  founding  editoi 
Jane  Pratt,  who  now  hosts  a  talk  show 
on  Sirius  Satellite  Radio,  tweaked  her 
formula  when  she  started  young-womer 
tixlejane.  "I  made  a  conscious  decision 
to  do  a  different  kind  of  magazine— one 
that  was  an  alternative  to  what  was  out 
there,  but  in  such  a  way  to  be  appealing 
to  advertisers,"  she  says  today.  A  rare 
recent  teen-mag  hit,  CosmoGirU,  hit  it  big 
by  wrapping  Sassfs  geek-friendly  vibe  in  £ 
more  mainstream  sheen. 
Today,  an  autumnal  chill  has  descended 
on  teen  magazines  as  readers  flock  to  the  Web.  Two  of  Sassy 
three  main  rivals,  Teen  and  YM,  are  gone,  as  are  Teen  People 
and  Elle  Girl,  two  titles  that  followed  Sassy.  But  nothing, 
then  or  since,  looked  or  sounded  like  Sassy.  (Perhaps  they 
learned  from  Sassfs  failure  to  expand  a  tightly  proscribed 
niche.)  Pratt  recalls  conversations  with  Sassy-ites  in  which 
everyone  agreed  it's  better  to  be  a  fondly  remembered, 
defunct  magazine  than  "an  O.K.  magazine  that  sticks  aroui 
for  a  long  time."  In  the  end,  Sassy  was  a  band,  not  a  brand, 
moment,  not  a  media  business.  And  what  cultural  moment 
is  more  keenly  remembered  than  one  that's  irretrievably 
lost— one  you  can  pine  for  forever,  like  a  lovesick  teen  alone 
in  the  night?  O 
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I  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
www.businessweek.com/innovate/FineOnMedia 
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Executive  MBA 


An  intensive  online  program  including  face-to-face  periods,  in  Madrid  and  Shanghai,  with  about  90% 
international  participation,  building  your  career  without  breaking  away  from  it... These  are  some  of  the 
things  you  will  experience  on  the  International  Executive  MBA  at  IE  Business  School. 


Discover  the  difference. 


ONLINE  INFORMATION  SESSION 


May  16th 


To  register  for  the  Information  Session,  please  visit:  www.ie.edu/event 
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LISA  B.  CROSBY,  DIRECTOR  OF  BENEFITS,  TRINET 


USING  IS  BELIEVING. 

At  TriNet,  we  outsource  HR  services  to  over  a  thousand  technology,  financial  and  professional  services  companies.  TriNet 
is  both  a  Health  Net  customer  and  plan  sponsor.  We  needed  a  carrier  that  would  bring  superior  customer  service  and  provide 
web-based  consumer  tools  to  our  highly  compensated,  web-savvy  customer  base. 

One  of  the  tipping  points  for  selecting  Health  Net  is  their  Decision  PowerSM  program.  It  fills  the  breach  when  real  life  health 
incidents  happen.  Decision  Power's  24/7  "on  call"  response  system  answers  TriNet's  goal  of  providing  great  service  when- 
ever and  wherever  our  customers  need  it.  Their  web  tools  are  smart,  easy-to-use  and  relevant:  Evidence-based  medicine, 
hospital  comparisons,  independent,  objective  perspectives.  Bottom  line:  Decision  Power  helps  members  develop  informed 
questions  to  ask  their  medical  team  about  their  specific  condition.  Healthcare  needs  this.  And  Health  Net  has  it." 

For  more  information,  call  your  authorized  Health  Net  Broker  today.  Or  call  Health  Net  at  1  -800-447-881 2,  option  1 .  Or  visit 
www.healthnet.com 


Health  Net' 

A  Better  Decision 

27  YEARS  IN  BUSINESS    •    1 1  MILLION  MEMBERS    •    $1 2  BILLION  IN  ANNUAL  REVENUES 

Health  Net"  of  California,  Inc.,  is  a  subsidiary  of  Health  Net,  Inc.  Health  Net,  Inc.  s  HMO,  PCS.  EOA.  insured  PPO  and  government  contracts  subsidiaries  provide  health  benefits  to  1 1  million  members 
nationwide  through  group,  individual,  Medicare,  Medicaid  and  TRICARE  programs.  Health  Net,  Inc.  has  $12  billion  in  annual  revenues.  ©  2006  Health  Net  of  California,  Inc.  Health  Net®  is  a  registered 
trademark  of  Health  Net,  Inc.  Health  Net's  Decision  Power  is  a  service  mark  of  Health  Net,  Inc.  All  rights  reserved. 
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,  A  GRAPH  OR  A  REPORT. 


it's  walking  into  the  Sea  of  Cortes  at  sunrise, 


KAYAKING  WHILE  A  WHALE  BREACHES  IN  FRONT  OF  YOU 


IT'S  THE  SUN  DIPPING  BEHIND  A  MOUNTAIN  RANGE,  AGAIN  AND  AGAIN. 


IT'S  A  PLACE  WE  LIVE  IN,  A  PLACE  WE  HAND  DOWN  TO  OUR  CHILDREN, 


AND  THEIR  CHILDREN. 


&3 


IT'S  WHERE  THE  LAND  MEETS  THE  SEA.   IN  LORETO  BAY. 


Los  Angeles 

and  from  Phoeri, 

through  Hermo*il 


Come  home  to  Trie  Villages  of  Loreto  Bay  and  our  newest  neighborhoo 
Agua  Viva.   Located  in  Baja  Sur,  Mexico,   it's  a  place  of  uncommo 
beauty,    a   true   sense   of  community   and   a   total   commitment   t 
sustainability.  Here,  you'll  find  homes  with  close  ties  to  the  watei 
where  backyards  overlook  estuaries,  created  to  feed  and  sustair 
m  the  Sea  of  Cortes,  which  is  always  just  steps  away. 


live  rully  .  trei 


www.LoretoBay.coi 
866.309.213: 


WARNING:  THE  CALIFORNIA  DEPAI 
HENS  ON  THE-PROJECTdF  ANY),  ARRi 

PRACTICES  (If  ANY).;  TERMS,  CONDITION 
OR'TMPROVEMENTS.  IT  MAY  BE  ADVISE 
DEVELOPMENT  LAW  IN  THE  COUNTRY  W 


ilHIMilOUUM 


SCROW  PRACTICES,  CONTROL  OVER  PROJECT  MANAGEMENT,  RACIALLY  DISCRIMINATOR 
PUAL  ASSESSMENTS  (IE  ANY),  OR  THE  AVAILABILITY  OE  WATER,  SERVICES,  UTILITIES 

■ORMfpe  KNOWLEDGEABLE  PROFESSIONAL  WHO  IS  FAMILIAR  WITH  REAL  ESTATE  ANf 

.  CALIFORIBROKER  EDWIN  J.  RICKETTS.^? 
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Business  Slowdown? 
Don't  Count  On  It 

Vith  profits  strong  and  inventories  down,  capital  spending  should  rally 


2. 
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U.S.  ECONOMY 


As  2007  began,  everyone  was  worried  about  JjJ 

onsumers:  How  would  their  spending  hold  up  as  the  housing  slump  Q 

yore  on?  Well,  consumer  outlays  turned  out  to  be  the  economy's  Q 

tar  performer  in  the  first  quarter,  with  inflation-adjusted  spending  y** 
jrowing  a  healthy  3.8%,  measured  at  an  annual  rate.  Now,  in  the 


ake  of  some  puny-looking  numbers  on  capital 
jending,  economic  anxiety  has  turned  to  the  business 
ictor.  The  question  there:  Will  a  cooler  economy,  rising 
bor  costs,  and  a  pileup  of  inventories  cause  businesses 
)  slam  the  brakes  on  their  plans  to  expand  operations 
id  hire  more  workers? 

Clearly,  the  risks  surrounding  the  oudooks  for 
oth  businesses  and  consumers  remain  significant, 
ompletely  dismissing  them  would  be  foolhardy, 
specially  on  the  heels  of  the  government's  latest  report 
a  real  gross  domestic  product,  showing  the  economy 
rew  only  1.3%  last  quarter,  the  weakest  pace  in  four 
;ars.  Nevertheless,  some  good  news  from  the  quarter  is 
elping  to  allay  fears  of  a  business-led  retrenchment  that 
)uld  seriously  damage  the  economy. 

The  GDP  report  showed  business  oudays  for 
mipment  and  software  rebounded  last  quarter  after 
tiling  in  the  fourth.  It  said  the  drag  from  slower  growth 
i  business  inventories  lessened  considerably.  Plus, 
jrporate  earnings  are  coming  in  better  than  expected. 
11  this  bodes  well  for  continued  contributions  from  the 
usiness  sector  to  overall  demand,  production,  hiring, 
ad  wages  in  the  spring  and  summer. 

LSO  ENCOURAGING,  the  economy  outside  of  housing 
Dntinues  to  hold  up  well  (chart).  Excluding  the  one- 
ercentage-point  subtraction  from  GDP  growth  last 
uarter  because  of  a  17%  drop  in  residential  construction, 
le  rest  of  the  economy  grew  2.2%.  The  housing  drag  was 
nailer  than  in  the  fourth  quarter,  and  the  downdraft  in 
le  second  quarter  is  shaping  up  to  be  even  less. 

Moreover,  economic  growth  may  not  have  been 
3  meek  as  the  GDP  numbers  show.  March  data  on 
instruction  spending,  which  included  a  large  upward 
.'vision  to  February  oudays,  were  not  yet  available  when 
te  government  put  together  its  initial  GDP  estimate, 
hey  turned  out  stronger  than  the  statisticians  had 
ssumed.  In  fact,  given  the  stronger  pattern  of  other 
:onomic  data  at  the  end  of  the  quarter,  there's  a  good 
lance  the  second  report  on  growth,  due  on  May  31,  will 
e  an  improvement  over  the  initial  reading. 

Some  of  the  recent  weakness  in  business  spending 


PERCENT 


may  well  have  been  the  result  of  temporary  factors.  For 
example,  details  from  the  GDP  report  show  oudays  for 
equipment  rose  1.9%  last  quarter  after  dropping  4.8% 
in  the  fourth.  Spending  on  high-tech  gear  was  especially 
strong,  with  outlays  for  computers  and  peripherals  up 
more  than  30%.  That  gain  suggests  that  at  least  some 
of  the  fourth- quarter  weakness  was  related  to  delayed 
purchases  of  computers  prior  to  the  January  release  of 
Microsoft  Corp.'s  Vista  operating  system. 

OUTSIDE  OF  HIGH  TECH,  the  housing  downturn  is 
obviously  hurting  business  demand  for  construction 
equipment,  but  another  temporary  factor  may  also  be  at 
work:  New  environmental  guidelines  for  heavy  trucks, 
which  went  into  effect  on  Jan.  1,  appear  to  be  depressing 
outlays  for  transportation  equipment.  Spending  there 

has  declined  in  each  of 

Khe  Sohk0suosikng'         a*"""  ™.m  but 

will  most  likely  pick  up 
in  coming  periods. 

In  addition,  while 
homebuilding  is  in  a  rut, 
companies  are  plowing 
ahead  with  new  factories, 
offices,  and  warehouses. 
In  fact,  based  on  the 
March  construction 
report,  business  oudays 
for  new  buildings  last 
quarter  rose  by  more 
than  the  2.2%  rate  quoted  in  the  initial  GDP  report, 
perhaps  by  twice  as  much. 

Businesses  have  also  made  significant  progress  in 
cutting  back  inventories.  Slower  inventory  growth,  which 
subtracted  a  huge  1.2  percentage  points  from  the  fourth- 
quarter  GDP  rate,  robbed  only  0.3  points  from  the  first 
quarter.  This  adjustment  is  evident  in  the  firmer  tone  of 
reports  coming  from  the  manufacturing  sector. 

Not  only  did  factory  production  score  its  biggest 
advance  of  the  year  in  March  but  April  activity  looks 
stronger  as  well.  The  Institute  for  Supply  Management's 
index  of  industrial  activity  improved  to  54-7%  in  April, 
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REST  OF  the"  economy^ 

RESIDENTIAL  CONSTRUCTION 
'  '04         '05  Ob  07 

Data:  Bureau  of  Economic  Analysis,  Global  Insight  Inc.; 
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the  highest  reading  in  nearly  a  year,  pushed  up  by  faster 
gains  in  orders  and  output  (chart).  For  the  second 
month  in  a  row,  a  growing  share  of  companies  said  their 
customers'  inventories  on  hand  were  less  than  sufficient. 

PERHAPS  THE  MOST  COMPELLING  sign  of  the 

continued  health  of  the  business  sector  is  the  surprisingly 
strong  performance  of  first- quarter  profits.  Despite  a 
slowing  economy  and  rising  labor  costs,  the  earnings  of 
many  companies  are  beating  expectations. 

Profits  have  indeed  retreated  from  their  double- 
digit  pace  of  last  year,  but  growth  for  the  first  quarter 
is  shaping  up  in  the  high  single  digits.  Economists  at 
Citigroup  note  that,  of  the  companies  reporting  so  far, 
57%  are  showing  double-digit  gains,  and  that  excluding 
only  five  big  homebuilders,  earnings  growth  would  be 
about  a  percentage  point  higher. 

With  307  of  the  companies  in  the  Standard  &  Poor's 
500-stock  index  having  reported,  actual  reports  plus  the 
current  expectations  for  the  rest  suggest  an  earnings 
increase  for  the  quarter  of  7.2%,  according  to  Thomson 
Financial.  Before  the  reporting  season  began  on  Apr.  1, 
analysts  expected  growth  of  only  3.7%.  So  far,  68%  of 
companies  have  posted  better-than-expected  earnings, 
above  the  60%  average  historical  experience. 

Earnings  remain  sturdy  for  several  reasons.  First, 
despite  cooler  demand  in  U.S.  markets,  foreign  markets 
are  still  strong,  and  they  account  for  an  increasing 
share  of  U.S.  corporate  profits.  Solid  exports  are  lifting 
revenues,  and  the  dollar's  decline  is  boosting  earnings  as 
they  are  translated  back  into  dollars. 


THE  FACTORY  SECTOR 
IS  GETTING  STRONGER 

!      „  PERCENT  REPORTING  IMPROVEMENT 


Also,  companies  are  keeping  a  tight  leash  on  labor 
costs.  Despite  faster  growth  in  wages,  companies 
continue  to  slash  benefits  costs.  According  to  the  Labor 
Dept.'s  employment  cost  index,  such  costs  actually 
declined  in  the  first  quarter  for  the  first  time  since  the 
agency  started  keeping  records  in  1980.  Benefits  costs 

had  reached  a  peak 
growth  rate  of  11% 
annually  in  the  first 
quarter  of  2004,  and  th 
have  been  slowing  sinci 

At  the  same  time, 
productivity  growth 
among  businesses 
outside  of  homebuildin 
seems  to  be  holding  up 
Given  that  residential 
construction  has  fallen 
about  17%  from  a  year 
ago,  with  housing  sectc 
jobs  down  only  about  4%,  it  would  appear  a  big  portion 
of  the  overall  slowdown  in  productivity  over  the  past  ye. 
has  been  the  result  of  weakness  in  home  construction. 
Outside  of  housing,  efficiency  gains  are  helping  to  offse 
rising  wage  costs  and  lift  earnings. 

So  despite  last  quarter's  tepid  GDP  growth,  businesse 
and  consumers  appear  to  be  weathering  the  maximum 
force  of  the  housing  slump  fairly  well.  That  means  as 
the  housing  drag  lessens,  the  economy  will  be  in  a  good 
position  to  post  stronger  growth  in  the  second  half  of  th 
year  than  it  did  in  the  first.  ■ 
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THE  NUMBERS 


Growth:  More  Than  Meets  the  Eye 


THE  U.S.  ECONOMY  may  not  be 

as  weak  as  it  looks.  While  real  gross 
domestic  product,  the  popular  gauge 
of  economic  growth,  is  slumping, 
another  measure  of  economic  activity 
called  gross  domestic  income  (GDI) 
remains  strong.  It  could  be  a  sign 
that  real  GDP  is  understating  growth. 

The  economy  as  measured 
by  GDP,  including  expenditures 
on  all  goods  and 
sen  id  changes 

in  inventories, 
expanded  in  the  first 
quarter  by  2.1%  i"rom 
the  previous  year.  For 
all  of  2006,  GDP  < 
3.3%.  Meanwhile, 
real  GDI,  which 
includes  wages  and 
corporate  profits,  was 
up  3.9%  in  2006. 
First-quarter  figures 
won't  come  out  until 


TWO  VIEWS  OF 
THE  ECONOMY 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


St  GROjS  DOMESTIC  PRODUCT 
■  GROS::  DOMEETIC  INCOME 
>i  ION  ADJUSTED) 
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the  end  of  May,  but  personal  income 
data  over  the  first  three  months  of 
2007  already  show  an  acceleration 
in  wages  and  salaries,  which  makes 
up  about  half  of  all  GDI. 

In  theory,  GDP  and  GDI  should 
be  equal.  These  two  tallies  of 
economic  activity  are  akin  to  double 
entry  accounting  where  oudays 
and  receipts  balance  out.  In  reality, 
deficiencies  in  data 
collection  mean 
the  numbers  often 
diverge.  For  example, 
quarterly  GDP  figures 
are  initially  based 
on  monthly  survey 
data  from  the  Census 
Bureau  that  may  not 
provide  a  thorough 
measure  of  output, 
while  Labor  Dept. 
figures  used  for  early 
estimates  of  wages 


'07 
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do  not  include  bonuses  and  stock 
options,  says  Carol  Moylan,  chief  of 
the  National  Income  &  Wealth  Div. 
the  Bureau  of  Economic  Analysis. 

If  s  possible  that  GDI  is  giving  a 
better  picture  of  economic  growth. 
A  more  complete  accounting  of 
economic  activity  covering  the  past 
three  years  is  due  out  in  late  July. 
That's  when  the  BEA  releases  its 
annuatrevisions  using  Internal 
Revenue  Service  figures  and  more 
comprehensive  annual  Census 
Bureau  data. 

If  real  GDP  growth  is  revised 
upward,  that  could  help  solve  the 
puzzle  as  to  why  the  labor  market 
continues  to  look  tight.  Such  an 
outcome  would  most  likely  keep  the 
Federal  Reserve  focused  on  potentis 
inflation  pressures  and  help  quell  at 
remaining  concern  surrounding  the 
health  of  the  economy.  ■ 

-By  James  Mehri, 
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Go  global. 


Georgia 

georgia.org 


Georgia  is  your  connection  to  the  /world.  A  place  where  companies  have  a  global  reach.  Home  to  the  world's  number  one 
airport— with  nonstop  flights  to  more  than  40  international  cities,  the  fastest-growing  port  on  the  East  Coast,  and  more 
than  1,600  internationally  owned  businesses,  Georgia  is  ready  to  help  your  company  do  business  with  the- world. 
Contact  the  Georgia  Department  of  Economic  Development  at  404.962.4006.  Visit  georgia.org.  Put  your  dreams  in  motion. 
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HOW  NOW,  MR.  MURDOCH? 

Media  mogul  Rupert  Murdoch  has  never  made  a  secret  of  his  desire  to  own  the  ultra- 
prestigious  Wall  Street  Journal.  Finally  he  pounced.  On  May  1,  CNBC  broke  the  news 
that  Murdoch  two  weeks  earlier  sent  a  letter  to  the  Dow  Jones  board  offering  60  a 
share,  or  $5  billion,  for  the  struggling  company,  a  nifty  66%  premium. 

That  wasn't  enough  for  the  controlling  Bancroft  family.  A  trustee  for  the  family  soon 
said  it  was  disinclined  to  sell— at  least  at  the  current  offer.  Few  figured  that  was  the 
last  word.  Murdoch,  who  has  a  habit  of  getting  what  he  wants,  could  boost  his  offer. 
Other  parties  could  jump  in,  though  Murdoch  may  have  already  bid  more  than  Dow 
Jones  is  worth  to  anyone  else.  He  may  be  especially  enthralled  by  theJournaFs  Web  site, 
with  930,000-plus  paying  subscribers,  and  the  company's  possible  synergies  with  his 
upcoming  Fox  Business  Channel. 

See  "Crazy  like  a  fox,"  page  32  wain*  "Smoking  out  suitors  for  Dow  Jones," 
businessweek.  com/go/tbw 


Browne's  Sudden  Exit 

As  if  BP  hadn't  suffered  enough 
PR  disasters  in  the  past  year, 
CEO  John  Browne  quit  on 
May  1  after  losing  a  court  batde 
to  prevent  London's  The  Mail 
on  Sunday  from  revealing 
details  about  his  relationship 
with  a  young  Canadian,  Jeff 
Chevalier.  The  resignation  cost 
Browne,  59,  some  $31  million 
in  severance  and  other  benefits. 
He  was  succeeded  by  Anthony 
Hayward,  who  was  scheduled  to 


become  CEO  in  July. 

See  "The  real  scandal  at  BP," 

page  98  U535B&  "bp's  Browne 

bows  out  early," 

businessweek.com/go/tbw 


Patent  Landmarks 

Two  weighty  patent  rulings 
flowed  from  the  Supreme  Court 

on  Apr.  30.  The  first,  involving 
automobile  gas  pedals,  may 
stem  the  tide  of  so-called  junk 
patents  that  critics  say  have 


been  issued  and  upheld  by 
courts  in  recent  years.  In  the 
other,  the  court  sided  with 
Microsoft  against  AT&T  in  ruling 
that  damages  are  not  available 
under  U.S.  law  for  foreign 
duplication  of  software. 
See  "A  Higher  hurdle  for 
inventors, "  page  38 


tenacious.  Cablevision  System's 

founding  Dolan  family  won 
in  their  third  try  to  take  the 
Bethpage  (N.Y.)  company 
private  when  its  board  on  May 
2  accepted  a  $10.6  billion  cash 
bid.  The  deal  gives  the  Dolans 
control  of  3  million  cable 
subscribers  as  well  as  Madison 
Square  Garden,  the  nhl's 
Rangers,  and  the  Knicks. 

: 

Growth  Takes  a  Breather 

The  economic  news  wasn't  as 
bad  as  it  first  looked.  Sure,  the  ; 
Commerce  Dept.  said  on  Apr.  2/ 
that  the  economy  grew  at  an 
annual  rate  of  just  1.3%  in  the 
first  quarter,  the  slowest  in  foul  I 
years.  One  culprit:  sluggish 
residential  construction.  But 
economists  expect  an  upward 
revision,  to  a  still-soft  1.8%. 
One  bright  spot:  a  rebound 
in  spending  by  business  on 
equipment  and  software.  And 
consumers  are  still  spending 
more  than  they  earn. 


» 
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Fannie  Makes  Progress 
Fannie  Mae's  May  2  securities 
filing  shows  how  far  the 
company  has  come  since 
regulators  forced  it  to  restate 
earnings  in  late  2004.  Include 
in  the  596-page  release  is  a 
laundry  list  of  past  "material 
misapplications"  of  accounting, 
rules,  more  than  66  errors 
in  all.  Fannie  is  nowjust  13 
months  behind  in  its  SEC 
disclosures,  compared  with 
three  years,  and  it  reported 
$6.3  billion  in  profits  for 
,  2005— a  26%  surge  from  200' 
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The  Dolans  Do  It 

If  only  their  sad-sack  Knicks 
basketball  team  were  this 


The  New  Delta 

When  Atlanta-based  Delta  Air 
Lines  flew  into  bankruptcy  19 
months  ago,  it  was  a  money  p 
with  wings.  Delta  emerged  on 
Apr.  30  transformed,  having 
slashed  its  payroll,  streamline 
its  fleet,  and  built  out  foreign 
routes  so  that  40%  of  revenue 
now  come  from  higher-margi: 
international  traffic.  Still,  witr 
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:  economy  slowing  and 

d  prices  rising,  the  nascent 

:overy  of  airlines  like  Delta 

iy  get  nipped. 

H&  "Delta  gets  a  lift  on  its 

dit  rating," 

sinessweek.com/go/tbw 


and  lots  of  stock  options, 
according  to  a  proxy  statement. 
\wm&  "MeetAT&fs  new  boss," 
businessweek.com/go/tbw 


lother  Bourse  Hookup 
inkfurfs  Deutsche  Borse, 

lose  romancing  of  partners 
5  often  been  rebuffed,  at  last 
ind  a  willing  mate.  On 
r.  30  it  said  it  would  pay 
.8  billion  for  New  York- 
sed  International  Securities 
:hange  (ISE).  That's  a  nearly 
%  premium,  but  a  deal 
uld  boost  DB's  dominance 
the  fast-growing  derivatives 
irket.  And  unlike  the  London 
ick  Exchange,  ISE  is  willing, 
ris-based  NYSE  Euronext  is 
nored  to  be  pondering  a  bid. 


World  Bank  Scuffle 

After  days  of  contrition, 
embattled  World  Bank 
President  Paul  Wolfowitz  turned 
combative  as  he  fought  to 
keep  his  job.  On  Apr.  30 
he  dismissed  as  "bogus" 
allegations  that  he  violated 
conflict-of-interest  rules  by 
helping  his  companion  win  a 
promotion  and  pay  raise,  but 
didn't  rule  out  stepping  down 
if  cleared  of  wrongdoing. 


hitacre's  Package 

IT  CEO  Ed  Whitacre  said 
sdbye  on  Apr.  27  after  44 
us  at  the  company.  He  built 
:  nation's  largest  telco  and 
w  hands  over  the  job  to  COO 
idall  Stephenson.  He  sure 
.'t  leaving  empty-handed: 
s  retirement  package 
nes  to  nearly  $159  million, 
ditional  perks  include 
4,000  in  annual  car  benefits, 
5,000  in  country  club  fees, 


Sayonara,  Kutaragi-san 

Zap!  There  goes  Sony's 
Ken  Kutaragi,  papa  of  the 
PlayStation.  On  Apr.  26, 
Kutaragi,  who  built  the  unit 
from  scratch,  said  he  would 
step  down  by  summer.  His 
departure  comes  five  months 
after  his  protege,  Kazuo  "Kaz" 
Hirai,  assumed  day-to-day 
management  of  the  $9  billion 
business.  Sony  hopes  to  turn 
the  PS3  from  a  pricey  gaming 
machine  into  the  ultimate  Net- 
linked  entertainment  system 
and  revive  the  unit's  profits. 
MiHUI»  "Game  on  for  Sony 
PlayStation's  new  chief," 
businessweek.  com/go/ tbw 


NATIONALIZATIONS  OF  THE  WEEK 

)uring  a  rousing  May  Day  ceremony  featuring  Russian  MiG 
ghter  jets  and  army  troops,  Venezuelan  President  Hugo  Chavez 
eized  control  of  remaining  foreign-run  oilfields  and  vowed  to 
xpand  state  command  of  the  economy  as  part  of  his  socialist 
evolution.  "Today  we  have  finally  buried  10  years  of  oil 
pening  [to  foreigners]— the  Orinoco  oil  belt  is  ours,  free  and 
sovereign!"  Chavez  told  a  red-shirted  throng.  ExxonMobil, 
Chevron,  ConocoPhillips,  BP,  France's  Total,  and  Norway's 
Statoil,  which  have  invested  a  total  of  $17  billion  in 
Venezuela,  were  forced  to  hand  operating  control  of 
their  projects  to  state  monopoly  PDVSA.  Although 
their  expertise  as  now-minority  partners  is  needed 
to  extract  and  upgrade  the  superheavy  oil,  some  may 
pack  their  bags.  Negotiations  over  compensation 
could  prove  sticky:  Chavez  said  he  may  sue  the 
oil  giants  for  "damaging  oil  wells"  and  "violating 
their  contracts."  The  fiery  leader  also  announced 
Venezuela's  withdrawal  from  the  World 
Bank  and  International  Monetary  Fund 
and  says  he  may  bid  adios  to  the 
Organization  of  American  States. 
BliUlii*  "Chavez'  May  Day  takeover  of 
oil  assets,"  businessweek.com/go/tbw 
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in  America. 


Sprint  Mobile  Broadband 
covers  2x  more  U.S.  cities  than 
Cingular's  BroadbandConnect. 
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Do  more  on  the  nation's  largest 
mobile  broadband  network. 
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Nexlel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are  trademarks 
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POWER  PLAYS 


Murdoch's  bid  to 
get  his  hands  on 
The  Journal  may 
seem  foolishly 
pricey,  but  he's 
got  his  reasons. 
Inside  Murdoch's 
surprise  attack  on 
Dowjones. 

BY  TOM  LO WRY, 
RONALD  GROVER, 
&  JON  FINE 


32  !  BusinessWeek  I  May  14,  2007 


.IKE  A  FOX 


LISTEN  TO  RUPERT  MURDOCH  RUMIN- 
ating  about  The  Wall  Street  Journal  barely 
three  months  ago:  "I'm  worried  about  it," 
the  News  Corp.  CEO  told  BusinessWeek.  "I'd 
do  something  different  to  what  they  have 
done....  I  think  The  JournaFs  opportunity  is 
that  it  has  a  wonderful  brand  and  that  it  could  really 
go  after  The  New  York  Times  on  significant  world  and 
national  news.  This  is  me  theorizing  about  it.  I  don't 
think  we'll  ever  get  it.  I  don't  think  they'll  sell  it." 

Talk  about  lulling  a  target  into  a  false  sense  of  secu- 
rity. Stunning  the  entire  reporting  staff  of  the  Journal, 
as  well  as  the  usually-plugged-in  worlds  of  private 
equity  and  public  media  companies,  Murdoch  con- 
firmed on  May  1  that  he  was  offering  $60  a  share  for 
The  Wall  Street  JournaFs  parent,  Dow  Jones  &  Co.  Car- 
rying a  trade-halting  premium  of  66%  over  the  stock 
price  at  the  time  of  the  bid,  the  $5  billion  offer  was 
calibrated  to  make  it  excruciatingly  difficult  for  Dow 
Jones'  controlling  shareholders,  the  Bancroft  family, 
to  turn  it  down.  Murdoch  knew  that  even  the  most 
richly  endowed  private  equity  houses  would  have  a 
hard  time  matching  the  bid,  focused  as  they  are  on 
quick  returns— never  really  an  issue  for  Murdoch. 

And  the  timing  was  classic  Roop.  Longtime  Dow 
Jones  CEO  and  Murdoch  pal  Peter  Kann  had  just 


left  the  board.  Kann's  successor,  Rich- 
ard Zannino,  15  months  into  his  tenure, 
"has  done  a  good  job  of  engineering  a 
turnaround,"  says  John  Linehan,  a  fund 
manager  at  T.  Rowe  Price,  which  owns 
15%  of  Dow  Jones'  outstanding  shares. 
"The  trajectory  is  favorable,  and  Rupert 
saw  that.  You'd  rather  make  the  bid  early, 
rather  than  late  in  the  game." 

Still,  $60  a  share  for  a  company  that 
some  media  watchers  figure  was  fully 
valued  at  $36.  Why  would  the  wily 
Australian-born  mogul  be  willing  to  pay 
so  dearly  for  a  print-heavy  company  at 
a  moment  when  newspapers  are  losing 
readers  and  advertisers?  The  answer  takes 
you  into  a  very  Murdochian  world  that 
combines  legacy,  a  quest  for  respectability, 
and  an  unerring  instinct  for  what's  at  the 
heart  of  business  and  economic  power. 

Murdoch,  76,  has  long  evinced  a  talent 
for  peering  around  corners.  That  has  al- 
lowed him  to  build  a  global  media  empire 
that  encompasses  newspapers,  satellite 
television,  the  Web,  a  movie  studio,  and 
book  publishing.  Last  year,  News  Corp. 
generated  $2.3  billion  in  net  income  on 
$25.3  billion  in  revenues,  both  up  nicely 
from  the  previous  year.  The  company  has 
amassed  an  $5.4  billion  cash  hoard— a 
nice  thing  to  have  when  the  boss  is  in  an 
acquisitive  mood. 

Today,   Murdoch   sees   a   globalized 
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world  where  financial 
information  is  the  coin 
of  the  realm.  The  2005 
acquisition  of  MySpace 
signaled  a  late-life  con- 
version to  the  power  and 
possibilities  of  the  Web. 
And  each  morning  as  he 
read  The  Wall  Street  Jour- 
nal, Murdoch  dreamed 
of  exploiting  the  news- 
paper's high-caliber  busi- 
ness journalism  and  de- 
ploying it  to  nourish  his 
online,  satellite,  and  tele- 
vision properties,  which 
this  autumn  will  include 
the  Fox  Business  Chan- 
nel. "Rupert  wakes  up  in 
the  morning  and  thinks 
about  how  he  can  change  the  media 
world  and  where  there  are  white  spaces," 
says  Peter  Kreisky  of  Boston-based  Kre- 
isky  Media  Consultancy.  "He  had  a  plan 
that  made  [the  Dow  Jones]  assets  worth 
more  than  they  would  in  just  about  any- 
one else's  hands." 

Then  there  are  the  personal  reasons. 
Murdoch  mostly  owns  low-  and  middle- 
brow media  properties— from  the  New 
York  Post  to  Fox  News.  How  satisfying  to 


JAMES  MURDOCH  urged 

Dad  to  buy  MySpace 


have  in  his  hands  the  most 
respected  business  news- 
paper in  America,  whose 
editorial  page  meshes  neat- 
ly with  his  own  world  view. 
What's  more,  Murdoch  be- 
lieves he  and  his  organiza- 
tion have  a  role  to  play  in 
shaping  the  debate  on  the 
world's  pressing  issues.  He 
has  strong  views  on  taxes, 
war,  domestic  and  foreign 
policy,  and  more.  Murdoch 
has  built  his  empire,  in 
part,  by  assiduously  court- 
ing the  powerful.  The  Jour- 
nal could  be  an  invaluable 
tool  of  influence. 
■  From    the    very    start, 

Murdoch  has  been  more 
consumed  with  vision  than  numbers. 
Chastised  by  Wall  Street  for  most  of 
his  business  life  for  taking  on  debt  and 
giving  short  shrift  to  investors,  Mur- 
doch's modus  operandi  has  always  been 
straightforward:  find  places  where  en- 
trenched rivals  have  grown  lazy  or  where 
the  more  timid  fear  to  tread. 

In  the  1980s,  Murdoch  was  eager  to  take 
on  the  then-Big  Three  TV  networks.  With 
typical  bravado  and  an  almost  pathologi- 


cal disregard  for  risk,  Murdoch  hooked 
with  junk  bond  king  Michael  Milken  a 
in  1985  plunked  down  a  then-hefty  $2 1 
lion-plus  to  buy  seven  TV  stations  in  ma 
markets.  The  outsize  leverage  contribu 
to  a  near-death  experience  for  News  Coj 
which  five  years  later  came  close  to  goi 
under.  But  the  company  survived,  a 
Murdoch's  instincts  proved  prescient.  ] 
Fox  network,  launched  in  1986,  can* 
edgy  programming  that  appealed  to  you 
viewers  and  gave  the  established  netwo 
agita.  Not  long  after,  Murdoch  once  ag, 
confounded  his  critics  by  paying  rn 
than  $1  billion  to  steal  from  CBS  the  rig 
to  show  National  Football  League  gan ' 
on  Sundays. 

Murdoch— keen  as  always  to  influei 
public  discourse— sensed  a  profou 
displeasure  among  middle-Ameria ' 
with  establishment  TV  and  the  way 
cognoscenti  cover  politics.  So  he  crea 
an  entirely  new  TV  vernacular  with  I1 
News,  which  zoomed  past  CNN  in  ' 
ratings  and  has  had  an  outsize  influei ' 
on  U.S.  politics  ever  since. 

NOBODY'S  PERFECT 

OCCASIONALLY,  Murdoch's  crystal  U 
has  failed  him.  In  the  late  1990s  he 
came  enchanted  by  the  potential  that  a  1 


The  Empire  Builder 

A  few  setbacks  aside,  the  global 
Murdoch  juggernaut  rolls  on 
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■*  $5B  BID  FOR  WSJ 

Baroote  vtegfr  Neivs  0«p,'s  Dow  Jones  otter 


Purchases  New  York 
Post  for  $30  million. 
Although  he  sells  off 
the  paper  in  1988 
to  buy  TV  stations, 
he  reacquires 
it  in  1993.  Despite 
circulation  gains  from 
splashy  stories,  the 
tabloid  continues  to 
lose  money. 


\&  1985 

Buys  seven  TV 
stations  from 
Metromedia  for  over 
$2  billion.  Combined 
with  20th  Century 
Fox  studio,  the 
stations  become 
launching  pad  for 
creation  of  Fox 
Television  Network. 


^  1988 

Spends  $3  billion  to 
buy  TV  Guide.  Merges 
it  with  TV  interactive 
company  Gemstar. 
Amid  charges  of 
accounting 
irregularities  at 
Gemstar,  News  Corp. 
takes  $6.1  billion 
writedown  for  its 
41%  stake  in  2002. 
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BID  Murdoch 
timed  it  carefully 


uld  do  more  than 
st  beam  shows 
to  living  rooms, 
le  idea  that  the 

erage  Joe  could  somehow  interact  with 
5  Sony  Trinitron,  ordering  clothes  or  a 
zza  with  a  click  of  his  remote,  intrigued 
tn  so  much  that  he  allowed  himself  to 
sweet-talked  by  another  media  mogul: 
tin  Malone.  A  titan  of  TV  distribution  in 
5  own  right,  Malone  convinced  Murdoch 
merge  News  Corp.'s  TV  Guide  holdings 
th  the  little-known  Gemstar  Interna- 
»nal.  The  firm  made  electronic  guides 
help  cable  subscribers  scroll  through 
annels.  It  was  one  of  Murdoch's  rare 
ps.  Not  only  was  the  idea  way  ahead 
its  time  but  Gemstar's  stock  collapsed 
lid  accusations  of  accounting  irregu- 
ities.  In  2002,  News  Corp.  took  a  $6.1 
lion  writedown  on  that  investment. 
If  one  trait  defines  Murdoch,  it  is  a 
Uingness  to  walk  away.  Consider  his 
ief  flirtation  with  satellite  TV  in  the  U.S. 
iving  bought  a  38%  stake  in  DirecTV 
2003  as  a  way  to  distribute  his  shows 
d  avoid  being  beholden  to  the  cable 
mpanies,  Murdoch  did  an  about-face 
ree  years  later,  agreeing  to  sell  the  stake 
len  it  became  clear  that  the  Web  was  the 
itform  of  the  future. 

By  then,  Murdoch  had  paid  $580 
million  for  MySpace,  a  price  that 
had  jaws  dropping  among  his  fellow 
moguls  in  Old  Media.  But  Murdoch, 
who  was  counseled  on  the  deal  by 
son  James,  saw  the  social-networking 
site  as  a  key  promotional  vehicle  for 


Fox's  properties— from  The  Simpsons  to 
X-Men— to  MySpace's  young  members. 
On  top  of  that,  Murdoch's  competitive 
juices  were  flowing:  Early  on,  the  News 
Corp.  CEO  told  associates,  he  intended  to 
beat  Viacom  and  its  octogenarian  Chair- 
man Sumner  Redstone,  who  had  also  ex- 
pressed an  interest  in  the  site.  In  the  end, 
Murdoch  had  even  his  doubters  believing, 
especially  after  Google  offered  $900  mil- 
lion over  three  years  to  provide  its  search 
services  to  MySpace. 

As  he  recognized  the  opportunities  on- 
line and  felt  a  clear  void  in  his  global 
empire  where  business  news  should  be, 
Murdoch  last  year  began  reconsidering  a 
move  on  Dow  Jones.  TheJournaFs  redesign 
that  rolled  out  last  fall  bothered  him,  as 
did  a  strategy  to  put  breaking  news  stories 
online  rather  than  in  print.  In  Murdoch's 
view,  shorter  news  stories  are  what  create 


excitement  and  urgency  for  readers. 

For  a  while,  Murdoch  largely  kept  his 
Journal  appetites  to  himself.  He  didn't  con- 
sult his  inner  circle,  which  includes  Presi- 
dent and  COO  Peter  Chernin,  CFO  David 
DeVoe,  and  Roger  Ailes,  who  heads  Fox's 
news  operation  and  is  a  conservative  Mur- 
doch soulmate.  Nothing  surprising  there. 
When  it  comes  to  big  moves,  Murdoch 
keeps  his  own  counsel.  The  decision  to  go 
after  Dow  Jones,  says  one  intimate,  "was 
pure  Rupert.  He  came  in  one  day  [in  April] 
and  said,  'It's  time.'"  He  then  consulted 
with  Robert  Thomson,  editor  of  the  Times 
of  London  and  a  fellow  Aussie,  who  some 
suggest  may  end  up  running  the  Journal. 

Murdoch,  who  had  watched  the  long, 
tortuous  sale  of  the  Tribune  Co.,  told  De- 
Voe he  wanted  a  knockout  bid.  "Family 
owners  are  never  easy  to  deal  with,"  says 
a  Murdoch  associate— no  small  irony 


Launches  Sky  TV  satellite 
service  with  four 
channels  in  Britain. 
Merges  the  next  year  with 
money-losing  British 
Satellite  Broadcasting. 
Despite  losing  more  than 
$2  billion  and  pushing  his 
company  into  crisis, 
BSkyB  today  is  Britain's 
largest  pay-TV  service. 


Spends  $525  million 
for  63.6%  stake  in 
Hong  Kong-based  Star 
TV.  The  satellite 
television  operation 
today  beams  News 
Corp.  programs  to  300 
million  people  in  53 
countries. 


\mem'  2003 

After  bowing  out  of  a 
bidding  war,  pays  $6.8 
billion  for  38%  stake  in 
satellite  TV  operator 
DirecTV.  Realizing  the 
Web  is  the  future, 
Murdoch  sours  on  the 
U.S.  satellite  business 
and  sells  the  stake. 


\4  2005 


Spends  $580  million  to 
buy  social-networking 
site  MySpace.com. 
Sales  surge  toward 
$1  billion  in  2007  on 
huge  traffic  growth 
and  increased  ad  sales. 
Google  covers 
purchase  price  with 
$900  million  search 
contract. 


me*  2007 

Makes  audacious  bid 
for  Dow  Jones  as  a  way 
to  leverage  the 
powerful  Wall  Street 
Journalbra.nd  across 
multiple  platforms, 
including  the  soon-to- 
be-launched  Fox 
Business  Channel. 
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there.  "And  Rupert  wanted  to  scare  off 
potential  private  equity  bidders." 

While  a  bidding  war  could  still  erupt, 
few  on  Wall  Street  or  in  media  circles 
believed  such  a  thing  will  come  to  pass. 
"I  thought  Dow  Jones  was  fully  priced  at 
$36,"  says  Norman  Pearlstine,  a  former 
managing  editor  of  The  Wall  Street  Jour- 
nal and  now  a  senior  advisor  to  the  pri- 
vate equity  firm  Carlyle  Group.  "It  would 
be  awfully  expensive  for  anyone  to  take  a 
look  at  it.  We're  all  just  saying,  Wow!'" 

'THINK  ABOUT  IT' 

MURDOCH'S  NEXT  chore  will  be  trying 
to  identify  sympathetic  and  persuadable 
members  of  the  Bancroft  family,  which 
holds  voting  control  of  the  company.  On 
May  1  director  and  family  representative 
Michael  B.  Elefante  stated  that  a  Bancroft 
bloc  with  the  shares  to  turn  down  the  bid 
would  vote  to  do  so.  Governance  experts 
say  that  in  a  company  with  a  dual-stock 
structure,  there's  little  legal  recourse  for 
investors  if  the  family  spurns  News  Corp.'s 
advances.  But  the  family  does  not  vote 
monolithically  and  has  a  history  of  harbor- 
ing dissenters.  Moreover,  time  and  again 
Murdoch  has  shown  willingness  to  pay 
up  for  assets  he  craves.  "There  is  plenty  of 
time,"  he  told  Fox's  Neal  Cavuto.  "And  we 
just  take  it  calmly  and  hope  that  they  will 
take  it  calmly  and  think  about  it." 

Assuming  Murdoch  wins  over  the 
Bancroft  family  and  gets  his  hands  on 
Dow  Jones,  what  happens  now?  Mur- 


ZANNINO  The  new  Dow  Jones  CEO  may 
have  affected  Murdoch's  timing 


doch  isn't  offering  many  clues  right  now, 
but  you  can  see  one  easy  move  would  be 
to  share  Journal  and  Dow  Jones  News- 
wires  stories  with  his  more  than  175 
newspapers,  both  in  print  and  online; 
perhaps  launch  Journal-branded  TV 
programs  through  his  various  channels 
across  the  globe.  Or  why  not  even  brand 
his  new  cable-TV  business  channel  with 
a  powerful  name— Wall  Street  Journal 
TV?  Some  suggest  he  might  even  seek 
other  acquisitions  in  financial  informa- 
tion. Consultant  Kreisky  and  a  former 
News  Corp.  executive  both  believe  in 
time  he  may  even  make  a  run  for  the 
London-based  Financial  Times  to  create 


an  even  stronger  worldwide  present 

Digitally,  both   online   and   throu;, 
video-on-demand  on  TV,  Murdoch  m 
tailor  financial  information  for  investo 
particularly  using  Dow  Jones'  Barrov 
publication,  the  newswires,  and  its  Facti  j 
database.  What's  more,  Dow  Jones'  hig 
er-end  readership  could  be  exploited  b] 
recent  acquisition  made  by  Fox  Inter;  ,< 
tive  Media,  a  behavorial  tracking  firm  tf 
helps  point  advertisers  to  certain  grou  \ 
with  particular  habits  and  tastes.  "Rup<  ] 
is  already  putting  the  pieces  together  ij 
make  a  huge  online  advertising  play,"  ss  j 
Ken  Doctor,  a  lead  analyst  with  newsp  \ 
per  consultancy  Outsell  Inc.  "If  he  g<j 
Dow  Jones,  he  would  have  one  of  the  1;  ] 
missing  pieces  [in  terms  of  audience]."] 

Meanwhile,  Murdoch  has  opportuni 
ties  in  print  as  well.  The  Journal  n(  I 
gets  about  half  as  much  ad  revenue  p  | 
copy  as  The  New  York  Times,  according  I 
Deutsche  Bank.  But  by  combining  D<| 
Jones'  properties  with  his  own,  Murdoj 
will  have  the  opportunity  to  "sell  i| 
ally  compelling  cross-platform  packag  i 
which  are  in  vogue  with  advertisers,"  S£ I 
Maggie  Knoll,  a  senior  partner  and  prj 
director  at  MindShare,  a  WPP  Grot 
owned  media  planning  firm.  "This  cov 
provide  advertisers  with  access  to  pow 
houses  across  all  types  of  media.  Witi 
the  business  sector,  there's  nobody  U 
that."  She  said  it  would  be  fair  to  comp; 
what  Murdoch  would  be  able  to  offer 
business  to  what  ESPN  offers  in  sports. 

Murdoch  believes  he  has  another 
years  in  him;  after  all,  his  mother  ji' 
turned  98.  "I  expect  to  be  running  ti 
company  as  long  as  I  still  have 
marbles,"  he  told  BusinessWeek  last  ye 
But  the  succession  issue  can't  be  brush 
aside.  Most  people  believe  one  of  1 
three  children  from  his  second  marriai 
will  inherit  the  throne. 

Which  one  has  been  the  subject  of  liv 
debate  for  years— including  around  1 
Murdoch  Thanksgiving  table.  Eldest  s< 
Lachlan,  35,  still  a  News  Corp.  direct 
bolted  from  the  company  two  years  bi 
after  he  knocked  heads  with  Ailes,  i 
News  Corp.  insiders.  Most  bets  are 
James,  34,  who  runs  the  BSkyB  satellite 
business  in  Britain  and  is  said  to  be  vi 
much  in  the  mold  of  the  old  man.  The  w 
card  is  Murdoch's  current  wife,  Wei 
Deng,  who  has  two  young  children  w 
the  mogul  and  could  complicate  the  si 
cession  should  her  husband  suddenly  d 

You  can  be  sure  Murdoch  is  not  dwelli 
on  such  matters.  He's  got  an  acquisitior 
get  done  and  a  digital  future  to  build. 

-With  Lauren  Young,  Emily  Thornt 
and  Burt  He 
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PATENTS 


A  HIGHER  HURDLE 
FOR  IHVENTORS 

Has  it  become  too  easy  to  win  and  defend 
patents?  The  Supreme  Court  says  yes 


BY  MICHAEL  OREY 

LAST  NOVEMBER,  JUST  AS 
he  was  getting  ready  to  pre- 
side over  a  trial  in  a  patent 
lawsuit,  Judge  Joseph  J.  Far- 
nan  Jr.  of  the  Federal  Dis- 
trict Court  in  Delaware  hit 
the  pause  button.  Because 
the  U.S.  Supreme  Court  was  on  the 
verge  of  deciding  a  big  case  that  could 
influence  the  outcome  of  the  dispute  in 
his  Wilmington  (Del.)  courtroom,  Far- 
nan  ordered  a  delay  to  see  how  the  high 
court  would  vote. 

The  Supreme  Court  case,  KSR  Inter- 
national Co.  v.  Telefkx  Inc.,  attracted  a  far 
broader  audience  than  the  parties  before 
Farnan.  Even  though  KSR  involved  the 
most  mundane  of  products— car  gas 
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pedals— a  broad  swath  of  American 
business  had  lined  up  on  both  sides. 
More  than  a  dozen  hardware,  software, 
pharmaceutical,  biotech,  e-commerce, 
and  consumer-product  companies  filed 
briefs  to  try  to  sway  the  justices.  The 
broad  question  holding  everybody's  at- 
tention: Has  it  become  too  easy  to  obtain 
and  defend  patents? 

In  a  unanimous  Apr.  30  opinion,  the 
high  court  decided  that  it  has.  And  the 
decision  could  be  one  of  the  most  sig- 
nificant business  cases  of the  last  decade. 
The  specifics  in  KSR  involved  a  funda- 
mental issue  in  patent  law— how  to  de- 
termine when  an  invention  is  "obvious." 
This  determination  lies  at  the  heart  of 
whether  many  patents  are  granted,  and 
if  they  are,  whether  they  will  stand  up 


B 


Ii 


to  challenge  in  court.  If  the  U.l 
Patent  &  Trademark  Office  or  tr 
courts  find  a  claimed  advance 
obvious,  it  goes  down  in  flame; 
if  it  is  not  obvious,  it  is  eligible  i 
win  a  20-year  monopoly  via  a  pa 
ent.  The  patent  asserted  by  Telefle 
against  KSR,  the  Supreme  Cou 
found,  was  invalid  because  it  w; 
an  obvious  combination  of  tw 
preexisting  inventions. 

GAMESMANSHIP 

PUTTING  THE  abstruse  analys 
of  patent  proceedings  aside,  tr 
underlying  aim  of  the  obviou 
ness  doctrine  is  to  assure  that  on 
true  inventions,  not  frivolous  < 
incremental  advances,  are  awards  j* 
protection.  As  Justice  Anthony  B 
Kennedy  wrote  in  the  KSR  opinioi 
"The  results  of  ordinary  innov 
tion  are  not  the  subject  of  excli  *i 
sive  rights  under  the  patent  laws  f 
With  the  U.S.  now  firmly  rooted 
a  knowledge-based  economy,  the  ii| 
are  few  more  important  issues  fi*  el 
many  companies  than  intellectual  «f 
property  rights.  Disputes  over  pairi' 
ents— who  has  a  right  to  fence  who! 
out  of  particular  products— have  becom:  k 
vital  strategic  battles. 

In  the  view  of  a  number  of  critics,  tl  io 
rules  of  engagement  prior  to  the  KS 
decision  had  become  skewed  in  faviJb 
of  granting  weak  patents.  The  resifre 
was  litigation  gamesmanship,  with  son  if] 
entities  known  pejoratively  as  "pate:* 
trolls"  wielding  questionable  patents  Jo 
extract  payouts  from  larger  compani<iiol 
in  court.  Big  companies,  including  Tex; 
Instruments  Inc.  and  BellSouth  Cor 
(now  AT&T),  also  have  mined  their  pa>*'isi 
ent  portfolios  and  sought  riches  by  taJ 
ing  alleged  infringers  to  court.  Othenpn 
such  as  Cisco  Systems  Inc.,  began 
amass  patents  by  the  thousands,  in  paints 
to  use  defensively  as  bargaining  chips  I  UK 
litigation.  The  strategy  was  called  "mi 
tually  assured  destruction"— if  som  tec 
body  sued  them  over  one  patent,  thim 
would  countersue  over  five  others. 

The  Supreme  Court  ruling  appears  Jm 
send  a  strong  signal  to  lower  courts 
be  more  aggressive  in  rejecting  incr 
mental  advances  or  simple  combinatioi  ptii 
of  preexisting   inventions  as  obviou 
Reverberations  from  the  decision  we 
immediate.  On  May  1,  Internet  phoi  ken 
company  Vonage  Holdings  Corp.  askf  ays 
a  federal  appeals  court  to  vacate  an  i)  pun 
fringement  verdict  Verizon  Communic 
tions  Inc.  had  won  against  it  that  cou  itti 
imperil  Vonage's  business. 


In  the  case  before  Judge  Farnan,  Pow- 

Integrations  Inc.  has  already  won 
ruling  that  Fairchild  Semiconductor 
iternational  Corp.  infringed  four  of  its 
itents  on  semiconductor  devices  used 

power  supplies  for  such  things  as 
:11  phones  and  laptop  computers.  But 

proceedings  set  for  June  4,  Fairchild 
ill  have  an  opportunity  to  argue  that 
)wer  Integrations'  patents  are  invalid, 

part  because  they  are  obvious.  Bas  de 
lank,  one  of  Fairchild's  attorneys  in 
enlo  Park,  Calif.,  sees  the  KSR  decision 
;  strengthening  his  client's  hand.  "It's 
:rtainly  a  very  important  decision  for 
urchild  and  all  defendants  involved 

patent  litigation,"  de  Blank  says.  Not 
irprisingly,  Power  Integrations'  coun- 
1  sees  it  differently,  saying  KSR  won't 
feet  the  outcome  of  the  case. 

The  varying  views  companies  have 
1  the  outcome  in  KSR  have  a  lot  to  do 
ith  the  kind  of  businesses  they're  in. 
iM  and  Cisco  rushed  to  praise  the  ver- 
ct.  "We  think  the  court  has  gotten  it 
a;ht,"  says  David  J.  Kappos,  head  of  in- 
Uectual-property  law  for  IBM.  "We've 
en  a  proliferation  of  very  marginal  or 
ivial  patents  in  recent  years."  At  times, 
appos  said,  when  IBM  has  wanted  to 
eate  a  new  product  or  service,  "we 
ould  find  ourselves  blocked"  by  ques- 
mable  claims. 

Technology  companies  commonly 
:al  in  products  that  can  each  be  cov- 
ed by  hundreds  or  even  thousands 
'patents  (a  laptop,  for  example).  That 
akes  these  companies  vulnerable  to 
:ing  held  hostage  by  someone  who 
)lds  a  patent  on  one  tiny  component 
id  are  thus  likely  to  favor  rules  that 
ake  it  easier  to  defeat  patent  claims, 
sco  General  Counsel  Mark  Chandler 
>plauded  the  ruling:  "The  patent  sys- 
m  needs  to  reflect  true  innovation, 
id  when  it's  too  easy  to  obtain  pat- 
its...it  tends  to  drive  litigation  without 
novation." 

Not  everybody  is  cheering.  For  phar- 
aceutical  companies,  a  single  patent 
l  a  drug  molecule  can  be  the  well- 
tring  of  billions  of  dollars  in  revenue, 
rugmakers  also  like  to  tweak  existing 
■oducts  to  make  longer- acting  "new" 
les  and  merge  old  drugs  into  combi- 
ition  pills,  then  patent  these  "inven- 
ims"  as  well.  A  ruling  like  KSR  may 
lake  challenges  to  patents  based  on 
jch  enhancements  easier  to  mount. 
[lys  Hans  Sauer,  intellectual-property 
jiunsel  for  the  Biotechnology  Industry 

ganization  in  Washington:   "We're 

t  totally  thrilled."  ■ 
-WithArlene  Weintraub  in  New  York 


INVESTIGATIONS 


TOXIC  JACK  STRIKES  AGAIN 

The  Abramoff  scandal  may  widen  as  further 
allegations  of  public  corruption  emerge 


BY  EAMON  JAVERS 

APRIL  WAS  A  CRUEL 
month  for  people  once 
close  to  convicted  lob- 
byist Jack  Abramoff: 
Two  members  of  Con- 
gress are  being  inves- 
tigated by  the  FBI  be- 
cause of  their  dealings  with  him.  Two  of 
the  lawmakers'  former  staffers  resigned 
from  their  current  jobs  in  the  wake  of 
the  scandal.  A  third  former  Capitol  Hill 
aide  pleaded  guilty  to  a  public  corrup- 
tion charge  stemming  from  his  job  ne- 
gotiations with  Abramoff. 

Why  the  sudden  surge?  Two  main 
factors  seem  critical.  First,  the  Justice 
Dept.'s  Public  Integrity  Section,  which 
handles  corruption  cases,  is  finally 
emerging  from  a  prolonged  period  of 


Abramoff  Action 

The  former  lobbyist  is  behind  bars,  but  the  federal 
probe  into  his  activities  has  heated  up  lately. 

PLAYER: 

RECENT  ACTION: 

REP.  JOHN  DOOLITTLE 

R-Calif. 

FBI  raid  of  his  wife's 
business,  which  did 
fund-raising  and  event 
planning  for  Abramoff. 
Doolittle  denies  wrongdoing. 

REP.  TOM  FEENEY 

R-Fla. 

Questioned  by  FBI  about  trip 
to  Scotland  with  Abramoff. 
Feeney  denies  wrongdoing. 

MARK  ZACHARES 

Former  Capitol  Hill 
staffer 

Pleaded  guilty  to  a  public 
corruption  charge. 

staff  turnover.  After  a  two-year  stretch 
during  which  four  other  people  held  the 
job,  William  M.  Welch  II  took  over  as 
head  of  the  section  in  March,  bringing 
stability  and  decisiveness. 

Meanwhile,  the  number  of  lower- 
level  figures  in  the  scandal  who  have 
agreed  to  cooperate  with  investiga- 
tors has  reached  critical  mass.  And 
Abramoff  himself,  sitting  in  a  federal 
prison  in  Cumberland,  Md.,  continues 
to  cooperate  with  prosecutors,  giving 
the  government  numerous  leads.  The 
investigation  thus  far  has  resulted  in 
the  indictment  or  guilty  pleas  of  11 
former  officials  and  lobbyists,  all  Re- 
publican. In  the  coming  months,  de- 
tails of  several  new  public  corruption 
investigations  are  likely  to  become 
public,  sources  say. 

The  spate  of  activity  in  the 
Abramoff  case  comes  at  a 
time  when  Attorney  General 
Alberto  Gonzales  has  been 
under  fire  from  Capitol  Hill 
for  the  dismissal  of  eight  U.S. 
Attorneys.  Some  people  famil- 
iar with  the  Abramoff  matter 
have  suggested  privately  that 
the  push  may  somehow  relate 
to  Gonzales'  plight— perhaps 
as  an  effort  to  salvage  his 
reputation.  Others  dismiss 
the  idea.  "It's  too  simple  to 
assume  that  an  event  in  one 
place  is  a  trigger  in  another," 
says  Abramoff  s  lawyer,  Abbe 
D.  Lowell.  ■ 

-With  Lorraine  Woellert 
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ASSET  MANAGEMENT 


HEDGE  FUND  FEES: 
THE  PRESSURE  BUILDS 

As  fund  performance  weakens,  some 
investors  are  seeking  ways  to  cut  expenses 


BY  MATTHEW  GOLDSTEIN 
AND  STEVE  ROSENBUSH 

VER  SINCE  HEDGE  FUNDS 
came  into  vogue  a  decade 
ago,  the  so-called  2-and-20 
has  been  the  standard  for 
fees.  Investors,  who  pony 
up  a  2%  management  fee 
and  20%  of  the  profits  each 
year,  haven't  had  much  reason  to  quib 
ble.  Few  other  investments  have  en- 
joyed outsize  gains  year  after  year. 
But  amid  weak  performance,  the 
debate  over  expenses  is  heating  up. 
Last  year  the  average  hedge  fund 
gained  12.9%  after  fees,  according 
to  Hedge  Fund  Research  Inc.  The 
Vanguard  500  mutual  fund,  which 
tracks  the  Standard  &  Poor's  500-stock 
index  and  charges  investors  a  slim  0.18% 
of  assets,  jumped  15.1%.  "We  have  no 
problem  paying  high  performance  fees 
for  a  manager's  selection,  but  we  find 
taking  on  average  market  risk  inherendy 
unsatisfying,"  said  Russell  Read,  chief 
investment  officer  of  the  $225  billion 
California  Public  Employees'  Retirement 
System,  at  a  recent  conference. 

CalPERS  and  other  institutions  aren't 
walking  away.  But  high-net-worth  indi- 
viduals, at  least,  think  they  have  better 
options.  A  study  by  Spectrem  Group, 


Cost  Crunch 

Some  of  the  ways  hedge  fund 
investors  are  trying  to  get  around 
the  standard  "2-and-20": 


AGREEING  TO  longer  lockup  periods  in 
exchange  for  reduced  charges 


USING  THEIR  size  to  negotiate  lower 
prices 


PUBLICLY  pressuring  funds  to  cut  fees 


Don  t  expect 
funds  to  roll 
back  prices 
en  masse 
just  yet 


SAC  Capital's  Cohen 
doesn't  need  to  negotiate 


a  Chicago  consulting  firm,  found  that 
27%  of  the  nation's  wealthiest  house- 
holds—those worth  more  than  $25 
million— own  hedge  funds,  down  from 
38%  in  2005.  "In  most  cases,  [manag- 
ers] don't  deliver  enough  to  justify  their 
fees,"  says  Robert  Discolo,  head  of  hedge 
fund  securities  at  AIG  Global  Investment 
Group.  "Most  funds  are  doing  things 


that  can  be  replicated  much  cheaper." 
With  the  market  maturing  and  com- 
petition for  investors'  dollars  increasing 
some  hedge  funds  are  realizing  that  one 
size  does  not  fit  all.  A  growing  crop  ot 
managers  now  offers  another  share  class: 
one  that  cuts  costs  for  investors  who  com- 
mit to  keeping  their  money  in  the  fund  foi 
three  years  instead  of  the  usual  one-yeai 
lockup  period.  For  example,  the  Lauruf 
family  of  funds,  a  $1.6  billion  hedge  func 
complex  that  specializes  in  private  place 
ments  by  small  companies,  lowers  tht 
expenses  on  one  of  its  new  funds  to  ; 
1.5%  management  fee  and  15%  of  profit* 
in  exchange  for  a  three-year  commit 
ment.  The  $300  million  Sheffield  Asse; 
Management  has  a  similar  arrangement  | 
Both  follow  the  lead  of  $6  billion  Satellite 
Asset  Management,  one  of  the  first  fund; 
to  introduce  a  second  share  class. 


SIDE  LETTERS 

THE  BIGGEST  institutional  investors  cai 
also  use  their  financial  clout  to  muscl 
their  way  into  special  deals.  Investor 
employ  so-called  side  letters  to  negotiat 
everything  from  lower  fees  to  increase' 
disclosure  on  a  fund's  holdings.  That' 
controversial,  since  it  essentially  gives  cei 
tain  shareholders  preferential  treatmen 
But  Ron  S.  Geffher,  a  New  York  lawye 
who  represents  many  hedge  funds,  say 
"some  savvy  investors  require  them. 
Such  moves  may  only  become  mor 
commonplace  as  new  hedg 
funds  and  kindred  product 
enter  the  fray.  Late  last  yea 
Wall  Street  investment  firm 
Goldman,  Sachs  &  Co.  an 
Merrill  Lynch  &  Co.  rolled  oi 
several  low-cost  vehicles  th; 
use  quantitative  tools  to  en 
ate  a  portfolio  that  mimics  tr 
returns  of  such  alternative  ii 
vestments.  Investment  firm  h 
dexIQ  Inc.  launched  a  simil; 
offering  in  March  with  annu 
expenses  of  just  1%. 
Don't  expect  hedge  funds  to  roll  bac 
prices  en  masse  just  yet.  For  one  thin 
big  investors  have  few  places  to  park  the 
billions.  Indeed,  despite  disappointing  r 
turns,  hedge  funds  still  took  in  about  $( 
billion  in  the  first  quarter  of  2007,  abo 
half  what  the  industry  collected  in  all 
2006.  Most  are  betting  they'll  defy  d 
odds  and  pick  winners.  If  s  the  reason  tc 
performers  such  as  Steven  A-  Cohen 
SAC  Capital  Advisors  can  charge,  on  oi 
fund,  a  3%  fee  and  keep  35%  of  proft 
Says  Catherine  Banat,  president  of  const 
tant  C3  Capital:  "The  best  managers  doi 
need  to  negotiate  and  won't."  II 
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THE  WORLD'S  FIRST  QUAD-CORE  PROCESSOR  FOR  MAINSTREAM  SERVERS. 

With  four  energy-efficient  processor  cores  and  Intel*  Visualization  Technology,  Quad-Core  Intel  Xeon® 
Processor  5300  series  delivers  the  most  headroom  for  visualization  on  a  2P  server*  Now  you  can  maximize 
system  utilization  and  reduce  costs  by  seamlessly  consolidating  your  server  resources,  all  while  getting  record- 
setting  performance.  Learn  why  great  business  computing  starts  with  Intel  inside.  Visit  intel.com/xeon 
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News   Insights 


COMMENTARY 


BY  MICHELLE  CONLIN 


Cheating-or  Postmodern  Learning? 

Duke's  B-school  scandal  points  up  the  fuzzy  ethics  of  a  collaborative  world 


ON  APR.  27,  THE  DEAN  OF 
Duke's  business  school  had 
the  unfortunate  task  of  an- 
nouncing that  nearly  10%  of 
the  Class  of  2008  had  been 
caught  cheating  on  a  take -home  fi- 
nal exam.  The  scandal,  which  has  cast 
yet  another  pall  over  the  leafy,  Goth- 
ic campus,  is  already  going  down  as 
the  biggest  episode  of  alleged  student 
deception    in    the    B-school's    history. 

Almost  immediately,  the  questions  started  swirling.  The  ac- 
cused MBAs  were,  on  average,  29  years  old.  They  were  the  cut- 
and-paste  generation,  the  champions  of  Linux.  Before  going  to 
B-school,  they  worked  in  corporations  for  an  average  of  six  years. 
They  did  so  at  a  time  when  their  bosses  were  trumpeting  the 
brave  new  world  of  open  source,  where  one's  ability  to  aggregate 
(or  rip  off)  other  people's  intellectual  property  was  touted  as  a 
crucial  competitive  advantage. 

It's  easy  to  imagine  the  explanations  these  MBAs,  who  are 
mulling  an  appeal,  might  come  up  with.  Teaming  up  on  a  take- 
home  exam:  That's  not  academic  fraud,  it's  postmodern  learning, 
wild  style.  Text-messaging  exam  answers  or  downloading  essays 
onto  iPods:  That's  simply  a  wise  use  of  technology. 

One  can  understand  the  confusion.  This  is  a  generation  that 
came  of  age  nabbing  music  off  Napster  and  watching  bootlegged 
Hollywood  blockbusters  in  their  dorm  rooms.  "What  do  you 
mean?"  you  can  almost  hear  them  saying.  "We're  not  supposed 
to  share?" 

GO  ALONG  OR  GO  SOLO 

THAT'S  NOT  TO  SAY  that  university  administrators  should  ig- 
nore unethical  behavior,  if  it  in  fact  occurred.  But  in  this  wired 
world,  maybe  the  very  notion  of  what  constitutes  cheating  has 
to  be  reevaluated.  The  scandal  at  Duke  points  to  how  much  the 
world  has  changed,  and  how  academia  and  corporations  are 
confused  about  it  all,  sending  split  messages. 

We're  told  it's  all  about  teamwork  and  shared  information. 
But  then  we're  graded  and  ranked  as  individuals.  We  assess 
everybody  as  single  entities.  But  then  we  plop  them  into  an 
interdependent  world  and  tell  them  their  success  hinges  on 
creative  collaboration. 

The  new  culture  of  shared  information  is  vastly  different  from 
the  old,  where  hoarding  information  was  power.  But  professors— 
and  bosses,  for  that  matter— need  to  be  able  to  test  individual  abil- 
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The  world 
has  changed, 
and  business 
and  academia 
send  mixed 
messages 


ity.  For  all  the  talk  about  workfor 
teamwork,  there  are  plenty  of  tim 
when  a  person  is  on  his  or  her  ov* 
arguing  a  case,  preparing  a  pre 
and  loss  statement,  or  writing 
research  report. 

Still,  many  believe  that  a  rethir 
ing  of  the  assessment  process 
in  store.  The  Stanford  Univers 
Design  School,  for  example,  is 
collaborative  that  "it  would  be  ii 
possible  to  cheat,"  says  D-sch( 
professor  Robert  I.  Sutton.  "If  y 
found  somebody  to  help  you  write  an  exam,  in  our  view  tha 
a  sign  of  an  inventive  person  who  gets  stuff  done.  If  you  fou 
someone  to  do  work  for  free  who  was  committed  to  open  sour 
we'd  say,  Wow,  that  was  smart.'  One  group  of  students  got  t 
police  to  help  them  with  a  school  project  to  build  a  roundabc 
where  there  were  a  lot  of  bike  accidents.  Is  that  cheating?" 

That's  food  for  thought  at  a  time  when  learning  is  beco 
ing  more  and  more  of  a  social  process  embedded  in  a  lart 
network.  This  is  in  no  way  a  pass  on  those  who  consciou 
break  the  rules.  With  countries  aping  American  busint 
practices,  a  backlash  against  an  ethically  rudderless  culti 
can't  happen  soon  enough.  But  the  saga  at  Duke  raises  an 
teresting  question:  In  the  age  of  Twitter,  a  social  network  tl 
keeps  users  in  constant  streaming  contact  with  one  anoth 
what  is  cheating?  ■ 
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CHINA 


THE  TECH 

DRAGON 

STUMBLES 

China's  upstarts  are  finding  life  in  the 
big  leagues  tougher  than  they  reckoned 


BY  BRUCE  EINHORN 

IN  RECENT  YEARS,  THE  WORLD 
has  watched  with  a  mixture  of 
fascination  and  trepidation  as 
Chinese  technology  companies 
making  everything  from  semicon- 
ductors to  cell  phones  have  pushed 
their  way  onto  the  global  stage.  In- 
vestors have  piled  in,  hoping  to  reap  the 
rewards  that  would  flow  from  betting  on 
an  Intel  or  Dell  in  the  making.  Potential 
rivals,  meanwhile,  have  feared  that  the 
Chinese,  like  the  Japanese  and  Koreans 
before  them,  might  elbow  their  way  into 
prominence  worldwide. 

From  the  looks  of  it,  neither  group 
has  it  quite  right.  For  a  host  of  Chinese 
tech  companies  trying  to  adjust  to  life 
in  the  major  leagues,  these  are  difficult 
days.  Cell-phone  makers  TCL  and  Ningbo 
Bird  have  seen  their  share  of  the  main- 
land market  whittled  down  by  global 
giants  Nokia  and  Motorola.  Profit  mar- 
gins at  telecom  equipment 
makers  Huawei  Technolo-    t>     •••         9 
gies  and  ZTE  have  shriveled.     £)CIJ1I12J  S 
BOE  Technology  Group,  the     ~.  |nnnrf      n 
country's  biggest  maker  of    ^>tl|JjJUl  I      d 
liquid-crystal  displays  used     CI  lrynn^Pfl 
as  screens  for  PCs  and  TVs,     ^«-*FF^^U- 
has  dumped  noncore  assets     3.Q.V(lIlt3.£fC" — 
to  prop  up  earnings  and 
is  lobbying  for  a  govern- 
ment bailout.  Chipmakers 
Semiconductor     Manufac- 
turing International  Corp. 


liability 


and  Grace  Semiconductor  Manufacturing 
Corp.,  which  once  hoped  to  challenge  the 
Taiwanese  as  world  leaders,  are  limping. 
"Our  greatest  challenge  is  how  to  turn 
the  company  profitable,"  says  Anne  Chen, 
SMIC's  Hong  Kong  representative. 

Even  computer  maker  Lenovo  Group, 
the  highest-profile  of  China's  up-and- 
comers,  is  struggling  overseas.  Lenovo's 
acquisition  of  IBM's  PC  division  in  2005 
led  to  predictions  that  it  would  morph 
into  a  powerhouse  capable  of  challenging 
Dell  Inc.  and  Hewlett-Packard  Co.  Instead, 
even  as  Lenovo  remains  the  leader  in 
China,  it  is  falling  behind  big  competitors 
abroad.  It  gained  share  in  the  first  quarter, 
but  not  enough  to  keep  Taiwanese  rival 
Acer  Inc.  from  jumping  ahead  of  it  into 
the  No.  3  position  worldwide,  industry 
watcher  Gartner  says.  On  Apr.  19,  Lenovo 
said  it  was  firing  1,400  people,  or  about 
5%  of  its  global  workforce,  with  most  of 
the  cuts  coming  out  of  Europe  and  the 
U.S.  It  plans  to  fill  some 
of  those  jobs  with  lower- 
cost  employees   in   China. 
"We  have  more  work  to  do," 
said  Rory  Read,  president 
of  Lenovo's  Americas  group. 
"We  have  strong  competi- 
tors out  there." 

Some  of  the  malaise  afflict- 
ing China's  tech  majors  can 
be  chalked  up  to  market  forc- 
es in  what  are  largely  com- 
modity  industries.   Makers 


of  LCD  panels  moved  into 
the  business  after  2004,  the 
year  the  sector  was  at  its 
most  profitable.  Since  then, 
few  players  have  made 
money.  And  SMIC's  woes 
are  partially  the  result  of  a 
downturn  in  the  semicon- 
ductor industry.  Although  the  Shangha 
based  chipmaker  on  Apr.  27  said  it  posted 
$9  million  profit  for  the  first  quarte 
without  one-time  financial  gains  SMI 
would  have  finished  $40  million  in  tf  Jea] 
red,  brokerage  Macquarie  Research  Equ 
ties  estimates.  For  Lenovo,  a  price  w^ 
at  home  has  hammered  margins,  an 
its  overseas  effort  has  been  hampere 
by  logistical  problems.  While  sales 
consumer  laptops  are  surging  in  Europ 
for  instance,  Lenovo  can't  get  enougL 
machines  into  stores  there. 

The  woes  of  China's  tech  hopeful 
though,  aren't  entirely  the  result  of  po> 
timing  or  management  missteps.  Wh 
was  supposed  to  be  a  major  adva 
tage  for  Chinese  tech  companies— tl 
backing  they  receive  from  Beijing— h  5 
in  many  cases  turned  into  a  liabili 
In  exchange  for  preferential  loans,  t 
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Reality  Check 


»  Shares  in  chip  foundry  SMIC  have 
dropped  by  almost  54%  since  its  2004  IPO. 
U.S.  private  equity  firms  are  circling. 


»  Top  LCD  makers  may  need  a  big  bailout 
from  Beijing  to  keep  from  going  under  as 
Korean  and  Taiwanese  rivals  power  ahead. 


»  Earnings  at  telecom  gear  manufacturer  ZTE 
plunged  40%  in  2006 — likely  indicating  similar 
troubles  at  crosstown  competitor  Huawei. 


»  PC  giant  Lenovo's  stock  price  has 
dropped  34%  in  the  past  two  years.  On 
Apr.  19  it  said  it  will  lay  off  1,400  people. 


»  Handset  makers  such  as  TCL  and 
Ningbo  Bird  have  lost  ground  in  China 
to  Nokia,  Samsung,  and  Motorola. 


Data:  BusinessWeek.  Bloomberg  Financial  Markets 


:aks,  and  sweetheart  property  deals, 
mmunist  Party  bosses  often  get  to 
luence  key  business  decisions, 
rake  SMIC.  The  chipmaker  will  soon 
:rate  plants  in  five  cities  across  China, 
contrast,  SMIC's  Taiwanese  rivals, 
ited  Microelectronics  Corp.  and  Tai- 
n  Semiconductor  Manufacturing  Co., 
re  built  most  of  their  factories  in  two 
snce  parks  just  a  few  hours'  drive 
m  one  another  in  Taiwan,  making  it 
ier  to  manage  the  plants.  So  why  has 
IC  spread  out  so  much?  "Every  [local] 
rernment  wants  to  go  into  high  tech," 
s  Pranab  Kumar  Samar,  an  analyst  in 
ng  Kong  with  Daiwa  Institute  of  Ke- 
rch. That  might  make  for  good  poli- 


tics, but  if  s  not  exacdy 
smart  business. 

Many  Chinese  compa- 
nies are  also  paying  the 
price  of  a  government 
effort  to  spur  the  devel- 
opment of  homegrown  technologies. 
State-owned  Datang  Telecom  Technol- 
ogy &  Industry  Group,  for  instance, 
has  squandered  hundreds  of  millions 
of  dollars  and  almost  a  decade  on  a 
Chinese  standard  for  so-called  third- 
generation  (3G)  mobile  telephony  when 
it  could  have  easily  adopted  one  of  the 
international  standards  already  in  use. 
This  has  also  hobbled  Huawei,  ZTE,  and 
the  country's  dozens  of  cellular  handset 
makers.  Chinese  companies  "don't  have 
a  [3G]  market  in  which  to  cut  their 
teeth,"  says  Mark  Natkin  of  Marbridge 
Consulting  Ltd.  in  Beijing. 

Meanwhile,  competitors  from  other 
countries  aren't  standing  still.  Taiwan- 
ese, Korean,  and  Japanese  LCD  makers 


are  pouring  billions  of  dollars  into 
more  efficient  plants,  both  at  home 
and  on  the  mainland.  The  Chinese  lack 
both  the  technology  and  the  cash  to 
build  such  super-expensive  factories. 
"It's  very  hard  to  catch  up,"  says  Byron 
Wu,  director  of  China  research  for  mar- 
ket tracker  iSuppli  Corp. 

Don't  count  China's  tech  companies 
out  yet,  though.  One  sector  that's 
thriving  is  the  Internet.  Search  en- 
gine Baidu.com  continues  to  widen 
its  lead  over  competitors  Google  and 
Yahoo!  Tencent  Holdings  is  the  leader 
in  instant  messaging,  and  NetEase.com 
rules  in  online  games.  One  thing  they 
all  have  in  common:  no  government 
backing.  And  in  contrast  to  the  likes 
of  Lenovo  and  SMIC,  they're  focused 
largely  on  the  local  market. 

China's  state-backed  champions, 
meanwhile,  still  have  plenty  of 
potential.  Remember  that  it  took  the 
Koreans  and  Japanese  decades  to  work 
their  way  to  global  dominance.  And 
the  Chinese  have  a  huge  home  base 
that  gives  them  a  chance  to  continue 
honing  their  skills  for  future  forays  into 
overseas  markets.  The  payoff,  however, 
may  come  later  than  China's  boosters 
initially  anticipated.  "There  was  a  lot  of 
excitement  about  Chinese  technology 
companies,"  says  Frank  Lee,  an  analyst 
with  Deutsche  Bank  in  Taipei,  but 
Chinese  policymakers  "underestimated 
what  it  would  take."  ■ 
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TOP  PERFORMERS 


THE  OLD  WORLD'S 
NEW  VIGOR 

The  European  BW50  shows  companies 
aren't  just  thriving.  They're  bullish 


BY  JACK  EWING 

SOMETHING  NEW  IS 
in  the  air  in  Europe: 
optimism.  Growth  of 
2.8%  rivals  that  of  the 
U.S.  Unemployment 
is  falling.  Exports  are 
booming.  Even  in 
Germany,  notorious 
for  its  pessimism,  the  spirits  of  both 
consumers  and  businesses  are  at  all-time 
highs.  Europe,  famously  hobbled  by  its 
rigidity,  suddenly  seems  like  a  land  of 
opportunity. 

Don't  bother  thanking  the  politicians, 
though.  In  truth,  not  much  progress  has 
been  made  on  political  reforms.  No,  the 
biggest  reason  for  the  success  can  be 


found  among  the  names  in  the  European 
BusinessWeek  50,  our  annual  ranking  of 
the  best-performing  companies  based 
on  two  core  financial  measures:  average 
return  on  capital  and  sales  growth  over 
the  past  36  months.  From  French  steel 
tubing  maker  Vallourec  (No.  1)  to  Span- 
ish phone  giant  Telefonica  (No.  50),  these 
companies  have  learned  to  confound  the 
legendary  disadvantages  of  doing  busi- 
ness in  Europe. 

How  do  they  do  it?  Pretty  much  the 
same  way  successful  corporations  world- 
wide have  prospered.  As  a  steelmaker 
in  reform-resistant  France,  for  instance, 
Vallourec  would  seem  an  unlikely  candi- 
date for  the  top  spot.  Yet  it  has  flourished 
by  getting  rid  of  unprofitable  businesses, 


shifting  some  production  overseas,  an 
becoming  a  provider  of  oil-field  service 
as  well  as  pipes.  Variations  on  Vallourec 
formula  have  been  followed  by  dozer 
of  European  companies.  By  expandin 
abroad,  they  not  only  cut  costs  but  als 
establish  a  natural  hedge  against  tr 
strong  euro  while  gaining  a  foothold 
emerging  markets.  By  adding  service 
they  avoid  relying  solely  on  low-margi 
commodity  goods.  "European  comp 
nies  had  a  very  rough  time  in  the  la 
three  or  four  years  because  of  the  doll 
collapsing,  which  forced  them  to  g< 
very  competitive,"  says  Michael  Sieghai 
a  European  equity  specialist  at  DW 
Deutsche  Bank's  fund  management  un 
"They  mastered  the  challenge." 

Few  have  done  so  more  skillfully  th 
Spain's  Inditex  Group  (No.  7).  Parent 
cheap-chic  fashion  chain  Zara,  Indit 
is  growing  at  about  a  20%  annual  cl 
and  now  has  outlets  in  64  countrie 
Inditex  needs  just  two  weeks  to  brir 
skirts,  sweaters,  and  shirts  from  design 
to  store,  allowing  Zara  to  stay  on  top 
fashion  trends  and  keep  shoppers  comii 
back  for  the  latest  items.  And  Inditex 
still  expanding.  It  plans  to  open  some  5( 
new  stores  over  the  next  year,  for  a  tot 
of  more  than  3,400— making  it  an  eve 
stronger  challenger  to  the  likes  of  Gap  Ir 
and  Sweden's  H&M  Hennes  &  Mauritz. 

No  question,  some  of  Europe's  succe 
is  simply  a  result  of  a  strong  world  eco 
omy.  Many  on  the  list  sell  energy,  su 
as  Norway's  Statoil  (No.  5),  or  serve  t 
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THE  TOP  10 

COMPANY 

COUNTRY 

BUSINESS 

1 

VALLOUREC 

France 

Steel  pipes 

2 

RIOTINTO 

Britain 

Mining 

3 

DRAX  GROUP 

Britain 

Electric  power 

4 

NOBEL  BIOCARE 

Switz. 

Dental  implants 

5 

STATOIL 

Norway 

Oil 

6 

BELGACOM 

Belgium 

Telecommunicatior 

7 

INDITEX  (ZARA) 

Spain 

Fashion  retail 

8 

RECKITT  BENCKISER 

Britain 

Consumer  product: 

9 

MAN  GROUP 

Britain 

Investment  managi 

10 

SAP 

Germany 

Software 

i  of  the  Euro 
lies,  and  an 
essweek.co 

pean  BW50,  a 
explanation  of  our 
m/extras. 

■  BusinessWeek  .com  ■ 

ONLINE:  For  an  interactive  tabk 
slideshow  on  the  top  10  compa 
methodology,  please  visit  busin 
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What  separates  high  performers  from  lesser  competitors 
isn't  just  talent.  It's  the  way  they  fuse  their  capability  and 
mindset.  It's  what  we  call  performance  anatomy  and  it's 
one  key  finding  from  our  groundbreaking  research  into  the 
world's  most  successful  companies.  For  an  in-depth  look 
at  our  study  of  and  experience  with  high  performers,  visit 
accenture.com/research 
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GlobalBusiness 


energy  industry,  like  Sweden's  Sandvik 
(No.  23).  Likewise,  banks  and  financial- 
services  companies  have  thrived  from 
lively  global  stock  markets,  robust  de- 
mand for  financing,  and  the  private  equi- 
ty boom.  Barclays  (No.  18),  UBS  (No.  42), 
and  Man  Group  (No.  9),  one  of  the  world's 
largest  hedge  fund  managers,  are  well 
positioned  in  private  banking,  asset  man- 
agement, and  investment  banking.  "The 
winners  [in  banking]  will  have  a  strong 
position  in  each  of  these,"  says  Barclays 
President  Robert  E.  Diamond  Jr. 

Still,  there's  more  to  winning  than 
riding  the  global  economic  boom.  Brit- 
ish mining  company  Rio  Tinto  (No.  2), 
which  has  extensive  holdings  in  Austra- 
lia, used  soaring  copper  prices  to  create 
a  solid  foundation  for  growth  by  making 
dozens  of  acquisitions  to  build  share  in 
China  and  other  emerging  markets.  Last 
year  alone  it  boosted  capital  investment 
by  56%,  to  $3.6  billion. 

What's  going  on  in  Europe  is  not  just 
a  cyclical  upswing.  Unemployment,  the 
region's  most  pressing  economic  and 


VALLOUREC 

STEEL 
BEATS  THE 
ODDS 
IN  FRANCE 


BY  CAROL  MATLACK 

With  sky-high  labor  costs,  a 
35-hour  workweek,  and  a 
surging  currency,  France 
hardly  seems  the  kind  of 
place  where  an  export- 
focused  manufacturer  might  prosper.  Yet 
specialty  steelmaker  Vallourec,  based  just 
outside  Paris,  is  not  only  beating  the  odds, 
it's  performing  so  well  that  it  landed  the  top 
spot  on  this  year's  European  BW50  list. 

Vallourec,  which  traces  its  roots  to 
19th  century  mill  towns  in  Burgundy  and 
northern  France,  illustrates  how  some  of 
Europe's  quintessentially  Old  Economy 
companies  are  learning  to  compete  in  the 
new,  globalized  world.  Until  the  1990s, 
Vallourec  was  a  hodgepodge  of  businesses 
ranging  from  construction  and  engineering 
to  metallurgy  and  steelmaking,  and  its 
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social  problem,  fell  to  7.2%  this  spring 
from  8.9%  in  2004,  and  it's  still  headed 
down.  The  drop  exceeds  what  econo- 
mists thought  was  possible,  given  gen- 
erous welfare  systems  that  discourage 
jobless  people  from  looking  for  work  and 
strong  protections  against  dismissal  that 
make  employers  think  twice  before  tak- 
ing a  chance  on  a  new  hire.  That  helps 
explain  why  one  of  the  star  performers 
on  the  BW50  is  in  the  business  of  provid- 
ing temporary  workers  that  bring  greater 
flexibility  in  hiring  and  firing,  Amster- 
dam-based Randstad  Holding  (No.  13). 
Another  BW50  company  providing  a 
low-risk  way  to  respond  to  fluctuating 
demand  is  British  outsourcer  Capita 
Group  PLC  (No.  17),  which  does  customer 
service  and  back- office  work  for  govern- 
ments and  private  clients  alike. 


ERHigh-e 
steel  pipes  fuel 
^Piaprofits 


growth  was  anemic.  Since  then,  it  has  shed 
peripheral  operations  to  focus  on  its  most 
profitable  products:  steel  pipes  used  in  oil 
drilling  and  electric  power  plants.  "We  have 
oriented  ourselves  to  the  high  end  of  the 
market,"  says  Pierre  Verluca,  chairman  of 
Vallourec's  management  board. 

Vallourec  has  also  gone  global.  Until 
2000,  all  its  factories  were  in  Europe.  But  it 
now  makes  some  35%  of  its  pipes  in  Texas 
and  in  Brazil  and  is  expanding  operations 
in  China  and  India.  That  offers  it  a  crucial 
hedge  against  the  strong  euro,  since  about 
60%  of  its  sales  are  outside  of  Europe. 

The  result:  Earnings  last  year  rose  58%, 
to  $1.36  billion,  on  sales  that  were  up  29%, 
to  $7.5  billion.  That  has  helped  boost  shares 
more  than  sixfold  over  the  past  two  years,  to 
280  ;'om  38.  Recent  rumors  that  Vallourec 
could  be  a  takeover  target  for  newly  merged 


There's  still  plenty  to  do.  Across  Eu 
rope,  numerous  factors  put  the  regioi 
at  a  disadvantage  to  the  U.S.  The  Conti 
nent's  universities  are  overcrowded,  s 
they're  not  turning  out  the  kind  of  quali 
fied  grads  companies  want.  Its  researc 
institutes  are  underfunded.  And  union 
such  as  Germany's  IG  Metall  remai 
powerful  obstacles  to  labor  reform. 

The  real  test  of  Europe's  new  dynamisr 
will  come  when  global  expansion  slow 
Then  Europe's  companies  will  kno1 
if  they've  pushed  hard  enough  to  tru]1 
change.  "Without  innovation,  you  cannc 
create  growth,"  says  Manfred  Wenneme 
chief  executive  of  German  auto  parts  mal 
er  Continental  (No.  47),  who  makes  a  pk 
for  faster  government  reform  to  keep  tr 
boom  going.  "If  we  relax  and  make  ri 
further  adjustments,  in  five  years  we  w 
be  in  the  same  mess  we  wei 
in  five  years  ago."  II 

-With  Gail  EdmondsL 

in  Frankfurt,  Stanley  Ret 

in  London,  and  Car 

Matlack  in  Par 


Arcelor  Mittal  have  added 
bounce  to  its  share  price, 
though  neither  company 
has  confirmed  talks. 

Of  course,  Vallourec  has 
profited  from  high  oil  prices 
that  fueled  a  boom  in  oil 
exploration.  But  it  is  also 
offering  new  services  such 
as  pipe  installation  and 
maintenance.  Innovation  is 
another  key  to  Vallourec's 
success.  The  company  has 
invested  millions  to  develop  high-pressure 
piping  for  the  next  generation  of  power 
plants.  Expanding  this  business,  which  now 
accounts  for  16%  of  sales,  hedges  against 
the  possibility  of  an  oil  and  gas  slump. 
Still,  Vallourec  can't  afford  to  rest.  It 
is  keeping  a  close  eye  on  China,  where  a 
quickly  modernizing  steel  industry  could 
provide  a  low-cost  challenge.  For  now, 
though,  oil  companies  are  willing  to  pay 
extra  for  Vallourec's  quality  and  reliability. 
"The  cost  of  the  pipe,  even  though  it's 
expensive,  is  a  fraction  of  the  cost  of  a 
failure"  in  the  oil  field,  says  Dalton  G. 
Dwyer,  an  investment  banker  with  Industry 
Corporate  Finance  Ltd.  in  London. 

An  Old  World  company  that  makes  steel 
pipes.  It  may  not  sound  that  exciting— 
unless,  that  is,  you're  a  Vallourec  investor 
who  has  ridden  its  success  to  riches. 
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et  the  smartphone  that 
does  it  all,  s8 you  can  tooYltit 


Live  life  your  way  on  America's 
most  reliable  wireless  broadband  network. 

Work  and  personal  email,  Internet  browsing,  calendar,  organizer  and  contacts. 


Now  only 


$249" 


$499.99  2-yr.  price  less  $100  instant  rebate  and  $150  mail-in  rebate  =  $249.99.  Offer  valid  with  new  voice  plan  of  $39.99  monthly  access  or  higher  and  a  data  feature  of  $44.99  monthly  access, 

or  any  new  Voice  and  Data  Choice  Bundle5*  plan  starting  at  $79.99  monthly  access,  with  a  new  two-year  activation. 

Visit  a  Verizon  Wireless  Communications  Store,  verizonwireless.com  or  call  1 .800.899.4249 


VetlVOriwireless 


ation  fee/line:  $35. 

RTANT  CONSUMER  INFORMATION:  Subject  to  Customer  Agtnt,  Calling  Plan,  rebate  form  &  credit  approval.  Up  to  $175  early  termination  fee  &  other  charges.  Offers  not  available  everywhere.  While  supplies  last.  Shipping  charges  may  apply.  Limited  time 
J  Rebate  takes  up  to  six  weeks.  The  wireless  broadband  network  is  available  in  242  major  metropolitan  areas.  Coverage  limitations,  maps  &  details  at  verizonwireless.com.  Palm  and  Treo  are  among  the  trademarks  or  registered  trademarks  of  Palm,  Inc. 
I  ica's  most  reliable  wireless  network  claim  based  on  fewest  aggregate  blocked  and  dropped  connections.  See  verizonwireless.com/bestnetwork  for  details.  ©  2007  Verizon  Wireless. 
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WHERE  THE 
BUSINESS  IS  HUMMING 

Bertelsmann  is  making  a  bundle  off 
Old  Media  in  former  Soviet  bloc  countries 


BY  JACK  EWING 

YOU    WOULDN'T    TYPI- 
cally   expect   to    find    a 
high-profile  executive  of 
a  major  media  compa- 
ny in  drab  Kharkiv.  The 
gritty  city  of  1.5   mil- 
lion is  the  kind  of  place 
where  local  leaders  haven't  yet  got- 
ten around  to  tearing  down  statues  of 
Lenin,  and  outside  Ukraine  it's  best 
known  (if  it's  known  at  all)  for 
the  Red  Army  tanks  it  used  to 
make.  But  on  a  sunny  April  af- 
ternoon, Ewald  Walgenbach, 
a  member  of  the  executive 
board  of  Germany's  Bertels- 
mann, smiles  as  he  watch- 
es a  battered  steam  shovel 
ladle  bricks  onto  a  dump 
truck  at  a  dilapidated  fac- 
tory that's  being  converted 
into  a  distribution  center  for 
the  company's  Family  Leisure 
book  club.  Above  the  din,  Oleg 
Shpilman,  CEO  of  the  Ukrainian 
unit,  shouts  that  the  new  facility 
will  be  able  to  ship  20  million 
books  a  year.  "What  will  happen 
next  year  when  you  have  21  mil- 
lion?" Walgenbach  replies  with 
a  laugh. 

Optimism  about  the  printed 
word  is  pretty  rare  these  days. 
In  fast-modernizing  Ukraine, 
though,  Bertelsmann  is  enjoy- 
ing dot-com-like  expansion  for 
its  book  club,  a  category  that's 
a  slow-  or  no-growth  proposition  in 
the  U.S.  and  Western  Europe.  Family 
Leisure  moved  12  million  books  last 
year— everything  from  cookbooks  to 
local  potboilers  to  Stephen  King  thrill- 
ers—while sales  grew  55%,  to  $50  mil- 
lion. Today,  Bertelsmann  is  Ukraine's 
biggest  bookseller,  with   12%  of  the 
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The  region 
has  lots  of 
hungry 
readers— 
and  too  few 
bookstores 


market.  And  the  op- 
eration enjoys  prof- 
it margins  that  are 
triple  the  4%  global 
average  for  similar 
Bertelsmann  units, 
which  include  the 
Book-of-the-Month 
Club  and  Literary 
Guild  in  the  U.S. 

Ukraine  is  the  most 
spectacular  example  of 
Bertelsmann's  success 
with  book  clubs  in  the  former  Soviet  bloc. 
And  it's  proving  that  with  the  right  mix 
of  marketing  and  merchandise,  there's 
money  to  be  made  even  with  low-cost 
goods.  The  region  has  well-educated 
populations  hungry  for  a  good  read  but 
relatively  few  bookstores  where  they  can 
indulge  their  passion.  As  a  result,  Ber- 


telsmann has  also  become  the  bigge; 
book  publisher  in  the  Czech  Republ: 
and  has  scored  big  successes  in  Polan< 
Russia,  and  elsewhere. 

The  book  clubs  are  part  of  a  broad< 
trend  of  booming  print  media  in  the  d< 
veloping  world.  In  India,  newspapers  ai 
thriving,  with  Mumbai  alone  boasting 
half-dozen  major  dailies.  Swiss  magazir 
giant  Ringier  saw  18%  sales  growth  la 
year  from  its  lifestyle  publications 
Vietnam.  In  Argentina,  the  number 
books  published  has  more  than  double 
since  2002.  And  emerging  markets  a 
also  proving  lucrative  for  another  Be 
telsmann  unit,  Gruner  +  Jahr,  which 
the  second-largest  magazine  publisher 
China  via  a  joint  venture. 

TEXTING  THE  ORDERS 

BERTELSMANN'S   ALLEGIANCE   to   0 
Media  in  newer  markets  is  paying  off 
other  ways.  In  the  U.S.,  its  book  clubs  tei 
to  serve  older  customers.  By  contra 
nearly  half  the  Family  Leisure  Club's 
million  members  (in  a  nation  of  47  m 
lion)  are  under  30.  The  secret:  The  Bi 
telsmann  club  recruits  hot  young  Ukr. 
nian  authors  and  serves  as  their  exclusi 
distributor,  a  smart  strategy  in  a  coun' 
with  only  about  300  bookstores.  "They 
very  effective,  much  more  than  otr 
publishers,"  says  Ljubko  Deresch, 
intense  23-year-old  who  has  pi 
lished  five  novels— the  latest  w 
Bertelsmann— dealing  with  youth 
disenchantment  and  pop  culture 
Keeping  prices  low  is  cruci 
The    average    Ukrainian    mal 
less  than  $8,000  per  year,  a 
in  Kharkiv,  Bertelsmann's  m; 
competition  is  an  open-air  be 
market.  Dozens  of  merchants 
corrugated  metal  stalls  sell  everyth 
from  textbooks  to  science  fiction.  Fan 
Leisure  titles  typically  go  for  under 
competitive  with  the  outdoor  marl 
Then  to  keep  costs  down,  the  club 
livers  shipments  to  post  offices,  wh 
customers  claim  their  books. 

No  doubt  Bertelsmann  would  like 
bottle  its  Ukraine  formula  for  exp 
to  other  countries.  Although  few  o 
such  a  favorable  mix  of  book-hun 
citizens,  cooperative  postal  authorit 
and  energetic  local  management,  sc 
innovations  from  Ukraine  can  tra 
Customers  there,  for  instance,  are  wc 
leaders  in  ordering  via  mobile-ph 
text  messages,  a  promising  e-comme 
strategy  in  poorer  countries  where 
can  afford  Internet  access.  Says  Sh 
man:  "Our  goal  is  not  to  be  a  book  c 
but  an  integrated  bookseller."  ■ 
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rhere  are  more 
than  two  sides 
to  every  story. 


NFO 

'ith  Brian  Sullivan 

i 

eekdays  12-2pm  et 


in  Brian  Sullivan  and  a  team  of  guest  experts  as 
»y  explore  multiple  angles  on  the  business 
>ries  that  matter  most. 


Bloomberg 


TELEVISION 


37  Bloomberg  LP.  All  rights  reserved. 


A  Wealth  of  Information 


SpecialReport 


eiHONuaaWia 


One  Apple 
JjC  _G^/e 


v«^     c*  #  C  w  *  \     Q, 
»<*r        <P     <?  <*5   2    *    V     % 

■&      ^    8s   *  a   "2  %    X 

V  i&       _       3         o  <*  <* 


by Jena  McGregor 

AT  SOME  POINT  OVER  THE  PAST  FEW  YEARS  YOU'VE 
probably  been  invited  to  join  your  colleagues  at  some  hip 
off-site  locale  to  brainstorm  "out-of-the-box"  ideas.  You 
may  have  been  persuaded  by  creativity  consultants  to  play 
with  Lego  blocks  to  help  free  your  mind  or  to  "ideate" 
new  products.  But  as  silly  as  these  exercises  might  have 
felt,  things  could  have  been  far  worse:  You  might  have 
found  yourself  dressed  up  as  Innovation  Man. 

That  peculiar  fate  befell  a  poor  schmo  who  works 
for  a  large  consumer  health  outfit.  At  the  behest  of  an 
"ideation"  consultant,  he  donned  a  blue  superhero  cos- 
tume—cape, tights,  and  all— to  put  a  little  extra  oomph 
behind  the  company's  innovation-boosting  campaign. 
"I  guess  the  thinking  was  that  if  you  free  people  from 
the  norm,  you'll  unleash  a  torrent  of  creativity,"  says 
Scott  Anthony,  president  of  Innosight,  a  consulting 
firm  co-founded  by  Harvard  Business  School  profes- 
sor Clayton  Christensen.  Anthony  refused  to  name  the 
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company  because  it  was  a  client.  "Innovation  Man  led 
to  a  lot  of  laughs,"  he  quips,  "but  it  didn't  lead  to  a  lot 
of  innovation." 

The  same  might  be  said  for  many  gimmicks  that  companies 
have  tried  over  the  past  few  years  in  their  attempts  to  boost 
growth.  Suddenly  trendy,  innovation  took  on  the  flavor  of  an 
elixir,  as  companies  raced  to  hire  "chief  innovation  officers" 
and  build  innovation  centers  complete  with  purple-painted 
walls  and  conference  rooms  with  funny  names.  Ford  Motor  Co. 
boasted  in  a  press  release  about  its  new  Innovation  Acceleration 
Center  in  Dearborn,  Mich.:  "Ifs  amazing  what  a  room  filled 
with  radio-controlled  cars,  a  3-ft.  Statue  of  Liberty  made  of 
Legos,  and  some  comfy  couches  can  do  to  stir  the  imagination." 
Others  proudly  hailed  extensions  to  their  product  lines— limited 
editions!  extra-crunchy  versions!— as  evidence  of  their  inven- 
tiveness, when  all  they  were  doing  was  cannibalizing  sales. 

Ifs  enough  to  make  true  innovators  cringe.  Take  Andy 
Grove,  former  chairman  of  semiconductor  giant  Intel  Corp., 
whose  nervy  ideas  helped  save  the  U.S.  chip  industry  from 
the  onslaught  of  Japanese  competition  in  the  1980s.  "In  my 
view,  the  word  innovation  has  become  overused,  cliched,  and 
meaningless,"  says  Grove.  "I  detest  the  mechanism  that  spits 
[such  fads]  up  because  they  are  so  much  easier  to  talk  about 
than  to  do." 

Not  surprisingly,  given  all  the  hype,  a  period  of  disillusion- 
ment about  innovation  appears  to  be  setting  in.  According 
to  the  2007  BusinessWeek-Boston  Consulting  Group  annual 
survey  of  senior  executives,  just  46%  of  respondents  said  they 
were  satisfied  with  their  return  on  innovation  spending,  down 
from  52%  last  year.  Perhaps  due  to  their  disappointments, 
executives  are  making  innovation  less  of  a  priority:  Just  23% 
of  respondents  called  it  their  top  concern  in  this  year's  survey, 
down  significantly  from  32%  last  year.  James  P.  Andrew,  a 
senior  vice-president  at  BCG  who  leads  the  firm's  innovation 
practice,  believes  the  results  reflect  what  he  calls  innovation 
fatigue.  "When  you  talk  with  people  who  have  been  at  this  a 
while,"  says  Andrew,  "they'll  tell  you  it  takes  years.  Ifs  rewir- 
ing the  company." 

THE  LEADERS  OF  COMPANIES  on  this  year's  BusinessWeek-BCG 
list  of  the  World's  Most  Innovative  Companies  recognize  that 
developing  breakthrough  products,  revamping  operational 
processes,  and  coming  up  with  new  business  models  doesn't 
happen  overnight.  Instead  of  relying  on  gimmicks  or  incre- 
mental line  extensions,  they're  working  to  build  organizations 
that  are  capable  of  sustained  innovation.  They  understand  that 
requires  taking  risks  and  investing  for  the  long  term.  And  they 
focus  on  the  things  that  really  matter,  such  as  hiring  the  most 
talented  employees  and  providing  them  with  the  environment 
they  need  to  thrive.  "You  can  make  it  really  complicated  or 
really  simple,"  says  Arthur  D.  Levinson,  chairman  and  chief 
executive  of  Genentech  Inc.,  the  world's  foremost  biotechnol- 
ogy company.  "If  you  want  an  innovative  environment,  hire 
innovative  people,  listen  to  them  tell  you  what  they  want,  and 
do  it." 

How  did  so  many  early  efforts  miss  the  mark?  Many  com- 
panies opted  for  shortcuts  in  their  haste  to  respond  to  tectonic 
shifts  in  the  business  climate.  Managers  who  had  made  deep 
cuts  to  research  and  development  following  the  dot-com 
crash  were  suddenly  wringing  their  hands  over  empty  prod- 
uct pipelines.  New  Asian  rivals  were  beating  them  over  the 
head  with  aggressive  pricing.  And  the  disruptions  from  new- 
Internet  business  models— from  Google's  search  advertising 
to  Apple's  iTunes— only  sped  up  the  c\  cle  of  change.  The  mes- 
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To  determine  our  2007  list,  the  Boston  Consulting  Group 
asked  nearly  2,500  executives  worldwide  to  vote  for  the 
most  pioneering  companies  doing  business  today.  Not 
surprisingly,  Apple  and  Google  once  again  prevailed.  But  a 
few  new  names  broke  in  to  the  top  25:  Walt  Disney  shot  up 
to  No.  8,  aided  by  the  Steve  Jobs  effect  (the  Mouse  House 
acquired  Pixar  in  early  2006),  for  instance,  and  Boeing 
rose  to  No.  21  behind  its  revolutionary  new  jet,  the  787 
Dreamliner. 

There  were  also  reminders  of  the  resilience  of  corporate  i 
reputation.  No.  11  Wal-Mart  suffers  from  slow  growth  but 
still  commands  respect  for  its  supply-chain  innovations. 
Dell  wears  the  brand  halo  of  an  innovator  for  its  efficient 
direct-to-consumer  model,  though  it  has  struggled  to  adapt 
to  a  shifting  computer  market  and  fell  from  No.  14  to  No.  22.! 

In  October,  2006,  BCG  sent  the  survey  electronically 
to  the  1,500  largest  global  corporations,  determined  by 
market  capitalization.  They  were  asked  to  pass  it  to  their  top 
10  executives  in  charge  of  innovation.  We  also  distributed 
it  to  senior  management  members  of  the  BusinessWeek 
Market  Advisory  Board  (an  online  reader  panel)  and  via 
the  Knowledge@Wharton  e-mail  newsletter.  Participation 
was  voluntary  and  anonymous.  The  survey— 20  general 
questions  on  innovation  and  an  optional  12  focused  on 
metrics— closed  in  March.  All  told,  2,468  executives 
answered.  To  avoid  vote-stuffing,  self-votes  were  eliminateo 
and  respondents  were  asked  to  identify  the  most  innovative 
company  outside  their  industry. 

For  an  extended  list  of  the  top  50,  rankings  by  industry, 
and  more  on  our  methodology  and  BCG's  analysis,  go  to 
businessweek.com/go/innovativecompanies/ 


Analysis  and  data  provided  in  collaboration  with  the  innovation  practice  of 
The  Boston  Consulting  Group,  BCG-ValueScience,  along  with  Standard  & 
Poor's  Compustat®  data  and  company  reports.  We  broke  ties  by  comparing 
one-year  total  shareholder  returns  between  12/30/05  and  12/29/06. 

*Stock  returns  are  annualized,  12/31/01  to  12/29/06.  and  account  for  price 
appreciation  and  dividends.  Compound  growth  rates  for  operating  margins 
are  based  on  2001-06  data  as  it  was  originally  stated.  Operating  margin  is 
earnings  before  interest  and  taxes  as  a  percentage  of  revenue.  Where 
possible,  quarterly  and  semiannual  data  are  used  to  bring  performance  for 
pre-June  year  ends  closer  to  December,  2006.  Financial  figures  are 
calculated  in  local  currency. 

•"'Calculating  compound  annual  growth  rates  for  operating  margins  was  nc 
possible  when  either  figure  was  negative.  'Insufficient  data. 
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WHY 

Our  first-place  innovator  for  the  third  year  in  a  row.  Apple  is  a  master  of  product  and  store 
Apple   design.  Now  that  it's  invading  the  cell-phone  market,  will  it  continue  its  winning  streak? 

It  didn't  invent  search  advertising  but  lifted  it  to  its  current  heights.  Google's  famously  chaotic 
Google    innovation  process  has  plunged  it  into  everything  from  radio  ads  to  online  office  software. 


Virgin 
Group 


Amazon 


Toyota's  dominance  in  hybrids  could  lead  to  the  first  plug-in  electric  auto  in  the  next  four 
years.  Now  the  No.l  carmaker,  its  continuous  improvement  process  is  copied  worldwide. 

CEO  Jeff  Immelt's  push  for  "imagination  breakthroughs."  or  growth  opportunities  of  $50 
million  to  $100  million,  are  increasingly  leading  GE  into  emerging  markets  and  green  tech. 

To  some.  Microsoft  is  more  fast  follower  than  leading  innovator.  Still,  the  software  giant's 
massive  R&D  budget  generates  creations  that  help  ensure  Windows'  and  Office's  hegemony. 

After  years  of  scouting  for  new  products  outside  its  walls.  P&G  has  mapped  the  innovation 
strengths  of  global  regions.  CEO  A.G.  Lafley  is  pushing  for  more  disruptive  new  ideas. 

The  legendary  Post-it  Note  is  just  one  of  3M's  many  creations,  which  include  everything  from 
dental  fillings  to  roofing  shingles.  Next  on  its  list:  diagnostic  tests  for  infectious  diseases. 

CEO  Bob  Iger  is  refueling  Disney's  creative  culture,  quashing  bureaucracy.  Moves  such  as 
putting  ABC  shows  on  Tunes  and  acquiring  Pixar  helped  move  Disney  up  our  list. 

Last  year  the  tech  services  behemoth  held  an  online  brainstorm  with  150,000  people  to 
dream  up  new  ideas  it  hosts  annual  symposia  with  outsiders  to  collaborate  on  forecasting. 

This  traditional  tech  hardware  maker  is  devoting  more  resources  to  software.  To  turn  its 
PlayStation  3  console  from  living-room  box  to  virtual  gateway,  it  created  a  3D  online  world. 

Wal-Mart  is  struggling  with  growth.  But  its  "green"  actions,  such  as  using  its  leverage  as  the 
world's  largest  retailer  to  cut  suppliers'  packaging  waste,  helped  move  it  up  our  list. 

Headed  by  a  former  R&D  chief,  Honda  has  been  known  for  its  fuel-efficient  cars.  But  its 
environmental  approach  isn't  limited  to  autos.  Next  up.  solar  panels  and  a  fuel-sipping  jet. 

To  build  sales  in  emerging  markets,  managers  spend  time  in  the  homes  of  local  customers. 
That  has  led  to  features  for  illiterate  users  such  as  an  icon-driven  handset  directory. 

The  coffee  chain's  50-person  R&D  group  created  eight  new  flavors  last  year.  It  also  started 
its  own  music  label  and  partnered  with  outsiders  to  publish  books  and  produce  movies. 

Target  stands  out  from  its  discount  rivals  by  selling  designer-inspired  products.  Innovative 
marketing,  such  as  buying  all  the  ads  in  one  issue  of  The  New  Yorker,  has  also  set  it  apart. 

BMW  is  flat,  flexible,  and  fast-reacting.  Employees  are  urged  to  "break  the  rules"  to  cut  costs 
or  push  through  winning  ideas,  such  as  the  Z4  coupe,  which  higher-ups  initially  nixed. 

Samsung  stays  ahead  with  intensive  investment  in  new  facilities  and  production  systems. 
These  days,  it's  focusing  on  the  convergence  of  technologies  and  phone  features. 

Most  of  its  businesses,  such  as  credit  card  or  mobile  virtual  networks,  are  collaborative: 
Virgin  supplies  the  branding  and  customer  service  while  partners  put  up  much  of  the  cash. 

The  world's  largest  chipmaker,  Intel  is  making  big  headway  in  health  care.  It  recently 
previewed  its  most  powerful  chip  to  date  and  is  planning  a  $2.5  billion  plant  in  China. 

The  online  retailer  is  now  innovating  its  business  model,  turning  its  backroom  operations 
into  a  digital  utility  that  rents  out  computer  power  and  warehouse  space  to  other  firms. 

With  the  game-changing  787.  Boeing  is  innovating  how  planes  are  designed,  financed,  and 
built.  Designed  by  engineers  on  three  continents,  the  new  jet  is  setting  sales  records. 

Dell  made  its  name  with  a  model  built  around  direct  selling  and  efficient  PC  assembly.  But 
today  the  action  is  mostly  in  retail  stores  and  laptops,  and  Dell  is  groping  for  ways  to  adapt. 

Genentech  created  the  biotech  industry  and  has  set  a  high  bar  ever  since.  Success  comes 
from  taking  risks  on  unproven  drug  technologies  and  then  turning  them  into  blockbusters. 

It  pioneered  person-to-person  e-commerce.  When  eBay's  core  business  slowed,  it  bought 
Net-phone  phenom  Skype.  The  big  unanswered  question:  Can  you  buy  innovation? 

Long  known  for  its  M&A  chops,  Cisco's  innovation  reputation  is  gaining  as  it  grows  beyond 
network  equipment  and  into  such  areas  as  high-def,  high-cost  videoconferencing  systems. 
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sage  seemed  clear:  Innovate  quickly  or  die.  As  a  result,  many 
leaders  sprang  for  snazzy  programs  that  promised  to  stimulate 
billion-dollar  ideas.  Others  gave  it  lip  service  but  didn't  follow 
up  all  that  talk  with  real  investment. 

There's  probably  not  much  harm  in  all  that  ideating  and 
wearing  of  capes.  Getting  people  to  step  out  of  their  com- 
fort zones  can  do  a  lot  to  spark  new  ideas.  But  if  they're  not 
paired  with  more  fundamental  changes,  all  those  efforts  will 
go  nowhere.  Fortunately,  some  companies  have  been  wak- 
ing up  to  that  fact.  "Hard  work  is  less  sexy  than  kooshballs," 
says  Innosighf/s  Anthony.  "But  the  companies  that  are  really 
thinking  about  this  smartly  are  putting  in  place  structures  and 
making  investments  that  will  make  this  not  a  yearlong  fad  but 
a  decade-long  effort." 

EVEN  SOME  OF  THE  MOST  REALITY-ROOTED  companies  have 
dabbled  in  innovation  alchemy.  As  part  of  its  many  efforts 
to  nurture  breakthroughs,  General  Electric  Co. 
invited  in  consultants  of  various  stripes— including 
choreographer  Twyla  Tharp,  who  has  run  creativity 
workshops  with  businesses.  Some  of  these,  such  as 
improvisation  exercises,  can  be  "good  yuks,"  says 
GE  Chief  Marketing  Officer  Dan  Henson,  "but  I'm 
not  sure  we've  come  away  with  any  insight  into  how 
to  change  our  product  mix  or  innovate." 

Now,  GE's  outside  experts  are  more  involved  in 
helping  to  identify  customer  needs.  The  company 
is  also  giving  its  higher-ups  innovation  training 
that  seems  more  true  to  form.  For  years,  its  ex- 
ecutive education  programs  have  helped  provide 
the  company  with  a  seemingly  endless  supply 
of  capable  leaders.  Last  year  innovation  became 
part  of  the  curriculum  for  senior  managers  at 
GE's  famed  Crotonville  (N.Y.)  training  hub.  The 
idea  is  to  give  top  managers  at  its  50  largest  units 
the  chance  to  discuss  and  learn  techniques  that 


will  stimulate  growth  deep  in  their  organizations.  Up  unt 
recently,  GE's  innovation  efforts  had  been  run  primarily  b 
the  corporate  marketing  team. 

If  s  too  early  to  tell  if  GE's  program  will  work.  As  Genentec 
shows,  the  proper  care  and  feeding  of  employees  in  creativ 
cultures  takes  much  more  than  training.  The  commitment  t 
innovation  has  to  be  underscored  at  every  turn.  Since  its  founc 
ing  in  1976,  Genentech  has  allowed  its  researchers  to  publis 
their  findings  in  academic  journals,  an  important  career  statu 
marker  for  scientists.  That's  different  from  most  pharma  con 
panies,  which  tightly  guard  their  research  secrets.  As  a  resul 
Genentech  can  compete  with  the  Harvard  and  Stanford  un 
versities  of  the  world  when  recruiting  top  scientists.  That  ha 
helped  lead  Genentech  to  recent  hits,  such  as  Lucentis,  whic 
treats  the  leading  cause  of  blindness.  Approved  in  mid-200( 
the  drug  had  sales  of  $380  million  for  the  year,  making  it  on 
of  Genentech's  most  successful  launches  ever. 


Disney  Bets  Long  on  Fi 


When  Walt  Disney  Co.'s 
chief  creative  officer,  John 
A.  Lasseter,  went  hunt- 
ing recently  for  someone  to  direct 
Disney's  big-budget  animated  flick' 
American  Dog,  he  turned  to  Chris 
Williams,  a  first-time  feature  film 
director  whose  main  experience 
working  on  features  was  as  a  story 
artist  for  movies  like  Chicken  Little. 
It  was  a  big  jump  for  Williams,  but 
Lasseter  had  liked  what  he'd  seen 
in  Golgo's  Guest,  a  quirky  five-min- 
ute short  film  Williams  directed, 


The  companies. ..  really  thinking  about  this  smartly 
are  putting  in  place  structu res. . .that  will  make  t 
not  a  yearlong  fad  but  a  decade-long  effort 


featuring  a  lonely  Russian  soldier 
visited  by  a  flying  saucer. 

Williams'  little  film  was  cre- 
ated as  part  of  a  ramped-up  Dis- 
ney program  to  make  five-minute 
shorts  and  blast  some  creative 
energy  into  a  once-vaunted  anima 
tion  studio.  The  unit  has  been  dov\ 
on  its  luck,  having  suffered  such 
disappointments  as  Home  on  the 
Range  and  Brother  Bear.  By  invit- 
ing midlevel  creative  employees 
to  try  their  hands  at  directing,  the 
program  serves  as  a  testing  groun 
for  young  talent  and  new  ways  to 
make  feature  films.  The  risks  are 
low:  These  shorts  cost  $2  million 
less  to  make,  compared  with  fea- 
ture films  that  usually  cost  $100 
million  or  more.  "This  is  a  busines 
that  thrives  on  new  ideas  and  bet- 
ter ways  of  doing  things.  We  can  c 
both,  and  in  a  way  that's  cost-effe 


The  best  companies  seem  to  be  managing  a  balance  of 
i  few  high-profile  programs  aimed  at  getting  employees 
:o  think  differently  and  more  fundamental  processes  that 
nake  sure  the  work  actually  gets  done.  IBM,  for  instance, 
nade  a  splash  last  year  with  its  Innovationjam.  This  online 
;vent  brought  together  150,000  IBM  employees,  business 
jartners,  and  even  customers  to  bat  around  new  areas 
vhere  IBM's  technologies 
:ould  be  put  to  good  use. 
]hief  Executive  Samuel 
I  Palmisano  later  funded 
:he  10  best  ideas. 

But  Innovationjam  only 
asted  a  few  days.  The  rest 
)f  the  year,  the  company 
;oncentrates  on  innovat- 
ng  in  more  sustainable 


ways.  It  operates  a  3,000-person  research  division  whose 
scientists  lend  a  hand  with  everyday  product  development 
and  even  interact  with  customers  to  help  them  solve  their 
most  difficult  problems.  Plus,  the  company  has  set  up  four 
different  programs  designed  to  incubate  new  ideas  that 
don't  fit  neatly  into  a  single  business  unit.  Each  is  designed 
to  nurture  ideas  according  to  their  time  horizons  and  rev- 


torts 


live  as  well,"  says  Disney  Anima- 
Son  President  Edwin  E.  Catmull. 

The  shorts  program  is  a  window 
into  how  Disney  is  being  reanimat- 
ed by  Lasseter  and  Catmull.  The 
(wo  creative  czars  hail  from  Pixar 
Animation  Studios  Inc.,  which  Dis- 
fiey  acquired  in  2006  for  $7.4  bil- 
ion.  During  a  remarkable  streak  of 
ieven  blockbusters  in  11  years,  Pix- 
liralso  fine-tuned  the  art  of  making 
horts,  winning  six  Oscars. 
•  As  part  of  the  Disney  program, 
he  former  Pixar  duo  established  a 
Istory  trust"  of  experienced  direc- 
lors  who  give  guidance  to  up-and- 
omers.  They  help  select  promis- 
pg  shorts  to  put  into  production 
tnd  then  review  their  progress. 
he  shorts  program  is  also  used 
oshow  veteran  animators  new 
ricks.  One  of  the  six  shorts  in  de- 
telopment,  The  Ballad  of  Nessie, 


about  the  Loch  Ness  monster, 
features  characters  wearing  kilts. 
It's  partly  an  exercise  in  helping 
animators  improve  their  skills  at 
drawing  fabric  in  a  naturalistic  way. 

The  first  short  that  will  show  in 
theaters  is  a  slapstick  called  How 
to  Hook  Up  Your  Home  Theater.  In 
it,  classic  Disney  character  Goofy 
fumbles  his  way  through  turning 
his  home  into  an  entertainment 
palace.  It  will  be  co-directed  by 
Stevie  Wermers,  a  former  story  ed- 
itor who  hopes  to  become  the  first 
woman  to  direct  a  Disney  animat- 


ed film.  The  short  will 
test  Lasseter's  strategy 
of  returning  Disney  to 
its  tradition  of  using  hand-drawn 
animation— which  he  hopes  will 
help  it  stand  out  in  a  crowded  field 
of  computer-generated  features. 
The  program  harkens  back  to 
Disney's  past.  In  the  1930s,  Walt 
Disney  pioneered  the  animated 
short  as  a  way  of  keeping  his 
animators  sharp  while  waiting  for 
the  script  for  Snow  White  and  the 
Seven  Dwarfs  to  finish.  There's 
even  a  piece  of  this  new  program 


IN  THE  IDEA  INCUBATOR  Animation 
President  Catmull  strives  to  merge  creativity 
and  cost-effectiveness 


that's  aimed  at  employees  who 
don't  draw  for  a  living.  By  joining 
the  "Shorts  Club,"  anybody  from  a 
secretary  to  a  tech  help-desk  em- 
ployee can  gain  access  to  a  com- 
puter workstation  in  their  off-hours 
to  make  a  five-minute  cartoon. 
These  likely  won't  make  it  to  a  the- 
ater. But  they  could  help  get  every- 
body in  the  organization  excited 
about  what  they're  doing. 

-Ron  Grover 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
Business  Week  to  offer  you  an  opportunity  to  share  your  comments.  |oin  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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enue  potential,  from  billion-dollar  businesses  to  smaller 
technologies  that  help  IBM  work  smarter. 

One  of  the  most  important  lessons  executives  have 
learned  about  innovation  in  the  past  few  years  is  that  com- 
panies shouldn't  go  it  alone.  Increasingly,  companies  are 
drawing  business  partners  and  suppliers  into  innovation 
networks.  That  brings  more  minds  to  bear  and  speeds  up 
product  development.  Once  seen  as  novel  and  risky,  such 
external  collaborations  are  now  accepted  as  necessary  and 
even  routine  ways  of  doing  business. 

Boeing  provides  one  of  the  best  models.  Its  787  Dreamliner, 
which  is  expected  to  roll  out  of  the  factory  in  July,  is  a  techno- 
logical marvel.  Made  of  composites  and  other  lightweight  ma- 
terials, it  promises  to  use  20%  less  fuel  than  current  jediners 
and  improve  passenger  comfort,  including  cabin  air  quality. 


But  Boeing  couldn't  have  accomplished  all  of 
this  on  its  own.  Traditionally,  the  aerospace  giant 
micromanaged  design  and  production  of  a  jet's  com- 
ponents—a pricey  approach  that  helped  cause  the 
budget  of  its  previous  plane,  the  777,  to  double  in  cost,  from 
$6  billion  to  $12  billion.  This  time,  Boeing  realized  that  real 
technological  innovation  would  only  be  possible  at  a  reason- 
able cost  if  it  shared  the  risk  with  partners.  Many  of  the  details 
of  the  plane's  design  are  being  handled  by  suppliers  in  Japan, 
Italy,  and  the  U.S.  Tokyo-based  Mitsubishi  Motors  Corp.  is  cre- 
ating the  wing,  while  Italy's  Alenia  Aeronautica  is  producing 
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the  rear  fuselage  and  the  horizontal  stabilizer  (the  small  wii 
on  the  plane's  tail). 

Such  a  massive  change  to  its  approach  was  hardly  ea.' 
"Were  we  comfortable  looking  for  better  ideas  outside  of  ti 
company?  No,"  says  Mike  Bair,  vice-president  of  the  787  pr 
gram.  "To  a  lot  of  people  inside  the  company,  it  was  perceivi 
as  a  loss  of  control." 

One  of  the  keys  to  pulling  this  off  was  the  company's  caref 
attention  to  managing  culture  change.  To  help  reassure  Boeii 
managers  of  their  suppliers'  progress,  the  company  formed 
global  "partner  council,"  a  team  of  senior  leaders  from  ea' 
company  who  met  face-to-face  every  six  weeks  to  help  resol 
new  problems.  Once  production  of  the  plane  got  going,  Boeii 
sent  teams  of  engineers  from  one  supplier  to  the  next,  acting 
roving  in-house  consultants  who  share  best  practices.  The  a 
laborative  bet  appears  to  be  payi 
off.  Development  time  has  shru 
by  about  a  year.  That's  helping 
keep  costs  down,  both  for  Boeir 
which  will  spend  an  estimated  : 
billion  to  $8  billion  on  the  plai , 
and  its  customers,  which  will  p 
about  $130  million  apiece.  Tha 
around  the  same  price  as  a  198C 
era  airplane.  Carriers  are  lining  > 
for  the  new  jets;  in  April,  Boei| 
topped  500  orders  in  record  time 
Chances  are,  retooling  a  comr. 
n/s  approach  to  innovation  wo 
get  traction  unless  the  CEO  thro 
all  of  his  or  her  weight  behind 
That  may  mean  plunging  into  t 
messy  details  to  get  things  on  t 
right  track.  For  instance,  the  fi 
thing  Robert  Iger  did  after  beiij 
named  Disney  CEO  in  2005  was 
abolish  the  company's  central  st 
tegic-planning  office,  which  h 
been  run  by  a  close  ally  of  outgoi 
CEO  Michael  D.  Eisner.  The  offic 
head  was  seen  by  some  insid 
as  a  bottleneck  to  getting  inno 
tive  ideas  to  the  chief.  Iger  op 
instead  to  keep  a  smaller  cent 
group  while  transferring  many 
the  people  on  the  team  to  the  bi 
ness  units,  where  they  could 
closer  to  the  action. 

Almost  immediately,  new  id 
began  bubbling  up.  In  its  vie 
game  operation,  Disney  expanc 
its  spending  on  new  game  p 
duction  and  acquisitions  of  ga 
studios  to  $350  million,  up  fr 
$130  million. 

But  Iger  didn't  stop  there, 
show  how  serious  he  was  ab 
innovation,  he  personally  got  involved  in  the  process  of  < 
ating  new  games.  When  Disney's  Buena  Vista  Games  i 
began  bringing  its  far-flung  developers  to  its  Burbank  (Ca 
headquarters  for  half-day  summits,  Iger  attended  as  ofter 
he  could.  And  he  didn't  just  observe  from  the  back  of  the  ro< 
Developers  pitched  him  ideas  for  games,  and  he  gave  th 
feedback.  "You  can't  imagine  how  energizing  it  is  for  devel 


NO  SOLO  FLIGHT  Boeing 
partnered  with  other  companies 
to  make  its  787  Dreamliner  come 
true— and  to  share  the  risks 


Who  helps  doctors  see  each 
patient  as  one  of  a  kind? 


We  do.  . 
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Innovations  from  Siemens  can  be  found  everywhere.  And  more  advanced  personalized 
healthcare  is  an  innovation  that's  closer  than  you  think.  Our  technology  and  process 
advancements  in  imaging,  laboratory  diagnostics  and  information  technologies  are 
enabling  customized  care  based  on  patients'  individual  needs.  Interventions  can  begin 
earlier  —  before  a  patient  experiences  symptoms  of  disease.  Hospitalization  can  be 
minimized  and  overall  healthcare  costs  reduced.  At  Siemens,  our  innovations  today  are 
working  toward  a  healthier  tomorrow. 
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First  Mover  in  Mobile 


Looking  for  ways  to  make  mo- 
bile handsets  practical  for 
people  living  in  developing 
countries,  Finnish  mobile-phone 
maker  Nokia  Corp.  has  trekked  to 
far  corners  of  the  globe,  from  the 
narrow  alleys  of  Mumbai  to  the 
vast  slums  of  Nairobi.  The  result 
is  a  slew  of  new  features  especial- 
ly designed  for  places  with  harsh 
weather  and  harsher  living  condi- 
tions. One  example:  The  company 
created  dustproof  keypads— cru- 
cial in  dry,  hot  countries  with 
many  unpaved  roads,  as  Nokia 
executives  learned  from  visits  to 
customers'  homes  in  India.  Inno- 
vations like  those  helped  gener- 
ate sales  in  2006  of  $3.7  billion 
for  Nokia  in  India,  making  the 
company  the  market  leader  in 
the  fastest-growing  mobile-phone 
market  in  the  world. 

But  Nokia's  initiatives  for 
emerging  markets  reach  way  be- 
yond traditional  product  innova- 
tion. These  days,  it's  also  break- 
ing the  mold  on  how  it  markets, 
distributes,  and  sells 
phones  in  developing 


RURAL  DELIVERY  Nokia 

vans,  like  this  one  parked  in 
a  village  in  Rajasthan,  India, 
teach  locals  about  mobile  phones 

countries.  In  India,  Nokia  esti- 
mates there  are  90,000  points- 
of-sale  for  its  phones,  ranging 
from  modern  stores  to  makeshift 
kiosks,  even  more  than  China's 
40.000.  That  makes  it  difficult  to 
control  how  products  are  dis- 
played and  pitched  to  consum- 
ers. "You  have  to  understand 


where  people  live,  what  the  shop- 
ping patterns  are."  says  Kai  Ois- 
tamo,  executive  vice-president 
and  general  manager  for  mobile 
phones.  "You  have  to  work  with 
local  means  to  reach  people- 
even  bicycles  or  rickshaws ." 

To  get  a  grip  on  rural  India, 
the  company  has  outfitted  a  fleet 
of  distinctive  blue  Nokia-branded 
vans  that  prowl  the  rutted  coun- 
try roads.  Staffers  park  these 
advertisements-on-wheels  in  vil- 


You  have  to  understand  where  people  live,  what  the 
shopping  patterns  are.  You  have  to  work  with  local 
means  to  reach  people— even  bicycles  or  rickshaws. 


lages.  often  on  mark 
or  festival  days.  Thei 
with  crowds  cluster- 
ing around,  Nokia  re 
explain  the  basics  of 
how  the  phones  wor 
and  how  to  buy  then 
Nokia  has  extended 
the  concept  to  mini- 
vans,  which  can  reac 
even  more  remote 
places. 

Members  of  the 
emerging  markets 
team  discovered 
something  on  a  rece 
visit  to  slums  outsid- 
Nairobi  that  may  help  them  im- 
prove sales  to  customers  withoi 
access  to  credit.  Through  conve 
sations  with  slum  dwellers,  NoY 
learned  that  many  people  form 
buying  clubs,  pooling  their  mor 
to  buy  handsets  one  at  a  time 
until  every  member  has  one.  Tr 
members  draw  lots  to  see  who 
gets  phones  in  what  order.  Now 
Nokia  is  looking  for  ways  to  en- 
courage this  form  of  self-financ 
ing.  Communal  finance  is  a  far 
cry  from  manufacturing  mobile 
phones,  but  Nokia  knows  it  has 
try  ail  sorts  of  ideas  if  it  wants 
capture  its  share  of  the  industr 
next  1  billion  customers. 

-Jack  Ew 


ers  to  get  some  one-on-one  time  with  the  CEO,"  says  Graham 
Hopper,  senior  vice-president  and  general  manager  of  Buena 
Vista  Games.  "They  go  back  to  wherever  they're  from  with  a 
whole  new  sense  of  purpose." 

Since  Iger  took  over,  the  entertainment  giant  has  asserted 
itself  as  one  of  the  fastest-moving  studios.  Within  weeks  of  his 
appointment,  Iger  announced  Disney  would  be  the  first  studio 
to  offer  its  TV  shows  on  the  new  video  iPod.  The  deal  was  ham- 
mered out  in  a  few  days,  a  departure  from  Disney's  slow-mo- 
tion decision-making  process.  The  more  aggressive  Disney  has 
impressed  Wall  Street.  Disney's  stock  price  has  risen  by  48% 
since  Iger  became  CEO. 

The  lesson:  There  are  no  shortcuts  when  it  comes  to  inno- 
vation, and  little  magic  involved.  Putting  the  right  structures, 
processes,  and  people  in  place  should  occur  as  a  matter  of 
course— not  as  an  exception.  Innovation  also  requires  inspired 
leadership.  Executives  must  free  up  resources  to  execute  new 
ideas  and  have  the  courage  to  take  risks  rather  than  just  talk 
about  their  importance.  "Look  at  how  often  you  as  a  person 
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in  charge  jumped  out  ahead  and  gave  your  blessing  to  an  i< 
that  was  truly  different,  or  complimented  the  person  who  t( 
that  first  step,"  says  Intel's  Grove.  "Then,  you're  catalyz 
change.  And  it  costs  nothing."  ■ 

-With  Aili  McConnon  andArlene  Weintraub  in  New  Yi 
Stanley  Holmes  in  Seattle,  and  Ron  Grover  in  LosAng 
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The  Accord  Sedan 


Every  part  of  the  Accord  is  ingeniously  designed  to  bring  peace  of  mind  to  the  driver.  From  the 
standard  side  curtain  airbags  to  the  highly  efficient  engine;  every  detail  is  deeply  contemplated. 
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A  Powerful 

Online 

Innovation 

From  BusinessWeek.com,  an 
unparalleled  array  of  free  corporate  data 


THE  WEB  OFFERS  INVESTORS  A  RICH  TROVE  OF 
information.  But  it  has  little  value  in  today's  fast-paced 
business  environment  if  you  can't  quickly  find  the 
nuggets  you  need.  That's  why  BusinessWeek  is  launching  the 
Company  Insight  Center  on  BusinessWeek.com. 

The  CIC,  or  Companies  Channel,  combines  our  resources 
with  those  of  Standard  &  Poor's  Capital  IQ  division  (like 
BusinessWeek,  a  unit  of  The  McGraw-Hill  Companies)  to  pull 
together  up  to  33  pages  of  data,  charts,  profiles,  and  news 
stories  on  each  of  42,000  public  companies  in  the  U.S.  and 
abroad.  The  result:  an  unparalleled  array  of  corporate  data. 

CIC  offers  easy  navigation  to  get  you  from,  say,  stock 
price  charts  that  you  can  customize;  to  earnings  reports  and 
estimates;  to  profiles  of  chief  executives  and  board  members; 
to  a  history  of  their  stock  trades.  Also  available  are  reports 
on  some  320,000  private  companies,  though  since  they're 
private,  the  data  are  more  limited. 

Want  to  know  what  boards— public,  private,  and  nonprofit 
—those  execs  and  directors  sit  on?  The  people  page  in  the 
Companies  Channel  can  show  you  that.  As  you  click  on  each 
board  member,  you  can  see  the  other  members  of  the  board 
and  their  affiliations.  Click  on  any  of  those  directors,  and  you 
see  their  other  boards  and  who  else  sits  on  them,  and  so  on. 
You  won't  find  this  feature,  a  proprietary  service  from  Capital 
IQ,  anywhere  else  on  the  Web  without  paying  a  hefty  fee. 

There  are  several  ways  to  get  to  the  CIC  pages.  From  the 
BusinessWeek.com  home  page,  click  on  the  Companies  tab 
on  the  navigation  bar.  You'll  also  find  a  stock  quote  search 
box  on  all  pages  that  will  take  you  to  the  snapshot  page  for 
whatever  company  you  type  in.  In  addition,  all  ticker  symbols 
to  and  mentions  of  companies  in  BusinessWeek.com  stories  will 
§  link  to  that  company's  snapshot,  which  is  a  compendium  of 
u  market-related  data,  company  news,  and  biographical  and 
|  compensation  info  on  top  executives.  Similarly  executives' 
I  names  in  online  stories  will  link  to  their  CIC  profiles. 
z       To  help  you  begin,  take  a  look  at  the  adjacent  screens.  Then 
£  go  to  BusinessWeek.com  and  start  mining  the  trove. 
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Dashboard 

It's  on  every  page 
in  the  Company 
Insight  Center.  Here 
you  find  some  quick 
vital  statistics  on 
the  company  and  a 
convenient  entry  point 
for  more  detailed  data. 
The  white  background 
tab  shows  you  what 
page  vou're  viewing. 
Click  on  the  gray- 
backed  tabs  to  jump  to 
other  sections. 


Related  News 

The  left-hand  column 
displays  stories  from 
BusinessWeek.  Items 
from  other  sources, 
such  as  the  Associated 
Press  and  Standard 
&  Poor's,  are  on  the 
right.  Click  on  the  link 
at  the  bottom  of  either 
column  to  view  more 
news. 
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Many  compar 
shares  trade  £ 
the  world.  Thi 
opens  up  a  be 
allows  you  to 
shares  on  nor 
exchanges,  pr 
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Ranking 

BusinessWeek  has  many 
franchise  rankings,  including  the 
BusinessWeek  50,  the  InfoTech  100, 
and  the  Innovation  25.  If  a  company 
has  earned  a  spot  on  one  of  those 
lists,  it  will  be  indicated  in  this  space 
along  with  the  list's  logo. 
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npetitors 

6lp  you  judge 
a  company  is 
ig,  you  need  to 
'vhow  it  stacks  up 
the  competition, 
is  space  you'll 
a  selection  of 
i  company's 
petitors,  with 
■  to  their  snapshot 
is.  Click  View 
stry  Competitors 
«more  names. 


Background 

Admittedly,  Steve  Jobs 
is  familiar.  But  most  of 
the  other  1,040,000 
executives  in  theCIC 
aren't,  so  look  here  for 
a  biographical  sketch. 
A  link  at  the  bottom 
of  the  paragraph  will 
open  up  the  rest. 
Farther  down,  you 
can  get  educational 
background  and  other 
corporate,  private,  and 
nonprofit  affiliations. 


Compensation 

Executive  comp  is 
one  of  the  hottest 
topics  in  business 
today,  and  here's  the 
place  to  find  what  the 
CEO  is  making.  The 
information  on  the 
Earnings  and  Financial 
pages  will  help  you 
decide  whether  the 
occupant  of  the  corner 
office  is  worth  it. 


Connections 

The  number  next  to 
the  name  indicates 
the  contacts  they 
have  through  their 
memberships  on  other 
boards.  Click  See 
Board  Relationships 
and  you  can  seethe 
other  people  who 
serve  alongside 
the  CEO.  Click  on 
any  of  his  co-board 
members  to  view  their 
affiliations,  and  soon. 


Competitor 
Compensation 

Another  reality 
check  on  the  chief's 
compensation  is  how 
much  top  guns  at 
competitor  companies 
are  making.  Here  you 
will  find  the  paycheck 
figures  for  five  of  them. 
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Time  Periods 

The  default  stock  price  and 
volume  chart  is  three  months, 
but  you  can  change  the  time 
periods  from  one  day  to  10 
years.  If  none  of  those  quite  fit, 
click  on  Custom.  Two  calendars 
will  open,  and  you  can  pick  the 
start  and  end  points. 


Comparison 

How  has  Apple 
compared  to.  say, 
Microsoft?  Use  the 
Compare  drop-down 
menu  to  select  other 
stocks  or  market 
indexes,  and  they'll  be 
plotted  on  the  chart 


Events 

Click  on  this  drop- 
down menu  and 
you  can  mark  stock 
splits,  dividends, 
earnings  reports,  or 
even  BusinessWeek 
stories  to  see  how  they 
affected  trading.  The 
transactions  feature 
shows  mergers, 
acquisitions,  and 
divestitures. 


Investment 

This  chart  shows  the 
return  on  $10,000 
over  the  last  five 
years.  For  Apple 
shareholders,  it's 
been  sweet.  A  drop- 
down menu  lets  you 
make  comparisons  to 
various  indexes. 


Competitors 

Scroll  down  to  see 
the  returns  of  some 
competitors.  Even  with 
others'  respectable 
performances,  Apple 
leaves  them  all  in  the 
dust.  Click  on  either 
link  to  get  to  their 
snapshot  pages. 


64  I  BusinessWeek  I  May  14,  2007 


i 


CONQUER 

new  markets.  Without  new  security  risks. 

You're  pressured  to  grow.  Globally.  But  safely.  We  can  help 
you  design  a  solution  that  accommodates  growth.  And 
incorporates  protective  measures  into  your  network.  In 
other  words,  security.  Delivered.  For  everything  you  need 
for  your  world,  go  to  business.att.com/onwardenterprise. 
And  it's  onward,  business. 
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Finance  Stocks 


Buffett,  the  Wal-Mart  Shopper 

With  the  stock  in  the  dumps,  it  may  offer  him  greater  upside  than  Targ* 


BY  ELIZABETH  WOYKE 

WHEN  FANS  AND 
followers  descend 
on  Omaha  for  the 
Berkshire  Ha- 
thaway Inc.  an- 
nual meeting  on 
May  5,  they'll  be 
eager  to  hear  the  homespun  business 
wisdom  and  folksy  investment  advice 
of  Chairman  Warren  Buffett.  One  thing 
they  probably  won't  hear  during  his 
nearly  six-hour  Q&A  with  sharehold- 
ers: the  nitty-gritty  on  why  he  likes  Wal- 
Mart  Stores  Inc.  more  than  rival  dis- 
counter Target  Corp. 

Buffett,  who  rarely  reveals  much 
about  his  investment  moves  in  pub- 
lic, started  building  a  big  position  in 
Wal-Mart  back  in  2005,  according  to 
filings  with  the  Securities  &  Exchange 
Commission.  Two  years  later,  Berkshire 
owns  some  19.9  million  shares,  roughly 
$960  million  worth,  making  it  one  of 
the  insurer's  largest  holdings.  Target 
first  popped  up  in  the  portfolio  about 
a  year  ago,  a  stake  some  speculate  was 
bought  by  Berkshire's  other  bargain 
hunter,  Lou  Simpson,  chief  investment 
officer  at  the  GEICO  car  insurance  sub- 
sidiary. But  in  the  third  quarter  of  2006, 
Berkshire  held  fewer  than  1  million 
shares,  and  by  the  end  of  the  year  the 
investment  had  disappeared  from  the 
company's  financial  reports. 

Buffet  watchers  think  price  may  have 
been  a  big  factor.  Target's  stock  got  whacked 
in  the  middle  of  last  year,  dropping  17% 
from  its  May  high  to 
46  by  July.  Amid  macro 
concerns  that  consum- 
ers had  gotten  tighter 
with  their  wallets,  in- 
vestors worried  that  the 
retailer  had  spent  too 
much  on  new  distribu- 
tion centers  and  had 
become  overly  reliant 
on  its  credit-card  busi- 
ness. But  the  stock  has 
bounced  back  to  60.  At 
that  price,  Target  trades 
for  roughly  18.5  times 
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PERCENT  CHANGE  IN  STOCK  PRICE 
■  WAL-MART      ■  TARGET 


APR.  29,  '05 

Data:  Bloomberg  Financial  Markets 


trailing  earnings,  only  modesdy  less  than 
peers  and  the  Standard  &  Poor's  500-stock 
index.  "That's  a  very  fine  return,"  says  Bill 
Dreher,  a  retail  analyst  for  Deutsche  Bank. 
"  [Even]  if  you  hit  your  return  benchmarks 
sooner  than  expected,  you  still  have  to  be 
true  to  your  own  internal  valuations." 

But  for  Buffett  and  others  who  love  to 
buy  brand  names  at  bargain  prices,  a  tar- 
nished Wal-Mart  may  be  a  better  match. 
After  all,  value  investors  usually  show  up 
when  a  company  is  facing  its  darkest  days. 
^^^^^^mm^^  The  stock  has  been  a 
dog,  falling  17%,  to  48, 
over  the  past  five  years 
as  sales  have  slipped 
and  operating  costs 
have  ballooned.  In 
2006  same-store  sales 
in  its  U.S.  operations 
gained  a  mere  1.6%, 
its  worst  showing 
ever.  As  a  result,  Wal- 
Mart  now  sells  for  16.6 
times  earnings,  the 
cheapest  it  has  been 
in  more  than  a  decade. 


APR.  30.  '07 


"Right  off  the  bat,  we  li] 
Wal-Mart's  valuation  bett 
[than  Targef  s],"  says  Wh 
ney  Tilson,  co-portfol 
manager  of  the  $22  millkj 
Tilson  Focus  Fund,  wl 
counts  Wal-Mart  among  1" 
top  10  stock  holdings. 

Certainly,  Target  has  tl  | 
edge  in  the  growth  depa 
ment.  With  just  1,502  stor< 
vs.  Wal-Mart's  6,930,  it  si- 
has  plenty  of  room  to  gro 
especially  in  strong  dome 
tic  markets  such  as  the  mi 
Atlantic  and  New  Englar  i 
To  boost  traffic  in  existi 
stores,  Target  has  been  be 
ing  up  its  assortment  \ 
food,  electronics,  and  p 
vate-label  products.  Drer 
predicts  earnings  will  r 
14%  to  16%  a  year  throu 
2012.  After  the  stocks  :, 
cent  runup,  though,  mu 
of  those  expectations  are  j 
ready  baked  into  the  price. 

But  while  many  question  whether  W 
Mart  can  get  growth  going  again,  cc 
trarians  think  it  has  the  markings  o: 
turnaround  play,  a  very  Buffett-like  qu 
ity.  There's  little  thought  that  Wal-M 
will  return  to  its  glory  days,  but  th( 
who  are  bullish  figure  the  company  c 
still  be  a  steady  performer.  They  po 
to  recent  moves  management  is  makj 
to  get  shoppers  back  in  the  doors:  1 
big-box  retailer  has  been  aggressively 
modeling  stores,  changing  its  selection 
high-macgin  categories  such  as  consur 
electronics,  and  tweaking  the  directior 
women's  apparel.  If  s  also  trying  to  kee 
lid  on  costs  by  pushing  more  of  its  raai 
facturing  offshore,  reducing  invent( 
and  reining  in  store  openings.  Mana 
ment  plans  to  increase  square  footage  t 
year  by  75%,  a  slowdown  from  2006. 

Buffett  may  also  find  Wal-Mart's  inter 
tional  business  appealing.  In  recent  ye 
the  Oracle  of  Omaha  has  been  bearish  | 
the  U.S.  dollar,  figuring  the  ballooning  c 
rent-account  deficit  stateside  would  fa 
other  countries.  But  he  has  been  mov 


66  I  BusinessWeek  I  May  14,  2007 


away  from  trading  currencies  to  make  that 
bet,  saying  if  s  a  pricier  strategy  these  days. 
Instead,  he  has  been  looking  to  buy  compa- 
nies and  stocks  that  make  a  significant  por- 
tion of  their  money  overseas.  At  last  year's 
annual  gathering,  Buffett  announced  a 
$5  billion  purchase  of  Israeli-based  Iscar 
Metalworking.  Berkshire  also  owns  stakes 
in  oil  producer  PetroChina  Co.  and  British 
supermarket  giant  Tesco  PLC. 

OVERSEAS  APPEAL 

WAL-MART'S  BRAND  translates  better 
abroad  than  Target's;  the  company  gener- 
ates 22%  of  net  sales  from  its  international 
business,  compared  with  zero  for  Target. 
Admittedly,  Wal-Mart's  results  have  been 
mixed.  It  has  a  stronghold  in  Canada,  Mex- 
ico, and  Britain  and  is  also  making  a  play 
in  fast-growing  areas  such  as  China,  Latin 
America,  and  South  America.  Yet  the  com- 
pany had  to  exit  the  ultracompetitive  South 
Korean  and  German  markets,  where  it  had 
a  tough  time  against  local  players.  Still, 
Buffet  may  see  that  exposure  largely  as  a 
strength.  International  sales  should  grow 
15%  a  year,  vs.  9%  stateside,  says  Deutsche 
Bank's  Dreher.  "The  pieces  are  in  place  for 
KVal-Mart  to  really  appreciate,"  says  David 
Chalupnik,  head  of  equities  at  First  Ameri- 
can Funds  in  Minneapolis,  which  owns 
borne  2  million  shares  of  Wal-Mart  across 
its  retail  and  institutional  portfolios. 
;  Portfolio  manager  Tilson  can't  predict 
!sactly  when  things  will  click  at  Wal-Mart, 
out  he  figures  earnings  will  hit  $4  to  $5  a 
share  over  the  next  two  to  five  years.  As- 
lining  a  multiple  of  20  to  25  to  those  prof- 
its—in line  with  peers  today— Tilson  calcu- 
ates  the  stock  could  head  north  of  80. 

Of  course,  Buffett  may  just  be  making 
ap  for  past  mistakes.  He  has  long  said  he 
•egrets  not  amassing  a  big  stake  in  Wal- 
Vlart  when  the  stock  looked  cheap  in  the 
.990s.  Back  then,  he  scooped  up  5  million 
ihares.  But  the  stock  zoomed  ahead  before 
le  had  a  chance  to  take  a  full  position— an 
error  of  omission"  that  he  estimates  cost 
Berkshire  as  much  as  $8  billion.  With  Wal- 
Vlart  trading  at  a  lower  price-earnings 
■atio  now,  Buffett  may  think  the  time  is 
ight  to  buy  what  he  calls  "the  retailing 
nachine  of  all  time."  ■ 
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GENERAL  MANAGEMENT  PROGRAM 

BEGINS  JULY  2007 


H   A  R   V  A   R  D 


SCHOOL 


And  it's  designed  to  transform  talented  executives  into  out- 
standing business  leaders.  It's  the  curriculum  of  the  General 
Management  Program  at  Harvard  Business  School.  You  will 
immerse  yourself  in  the  latest  practice-based  management 
thinking.  Prepare  for  rapid  diagnosis  and  decisive  action. 
And  cultivate  the  leadership  skills  and  business  judgment  you 
need  to  capitalize  on  opportunities  throughout  the  world. 

■    '    $<*       ' 

By  the  way,  ^EJH-t  means  "global.'"  And  so  do  we.  Learn 

more  at  yww.exed.hbs.edu.  pgprgmpbw  and  take  the  first 

step  toward  comprehensive  leadership. 


Economic 


Hurricane  Ahead, 
But  Lower  Insurance 

Why  the  price  of  property  coverage  is  going 
down  in  the  face  of  dire  predictions 


BY  PETER  COY  AND  ADAM  ASTON 

IT  HAS  BECOME  CONVENTIONAL 
wisdom  that  America's  coastal  re- 
gions from  Galveston,  Tex.,  to  Cape 
Cod,  Mass.,  are  at  growing  risk  from 
megastorms  like  2005's  Hurricane 
Katrina.  Global  warming,  the  theory 
goes,  will  cause  nastier  hurricanes 
as  ocean  temperatures  rise.  On  Apr.  3, 
meteorologists  from  Colorado  State  Uni- 
versity predicted  five  intense  Atiantic  hur- 
ricanes in  the  storm  season  beginning  on 
June  1,  twice  the  long-term  average. 

You  would  think  the  cost  of  insuring 
homes  and  businesses  would  be  head- 
ing sky-high.  But  that's  not  the  case.  In 
most  of  the  country,  property  insurance 
rates  for  homeowners  and  businesses 
are  actually  lower  than  they  were  before 
Katrina.  And  amazingly,  insurance  rates 
have  been  falling  recently  in  many  parts 
of  Florida  and  the  Gulf  Coast  that  stand 
to  suffer  severe  losses  from  hurricanes, 
encouraging  continued  construction  in 
low-lying  areas. 

What's  happening  is  that  one  powerful 


force,  the  weather,  is  being  overwhelmed 
by  two  even  more  powerful  forces:  fin- 
ance and  politics.  In  a  world  of  abundant 
liquidity,  traditional  insurance  compa- 
nies and  new  investors  alike  are  trying  to 
make  a  buck  by  underwriting  risk,  and 
the  competition  is  pushing  down  rates. 
And  in  super-risky  places  that  aren't 
attracting  much  private  capital,  particu- 
larly Florida,  regulators  are  reacting  to 
howls  of  pain  from  policyholders  by  cap- 
ping or  lowering  rates  by  edict. 

Nationally,  according  to  the  Bureau 
of  Labor  Statistics,  prices  for  tenant  and 
homeowner's  insurance  were  down  1% 
in  March  from  two  years  earlier,  before 
Katrina.  And  according  to  a  survey  by  the 
Council  of  Insurance  Agents  &  Brokers, 
property  and  casualty  rates  paid  by  large 
companies  fell  11%  over  the  same  period. 
"We're  generally  in  a  softening  market," 
says  Chris  Boone,  chief  marketing  officer 
of  BancorpSouth  Insurance,  an  insur- 
ance broker  in  Tupelo,  Miss. 

Can  it  last?  Regulators  and  the  in- 
surance industry  are  only  beginning  to 


grapple  with  the  problems  of  pricing  co ' 
erage  in  an  era  of  potentially  big  storm! 
By  some  calculations,  actuarially  corre  '■ 
premiums  would  be  so  high  as  to  free: 
economic  development  in  places  such  , 
Miami  and  New  Orleans. 

In  Louisiana,  Insurance  Commission 
James  J.  Donelon  put  on  hold  rate 
creases  for  companies  that  had  justinY 
their  rates  using  a  scientific  risk  mod 
that  focuses  on  forecasts  of  heavy  ston 
damage  over  the  next  five  years.  Donelc 
said  that,  pending  results  of  a  Floriil 
study,  insurers  should  take  into  accou' 
the  possibility  that  hurricane  activity  is 
a  cyclical  peak,  and  could  be  lower  in  t 
medium-term  future.   Expect  more  su 
fights.  The  more  accurate  the  models  g , 
"the  less  the  general  public  will  like  t 
results  they  give,"  says  Andrew  Castal 
a  senior  vice-president  of  Swiss  Reinsi  I 
ance  Co.  "The  rates  all  just  get  worse." 

INDUSTRY  WINDFALL 

IT'S  TRUE  THAT  in  the  aftermath 
Katrina,  insurers  sharply  boosted  rat 
or  even  withdrew  coverage,  in  the  m< 
vulnerable  coastal  areas.  This  year,  P 
state  Floridian  Insurance  Co.  is  notifyi 
120,000  Florida  residents  that  their  hon ' 
owners'  policies  will  not  be  renewed. 

But  even  in  these  areas,  many  peo] 
are  seeing  better  rates  and  a  wider  cho 
of  insurance  carriers  than  they  did  a  yi 
ago.  One  reason  is  that  the  insurai 
industry  is  enjoying  an  abundance 
capital.  No  hurricanes  struck  the  U.S.  1 
year,  so  the  nation's  property-casu£ 
industry  posted  a  $31  billion  net  gain 
underwriting  in  2006— a  sharp  sw 
from  the  $6  billion  net  loss  in  2005. 1 
investment  income,  and  insurers  had 
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ncome  after  taxes  of  nearly  $64  billion, 
;iving  the  industry  its  highest  rate  of  re- 
urn  in  20  years.  All  that  money  expands 
he  industry's  underwriting  wherewithal, 
Iriving  down  the  price. 

In  addition  to  internal  funds  from 
>rofits,  the  industry  has  been  receiving 
.  flood  of  outside  investment,  much  of 
phich  arrived  on  the  heels  of  the  2005 
lurricanes.  In  2005  and  '06,  $44  billion 
ti  capital  was  raised  for  property-ca- 
ualty  insurance,  according  to  figures 
rom  Morgan  Stanley.  About  one-third 
vas  raised  privately  for  startup  insurers 
nd  so-called  sidecars,  which  are  tempo - 
ary  pools  of  capital  backing  insurance 
iolicies.  ^^^^^-^^— 

Yield-hungry  hedge 
unds  and  private- eq- 
.ity  investors  have 
mmped  money  into 
atastrophe  bonds, 
/hich  return  little  or 

0  principal  to  inves- 
ts   if   a    hurricane 

1  a  certain  location 
auses  losses  above  a 
st  threshold.  In  re- 
am for  that  risk,  the 
0-called  cat  bonds 
ay  5  to  10  percent- 
ge  points  above  inter- 
ank  lending  rates. 
This  asset  class  is  paying  a  fairly  wide 
oread  relative  to  similarly  rated  invest- 
lents,"  says  Gary  Martucci,  a  Standard 

Poor's  analyst. 

But  financial  forces,  as  important  as 
ley  are,  don't  account  for  all  of  the  rate 
iductions.  Politics  plays  a  big  part.  State 
:gulators  aren't  content  to  rely  on  the 
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insurance  rates  have  spiked  the  most. 
They're  trimming  rate  increases  request- 
ed by  insurers  and  in  some  cases  broad- 
ening the  availability  of  state-subsidized 
insurance  for  highly  exposed  property 
owners  who  can't  get  coverage  from  the 
private  market. 

ON  THE  STATE'S  DIME 

UNDER  GOVERNOR  Charlie  Crist,  Florida 
has  gone  the  furthest  in  challenging  mar- 
ket forces.  In  January,  the  state  legislature 
massively  increased  government  involve- 
ment in  the  insurance  business  in  hopes  of 
rolling  back  homeowners'  rates.  It  blocked 
rate  hikes  by  the  state-controlled  Citizens 
^^^^^^^^^_  Property  Insurance 
Corp.,  which  insures 
people  who  can't  get 
coverage  in  the  private 
market.  That  allowed 
Citizens  to  undercut 
private  insurers.  To 
keep  private  compa- 
nies from  bailing  out 
of  Florida,  it  intends 
to  make  available  an 
additional  $16  billion 
in  highly  subsidized 
reinsurance  from  a 
state  fund. 

Trouble  is,  if  a  se- 
ries of  big  hurricanes 
empties  out  the  Citizens  reserve  fund 
and  the  reinsurance  fund,  the  state  will 
have  to  raise  the  money  to  pay  claims 
via  a  special  assessment  of  thousands 
of  dollars  apiece  on  all  policyholders  in 
the  state.  "It'll  function  just  fine  until 
the  next  storm.  Then  we'll  see,"  says 
Joshua  D.  Shanker,  an  equity  analyst  at 


PROPERTY  AND  CASUALTY 

INSURANCE  RATES  FOR 
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,  larket  in  places  such  as  Florida,  where      Citigroup  Investment  Research. 


The  political  fix  temporarily  alleviates 
the  financial  pain,  but  it  worsens  the  un- 
derlying problem.  Developers  continue 
to  erect  condos  in  vulnerable  parts  of 
Florida  in  part  because  of  the  availability 
of  state-subsidized  insurance.  Florida  al- 
ready has  $2  trillion  in  coastal  exposure 
and  remains  one  of  the  fastest-growing 
states.  That  will  raise  the  cost  of  the 
next  Big  One.  "People  have  the  expecta- 
tion that  insurance  is  a  commodity  and 
should  be  flatly  priced,"  says  Robert 
Muir-Wood,  chief  research  officer  of  Risk 
Management  Solutions  Inc.  But  in  an 
actuarially  ideal  world,  he  says,  the  rate 
for  the  South  Florida  beachfront  should 
be  perhaps  50  times  higher  than  the 
rate  for  an  elevated  property  in  northern 
Florida.  "The  wealthiest  people  tend  to 
benefit  the  most  from  this  aberration," 
Muir-Wood  says. 

Meanwhile,  the  Florida  state  govern- 
ment's decision  to  fight  the  market  and 
absorb  more  hurricane  risk  is  benefiting 
other  parts  of  the  country.  As  private 
insurers  and  reinsurers  are  being  driven 
out  of  Florida,  they  are  writing  more  pol- 
icies elsewhere,  which  is  helping  to  lower 
rates  in  other  places,  like  Mississippi. 

The  dip  in  rates  is  not  likely  to  sur- 
vive another  year  like  2005.  Insurers 
are  being  more  rigorous  in  setting  rates 
and  paying  closer  attention  to  their  risk 
models  than  in  the  past,  says  Timothy 
R.  Gardner,  global  head  of  the  property 
specialty  practice  of  Guy  Carpenter  &  Co. 
The  influx  of  capital  could  ebb.  And  if  an- 
other Katrina-type  hurricane  hits,  regu- 
lators and  politicians  will  find  it  harder 
to  defy  nature  and  enforce  unrealistically 
low  rates  for  coastal  property.  ■ 

-With  Emily  Thornton  in  New  York 
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Schering-Plough  Climbs 
Out  of  its  Sickbed 

Fred  Hassan  said  getting  the  drugmaker  on  its  feet  might  take 
years.  Investors  are  beginning  to  see  the  virtues  of  patience 


BY  ARLENE  WEINTRAUB 

IN  THE  25  OR  SO  YEARS  HE  HAS 
spent  turning  troubled  drug  com- 
panies around,  Schering-Plough 
CEO  Fred  Hassan  has  met  his 
share  of  demoralized,  dejected, 
and  often  disgusted  employees.  On 
Mar.  12,  he  faced  one  of  his  tough- 
est crowds  ever.  Schering-Plough  Corp. 
had  just  announced  it  would  buy  Neth- 
erlands-based Organon  BioSciences  for 
$14.4  billion.  Organon,  a  unit  of  chemi- 
cal giant  Akzo  Nobel,  had  been  prepar- 
ing to  go  public  on  the  Euronext  Amster- 
dam exchange,  and  the  abrupt  change  of 
plans  stunned  its  19,000  employees. 

Hassan  marched  into  a  packed  audi- 
torium at  Organon's  headquarters  in  the 
Dutch  city  of  Oss  and  shared  his  vision  of 
how  the  two  companies  would  comple- 
ment each  other.  At  first,  Hassan  recalls, 
"It  wasn't  a  happy  audience."  But  by  the 
time  he  turned  to  leave,  the  mood  had 
changed  and  the  applause  was  loud. 

The  incident  sums  up  everything  that 
defines  Hassan:  dealmaker,  communica- 
tor, consensus-seeker.  They  are  the  same 
traits  that  helped  him  engineer  a  difficult 
turnaround  at  Pharmacia,  which  he  sold 
to  Pfizer  for  $56  billion  just  before  Scher- 
ing's  board  recruited  him  in  2003.  Back 
then,  Kenilworth  (NJ.)-based  Schering 
was  dealing  with  fallout  from  manufac- 
turing lapses,  a  Securities  &  Exchange 
Commission  investigation,  two  federal 
probes  into  alleged  Medicaid  fraud,  and 
the  loss  of  patent  protection  on  its  $3  bil- 
lion-a-year  allergy  drug,  Claritin.  Within 
days  of  taking  the  job,  Hassan  laid  out  a 
plan  to  investors  and  employees,  defin- 
ing it  in  the  starkest  of  terms:  "Stabilize, 
repair,  turn  around,  build  the  base,  break 
out."  He  warned  them  it  might  take 
around  seven  years  to  achieve. 

Those  who  were  patient  are  reaping 
the  benefits  of  what  some  drug  industry 
insiders  call  the  Fred  Factor.  The  Paki- 
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stani-born  executive,  who  came  to  the 
U.S.  in  1970  to  get  his  MBA  at  Harvard, 
announced  on  Apr.  19  that  Schering 
pulled  in  first-quarter  sales  of  $3.6  bil- 
lion, up  21%  from  the  same  period  in 
2006.  Profits  soared  55%,  to  $543  mil- 
lion. The  results  included  a  48%  rise 
in  sales  of  cholesterol  drugs  Vytorin 
and  Zetia,  which  Schering  co-markets 
through  a  joint  venture  with  Merck  & 
Co.  The  investigations  have  been  settled, 
with  $1  billion  in  fines  levied.  Schering 
is  nearly  free  of  a  consent  decree  with 
the  U.S.  Food  &  Drug  Administration 
that  required  a  complete  overhaul  of 
its  manufacturing  plants.  And  on  Apr. 
20,  Schering  announced  it  had  begun 
late-stage  testing  of  a  promising  anti- 
clotting  drug. 

Even  skeptics  are  starting  to  come 
around.  Says  Cowen  &  Co.  analyst  Steve 
Scala:  "I  thought,  'Why  the  heck  should 
this  take  seven  years?'  Now  Schering  is 
back  on  course."  The  stock  has  near- 
ly doubled,  to  31.70,  during  Hassan's 
tenure. 

Acquiring  Organon  is  part  of  Hassan's 
plan  to  "build  the  base."  One  source  of 


The  Fred  Factor 

CEO  Fred  Hassan's  greatest 
management  feats 

SANDOZ  Turned  the  local  division  in  his 
native  Pakistan  from  a  money-losing 
unit  to  one  that  was  growing  20%  a  year 

AMERICAN  HOME  PRODUCTS  At  what 
is  now  Wyeth,  built  a  leading  women's 
health  division  and  helped  engineer  the 
purchase  of  American  Cyanamid 

PHARMACIA  Cleaned  up  a  messy 
merger  with  Upjohn  and  sold  the 
combined  company  to  Pfizer  for  $56 
billion  in  2003 


Schering's  travails  was  its  over- 
dependence  on  Claritin,  and 
the  company  had  virtually  no 
new  products  queued  up  when 
it  went  generic.  Organon,  a  top 
maker  of  vaccines  for  pets  and 
livestock,  bolsters  Schering's 
presence  in  animal  health.  And 
it  brings  the  company  into  the 
market  for  women's  health 
products  such  as  contracep- 
tives, as  well  as  adding  drugs  to 
treat  nervous  system  disorders. 
Organon  has  five  products  in 
late-stage  trials,  including  Ase- 
napine  for  schizophrenia  and 
bipolar  disorder. 

PEACE  MISSION 

ORGANON  HAD  BEEN  on  Has- 
san's radar  for  more  than  three 
years.  Akzo's  CEO  had  been  say- 
ing that  he  wanted  to  separate 
the  pharmaceutical  unit  from 
the  company's  core  chemical 
and  coatings  business.  Late  last 
year,  Pfizer  pulled  out  of  a  co- 
development  deal  for  Asenap- 
ine,  opening  the  door  for  other 
pharma  companies  to  swoop  in. 
Akzo  turned  down  offers  from 
private  equity  firms  in  January 
and  planned  instead  to  spin  out 
a  minority  interest  in  Organon 
in  an  IPO.  Then  Hassan  showed 
up.  "He  recognized  we  had  value  ft 
our  pipeline,"  says  Keith  Nichols,  Ak2  s 
senior  vice-president  of  finance.  Tl 
inked  the  deal  over  a  marathon  weeke 
hours  before  the  IPO  prospectus  was 
be  released. 

Soon  after,  Hassan's  peace-seek 
mission  began.  Organon  CEO  Toon  v  \ 
derbeek,  who  had  become  good  friei  i 
with  Hassan  through  New  Jersey's  clc 
knit  pharma  community,  was  devasta  i 
that  the  IPO  was  shelved.  He  sen  a 


EARNING  TRUST 

Schering's  stock 
price  has  doubled 
under  Hassan 


lemo  to  employees  expressing  "extreme 
isappointment."  Hassan  says  he's  been 
Tging  Wilderbeek  to  take  a  manage- 
lent  role  in  the  combined  company, 
filderbeek  declined  to  comment. 
Hassan's  effort  to  get  Wilderbeek  on 
oard  is  typical  of  his  amiable,  inclusive 
tyle.  The  day  he  took  the  Schering  job, 
e  polled  employees  to  find  out  what  they 
tough  t  he  needed  to  do.  "He  wanted  to 
o  that  in  the  first  hour  of  his  first  day," 
ecalls  John  Stanek,  CEO  of  polling  firm 


Towers  Perrin-ISR,  who  put  together  the 
survey.  There  were  open-ended  questions 
such  as:  "What  are  the  five  most  urgent 
issues  the  new  CEO  should  address  in 
his  first  200  days?"  Then  Stanek  took  a 
more  extensive  survey,  which  revealed 
that  Schering  rated  well  below  typical 
high-performing  companies  on  every- 
thing from  job  satisfaction  to  commu- 
nication. Hassan  started  meeting  with 
small  groups  of  rank-and-file  employees 
to  hear  about  problems  firsthand. 


One  of  the  biggest  changes 
Hassan  made  was  to  slash  the 
hierarchy.  At  the  old  Schering, 
managers  around  the  world  had 
near-total  power  over  their  re- 
gions. Often,  top  brass  didn't 
find  out  about  problems  until  it 
was  too  late  to  fix  them.  Hassan 
eliminated  layers  between  coun- 
try managers  and  himself,  and 
boosted  accountability  for  re- 
gional results.  Says  Hassan:  "We 
can't  totally  eliminate  surprises, 
but  it  reduces  the  probability." 
While  cutting  the  dividend  68%, 
Hassan  froze  bonuses  for  the 
first  year,  including  his  own.  And 
he  ended  half-day  Fridays  for  top 
executives  during  the  summer. 

Hassan  believes  solidarity  ul- 
timately boosts  the  bottom  line. 
When  Vytorin  was  approved  in 
2004,  he  assigned  it  to  all  of  his 
primary-care  sales  forces  as  well 
as  deploying  a  more  dedicated 
team.  He  also  took  the  unusual 
step  of  changing  the  salary/bonus 
split  for  sales  reps  from  60/40  to 
as  much  as  80/20.  The  goal  was 
to  reform  Schering's  hard-sell  im- 
age, which  along  with  regulatory 
issues  had  caused  doctors  to  lose 
trust.  "He  said,  'If  you  earn  trust, 
profits  will  come,'"  says  board 
member  Carl  E.  Mundy  Jr. 
What  will  it  take  for  Schering  to  break 
out?  The  endgame  in  Hassan's  five-point 
plan  may  hinge  on  finding  another  block- 
buster drug.  Or  it  could  be  a  megamerger. 
Breaking  out,  he  says,  "is  something  that 
will  transform  us  in  a  dramatic  way  once 
the  engine  is  running  well.  Right  now, 
we're  letting  the  engine  run."  D 
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TV:  For  a  video  report  profiling  Schering-Plough  CEO 
Fred  Hassan,  go  to  businessweek.com/go/tv/hassan 
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foTech  Meetings 

rake  Your 
PowerPoint  and . . . 

]heap?  audience-driven  "unconferences"  are 
haking  up  the  convention  biz 


V  SCOTT  KIRSNER 

FREE  CLASSIFIED  ADS  ON 
Craigslist  threaten  newspa- 
pers. Open-source  software 
is  gaining  on  Microsoft  and 
Oracle.  Now  the  conven- 
tion business  faces  its  own 
Web-inspired  competition: 
ie  "unconference." 

Unconferences  turn  the  plodding,  pre- 
ctable  business  gathering  inside  out. 
iiey're  a  hybrid  of  a  teach-in  and  a  jam 
ssion,  with  a  little  show-and- 
11  mixed  in,  and  they  are  at- 
acting  hundreds  in  cities 
ce  Austin,  Tex.,  Banga- 
re,  San  Francisco,  Sydney, 
id  Tokyo.  Unlike  tradition 
,  $l,000-a-head  and  up 
inferences,  they're  to- 
lly unstructured— the 
!;enda  isn't  determined 
itil  the  opening  day  of  the 
ent.  Everyone  who  shows  up 
,a  potential  speaker,  and  those 
flo  don't  speak  contrib- 
ie  by  posting  photos, 
og  entries,  podcasts, 

id  video  clips  of  the 

oceedings.  Neckties 

d  heels  are  notice- 

ly  absent.  And  at- 

idance  is  almost 

vays  inexpensive 

free. 

Dozens     of    the 

:etings  are  pop- 

ig    up,    and    in 

me  surprising  sec- 

■s.  In  Paris  there 

ve  been  three  un- 

nferences  devoted 

EK POWER  Julian 
[sh  digs  for  ideas 
Web20pen 


to  banking  and  finance.  In  February, 
Toronto  Transit  Camp  was  a  day-long 
brainstorming  session  about  improving 
public  transit  in  the  city.  ArtCamp,  held 
in  Vancouver,  included  a  session  on 
"Photoconceptualism  and  the  Moving 
Image."  Wine-Camp,  which,  along  with 
wine- tasting,  was  dedicated  to  the  ways 
nonprofits  use  technology,  was  held  at 
a  vineyard  in  the  foothills  of  the  Sierra 
Nevada  mountains  last  spring. 

These  "camps"  are  one  of  the  fast- 
est-growing types  of  unconferences— 
there's  a  DemoCamp  (for  new 
technology  demos),  a  Game- 
Camp!  (for  videogame  develop- 
ment), and  a  BarCamp  (for  gen- 
eral technology  topics).  The 
month  of  May  will  see  camps 
take  place  in  Bologna,  Brus- 
sels, Turin,  Montreal,  Calgary, 
and  Portland,  Ore. 
Proponents  draw  a  parallel  to 
other  crowd- driven  movements 
that  threaten  to  unseat 
highly  profitable  busi- 
ness models.  "Uncon- 
ferences will  totally 
displace  the  more 
staid,  big,  estab- 
lished conferenc- 
es," predicts  Doug 
Gold,  who  runs 
a  Massachusetts 
startup,  Mass 
Events  Labs  Inc., 
that  produces 
several  uncon- 
ferences. 

Last    month 
a    typical    un- 
conference, 
Web20pen, 
y       unfolded  on  the 
second  floor  of  San 
Francisco's  Moscone 
Center.  Nearby  was  a 
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Someon 
Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry'  hit  the  street. 
Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion 
continues  to  be  the  best  form  of 
advertising.  Every  day.  All  around. 
People  are  using  BlackBerry  to  live 


Find  out  why  people  love  their 
BlackBerry,  or  tell  us  why  you  love 
yours,  at  www.blackberry.com/ask. 


::  BlackBerry 


©2006  Research  In  Motion  Limited.  All  Rights  Reserved. 
The  BlackBerry  family  of  related  marks,  images  and 
symbols  are  the  exclusive  properties  and  trademarks  of 
Research  In  Motion  Limited. 


InfoTech  Meetings 


Wide-Open  Forum 

Unconferences  eschew 
formalities  and  encourage 
participation  by  all 


more  conventional,  $l,195-a-head  con- 
ference and  trade  show,  Web  2.0  Expo, 
whose  owner  had  lent  the  smaller  meet- 
ing space.  Chris  Messina,  26,  and  two 
fellow  Web20pen  organizers  stood  on 
chairs  in  one  of  the  Moscone  Center's 
alcoves,  addressing  a  crowd  of  about 
80.  Speaking  without  microphones, 
they  asked  everyone  to  introduce  them- 
selves and  offer  three  "tags,"  or  one- 
word  descriptions,  to  give  a  sense  of 
their  topics  of  interest. 

IN-KIND  SPONSORS 

MESSINA  INVITED  ANYONE  present  to 
sign  up  to  speak  at  the  gathering  by 
sticking  a  Post- it  note  on  one  of  two  big 
chalkboards  he  had  commandeered.  All 
would-be  speakers  needed  to  do  was 
come  up  with  a  title  and  find  an  open 
time  slot,  though  Messina  noted  that 
"most  of  the  grid  is  already  full." 

Dave  Winer,  a  blogger  and  software 
developer  who  orga- 
nized an  early  uncon- 
ference  at  Harvard  Law 
School's  Berkman  Cen- 
ter for  Internet  &  So- 
ciety in  2003,  believes 
one  factor  spurring  the 
growth  of  unconfer- 
ences is  their  ability  to 
tap  the  smarts  of  the 
people  who  usually  sit 
mute  in  the  audience. 
Once  someone  has  at- 
tended an  unconfer- 
ence,  Winer  has  writ- 
ten, "you're  spoiled. 
I've  heard  it  said  many 
times  by  people  with 
unconference  experi- 
ence that  they  can  never 


A  Guide  to  the 
Unconventional 

NO  PASSIVE  ATTENDEES 

Everyone  is  a  participant.  Follow 
the  "Law  of  Two  Feet":  If  you  find 
a  session  boring,  get  up  and  go 
somewhere  else. 

NO  PITCHING  Trying  to  sell  the 
audience  on  a  product  or  service 
is  frowned  upon  (even  if  you're  a 
sponsor  of  the  event). 

ALL  Q&A,  ALL  THE  TIME  Spea  kers 
don't  wait  until' he  final  five 
minutes  of  a  se  sion  to  invite 
comments  and  questions. 


sit  in  a  dark  room  with  their  hands 
folded,  waiting  for  the  Q&A  period,  lis- 
tening to  a  PowerPoint  presenter  drone 
on  and  on." 

The  unconference  movement  is  also  a 
response  to  the  commercialism  of  many 
business  gatherings.  "I  don't  see  why  I 
should  pay  hundreds  of  dollars  for  the 
privilege  of  being  sold  to,"  says  David 
Tames,  a  consultant  and  blogger  who 
spoke  recently  at  PodCamp  NYC,  a  free 
gathering  about  podcasting  held  in  early 
April.  At  a  traditional  industry  confer- 
ence, Tames  says,  "every  single  panelist 
is  chosen  for  economic  and  political  rea- 
sons—because they're  sponsoring  it  or 
they  know  someone  in  the  organization, 
and  they're  all  doing  sales  pitches." 

Unconferences  don't  have  big-bucks  un- 
derwriters, and  there's  usually  no  financial 
upside  for  organizers.  But  sponsors  typically 
provide  in-kind  donations,  such  as  a  venue, 
T-shirts,  or  food.  And  a  few  entrepre- 
neurs are  hoping  to 
turn  unconferences 
into  for-profit  ventures. 
Doug  Gold  co-founded 
a  company  to  produce 
events  that  are  free  but 
sponsored  by  deep- 
pocketed  companies 
like  IBM,  Adobe  Sys- 
tems, and  Sun  Micro- 
systems. Gold  says  he's 
considering  a  small 
registration  fee  to  deal 
with  people  who  sign 
up  but  don't  show. 

Many  organizers  of 
traditional  conferenc- 
es aren't  yet  aware  of 
unconferences.  Those 
that   are   don't  seem 


SAN  FRANCISCO  Justin.tv's  Justin  Kan 
(above)  takes  the  mike  at  Web20pen  j 
others  check  out  the  sign-up  board  fc 
speakers  or  simply  chill  out 

close  to  abandoning  their  time-tes 
approach  with  predetermined  agenc 
keynote  speakers,  panel  discussions, 
sponsors'  banners  hung  on  every  w 
"We  do  surveys  every  year  of  our  arte: 
ees,  and  there  really  has  been  no  demt 
for  it,"  says  Tara  Dunion,  a  spot 
woman  for  the  Consumer  Electror 
Assn.,  whose  annual  Consumer  Electr 
ics  Show  in  Las  Vegas  drew  an  estima 
150,000  in  January. 

The  owner  of  Web  2.0  Expo,  O'Re 
Media,  is  unusual  for  trying  to  ii 
grate  unconferences  into  its  events  rat 
than  treating  them  as  a  threat.  "Ifs 
enhancement,"  says  CEO  Tim  O'Re 
"We're  trying  to  make  our  events,  I 
Web  2.0,  the  happening  place." 

While  there's  no  dress  code  at  unci 
ferences,  there  are  rules:  no  passive 
tendees,  only  participants.  A  high-sp 
WiFi  network  is  mandatory  so  tr 
present  can  publish  notes  and  other 
terial.  The  conference  Web  site  is  a 
laborative  wiki.  And  if  participants 
a  session  boring  or  they're  not  motiv; 
to  contribute,  they're  expected  to  ge 
and  go  somewhere  else. 

The  loose  structure  helps  ensure 
ideas  being  batted  around  are  rele1 
to  people  in  the  room  and  presei 
with  minimal  pomp.  Sudha  Jamthe 
entrepreneur  from  Palo  Alto,  Calif.,  £ 
a  talk  about  commercializing  new  6 
nologies  at  Web20pen.  Afterward 
was  swarmed  by  entrepreneurs  wan 
to  swap  stories.  Jamthe  recalls  her 
BarCamp  last  year  as  "chaotic."  But ; 
one  participant  created  a  podcast  of 
presentation  and  another  blogged  al 
it,  "it  got  more  attention  than  any  o 
presentation  I've  ever  given  at  ano   i 
conference."  She  was  hooked.  ■ 
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Public  lands  make  up  over  one-third  of  this  great  country,  and  they 
belong  to  each  of  us.  From  sidewalks  outside  our  doors  to  beaches  to 
distant  mountain  streams,  we  share  it  all.  And  together,  we  can  protect 
it.  Whether  you'd  like  to  organize  a  cleanup,  be  a  campground  host, 
or  do  something  else,  there's  a  way  you  can  help.  To  find  out  more 
about  the  volunteer  opportunities  available,  visit  www.TakePride.gov. 


Take  Pride" 
•n^m  erica 

It's  your  land,  lend  a  hand. 


There  are  millions  of  children  with  clefts  in 

developing  countries.  Every  single  one  can  be  helped 

with  surgery  that  takes  as  little  as  45  minutes. 

And  costs  as  little  as  $250. 

Will  you  help  just  one? 


Today,  millions  of  children  in  developing  countries 
are  suffering  with  cleft  lip  and  palate.  Condemned 
to  a  lifetime  of  malnutrition,  shame  and  isolation. 
The  good  news  is  virtually  all  of  these  children 
can  be  helped.  The  Smile  Train  empowers  local 


surgeons  to  provide  life  changing  free  cleft  surger 
which  takes  as  little  as  45  minutes  and  costs  as 
little  as  $250. 

It  gives  desperate  children  not  just  a  new  smile  —I 
but  a  new  life. 


YES,  I  want  to  give  a  child  a  second  chance  at  life. 

□  $250  Provides  cleft  surgery  for  one  child.  □  $  50  Provides  medications  for  one  surgery. 

G  $125  Covers  half  the  cost  of  one  surgery.  □  $         We'll  gratefully  accept  any  amount. 

Address 
State Zip 


eMail 


Mr./Mrs./Ms. 

Citj 

Telephone 

Charge  my  gift  to  my  credit  i  inl:   C]  Visa       □  MasterCard       O  AMEX       □  Discover 

Account  No.  Exp.  Date 

Signature 


□  My  check  is  enclosed.  I  lease  make  check  payable  to  The  Smile  Train. 

Send  this  coupon  with  your  doi      n  to  The  Smile  Train-Dept.  Mag. 

P.O.  Box  96231 
Washington,  DC  20090-6231 


Z07051004ZFON12 


0%  Overhead 
Seven  Years. 

200,000 

Surgeries 

TheSmileTrain 

I  fie  World  i  Ine  Smile  \i  \  Tunc 


l-877-KILN  1  E  (1-877-543-7645)  Donate  online  now:  www.smiletrain.org 


100%  of  your  donal  [on  goes  toward  programs  —  0%  goes  toward  overhead."] 


*  All  nonprogram  expenses,  such  a',  mt-rhead  an  d  raising,  are  paid  for  with  start-up  grants  from  our  founding  supporters.  The  Smile  Train  is  a  501  (c)(3)  nonprofit 

recognized  by  the  IRS.  and  all  donat,         o  fhe  Smile  Train  are  tax-deductible  in  accordance  with  IRS  regulations.  ©  2007  The  Smile  Train. 


"Sign  an  organ  donor  card...  I  did, 
and  it's  the  best  contract  I  Ve  ever  had! 


// 


SUSAN  SARANDON 


"The  National  Kidney  Foundation's  donor  card  is  a  contract  that's  very  special. 
It  can  have  a  great  impact  on  your  life... and  eventually  someone  else's  too. 

^ight  now,  nearly  90,000  Americans  are  on  a  waiting  list  for  organ  transplants. 
Due  to  a  constant  shortage  of  donors,  the  list  grows  longer  and  thousands  more  wil 

That's  why  I  signed  an  organ  donor  card,  and  I'm  asking  you  to  do  the  same. 
Ybu  can  make  a  difference.  Contact  the  National  Kidney  Foundation  for  your  free 
donor  card  and  to  learn  more.  Believe  me,  you'll  feel  like  a  star." 


le. 


National  Kidney  Foundation 

1-800-622-9010  www.kidney.org 


N.O.D.  is  a  501  c(3)  organization.  This  is  a  donated  public  service  : 


A  lot  of  great  employees 
come  with  their  own 


office  chair. 


someone  with  a  strong  desire  to  succeed.  Someone  who  proves  his  or  her  ability  to  overcome  obstacles  each 
»y.  The  National  Organization  on  Disability's  CEO  Council  (listed  at  www.nod.oig/ceoad.html)  vigorously 
i  eo?  j  with  disabilities.  As  leaders  of  the  corporate  world,  CEO  Council  members  know  it's  not  just 
airiness. 

helping  us  salute  our  CEO  Council  and  urges  others  to  join  the  cause.  Please  send 
contributions  to  910  16th  Street  NW,  Washington,  DC  20006,  or  visit  us  on 


n.o.d 

jjuesl 
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the  wi 
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IIONAL  ORGANIZATION  ON 

STABILITY 


l.org 


alniity,  nm  disability,  that  counts. 
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Her  Excellency 

Sheikha  Lubna  bint  Khalid  Al  Qasimi 

Minister  of  Economy 
Government  of 
United  Arab  Emirates 


MIDDLE-EAST  ASIA 


LEADERSHIP    FORUM 


Partnering  for  Success 

Mastering  Change,  Leveraging  Opportunity 

22-23  May  2007,  Jumeirah  Emirates  Towers,  Dubai 

In  today's  hyper-competitive  international  markets,  managing  to  win 
requires  the  right  partnerships  for  success.  In  this  spirit,  the  Middle-East 
Asia  Leadership  Forum  provides  the  first  platform  for  businesses  from  two 
of  the  most  dynamic  and  strategically  critical  regions,  to  build  connections 
and  forge  longer  term  partnerships. 

Business  models  are  fast  evolving  and  there  is  tremendous  pressure  to 
deliver  innovation  and  growth.  Join  the  event  and  find  the  partners  to 
build  a  company  that  will  succeed  not  just  today,  but  tomorrow. 


elect  Keynote  Speakers 
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His  Excellency  General 
Surayud  Chulanont 

Prime  Minister 

Royal  Thai  Government 


The  Right  Honorable 
Sir  John  Major 
K.G.,  C.H. 

Former  Prime  Minister 
Great  Britain  and 
Northern  Ireland 
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The  Right  Honorable 
Mike  Moore 

Former  Director-General 
World  Trade  Organization 


Her  Excellency 

Dato'  Seri  Rafidah  binti 

Aziz 

Minister  of  International 
Trade  &  Industry 
Government  of  Malaysia 


ialogue  Moderators 

Ian  Bremner,  Asia  regional  editor,  BusinessWeek,  Hong  Kong 

iristopher  Power,  assistant  managing  editor,  International,  BusinessWeek,  United  States 

Shankar,  global  head,  Corporate  Finance,  Standard  Chartered  Bank,  Singapore 

sleet  Featured  Speakers 

mnie  Chan,  chairman,  Hang  Lung  Properties,  Hong  Kong  |  Jez  Frampton,  global  chief  executive  officer,  Interbrand,  United  States  |  Joseph  Fuller, 
lief  executive  officer,  Monitor  Group,  United  States  |  William  Heinecke,  chairman  and  chief  executive  officer  Minor  Group  of  Companies,  Thailand  | 
■.  Irwin  Jacobs,  chairman,  Qualcomm,  United  States  |  R.  V.  Kanoria,  chairman  and  managing  director,  Kanoria  Chemicals  &  Industries,  India  |  Strive 
asiyiwa,  chief  executive  officer,  Econet  Wireless  International,  South  Africa  I  Dr.  Nasser  Saidi,  chief  economist,  Dubai  International  Financial  Centre, 
nited  Arab  Emirates  |  Ahmad  Sharaf ,  chief  executive  officerDubai  Energy,  United  Arab  Emirates  I 
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n  Moon:  Tel  (852)  2581  0141 

ail  sam.moon@dnmstrategies.com 


Pre-registration  information 

Karen  Lee:  Tel  (852)  2151  8215 
Email:  karen.lee@dnmstrategies.com 


DNM  strategies 


For  more  information  visit:  www.dnmstrate' 


Feedback  Pink  Slips 


Fired  Up 
Over  Firing 

Readers  had  a  lot  to  say  about  "Fear  of  Firing."  It 
resonated  with  some,  but  many  felt  we  were  unfair 

For  many,  "Fear  of  Firing"  conjures  images  of  workers 
insecure  about  their  jobs.  But  in  our  Apr.  23  issue  we 
used  that  language  as  the  headline  for  our  Cover  Story, 
which  reported  that  companies  also  can  be  fearful  of 
passing  out  pink  slips.  Why?  Because  they  might  get 
sued.  Much  of  the  blame  for  this,  we  concluded,  falls 
on  companies  when  they  don't  offer  regular,  candid 
performance  evaluations  that  would  enable  them  to 
move  out  poor  performers  with  minimal  legal  risk.  J 
Our  story  resonated  with  some  readers  but  also  pro- 
voked complaints  that  it  was  one-sided  and  overly  friendly  to  management. 
Not  surprisingly,  the  positions  espoused  by  writers  in  their  letters  and  online 
postings  seem  to  have  been  heavily  shaped  by  their  own  experiences.  One 
noted  that  she  has  to  pick  up  the  slack  for  an  underperforming  colleague, 
whom  managers  are  afraid  to  fire.  Another  reader,  an  attorney  for  employ- 
ees, wrote:  "Your  article  is  so  distorted  and  inaccurate  that  it  is  hard  to  know 
where  to  begin."  J  Numerous  critics  said  we  failed  to  acknowledge  the  high 
hurdles  employees  often  face  in  pursuing  lawsuits  and  the  small  number 
who  ultimately  win,  given  how  many  get  fired.  That's  true.  It's  also  true  that 
fear  is  often  a  product  of  exaggerated  perception  of  risk,  and  when  it  comes  to 
axing  employees,  fear  of  litigation  is  widespread.  ?Here  are  edited  excerpts: 


»As  a  management-side  attorney,  I  have 
witnessed,  exploited,  and  benefited  from 
the  failure  and  reluctance  of  manag- 
ers and  supervisors  to  provide  regu- 
lar, honest  feedback  to  employees.  Until 
this  basic  human  aversion  to  candor, 
i.e.,  "fear  of  frankness,"  is  overcome, 
poor  and  mediocre  performers  will 
continue  to  instill  "fear  of  firing"  and 
increase  the  risks  of  future  litigation. 

Gilbert  F.  Casellas 
Washington 
Editor's  Note:  The  writer  was  chairman 
of  the  U.S.  Equal  Employment  Opportu- 
nity Commission  from  1994-98. 


to  detail  a  so-called  crisis  of  explod- 
ing employment  lawsuits.  The  article 
quotes  only  one  plaintiffs'  attorney  and 
one  plaintiff  to  provide  the  other  side  of 
this  story.  Is  that  the  journalistic  balance 
BusinessWeek  is  known  for?  No. 

The  vast  majority  of  employment  law- 
suits are  legitimate  and  seek  to  redress 
significant  harm  done  to  employees. 

Adam  Loewy 
Austin,  Tex. 


»Your  article  quotes  no  fewer  than  five 
employment  defense  lawyers  and  seven 
corporate  representatives  in  an  effort 
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It's  never  been  easier 
for  U.S.  workers  to  go 
to  court  and  allege  that 
they've  been  sacked  unfairly.' 
-from  "Fear  of  Firing" 


(iBU&GcK-dft- 


»You  complain  about  companies  pot 
daily  spending  hundreds  of  thousa; 
on  fees  and  lawsuits.  These  are 
same  companies  that  spend  hundred 
millions  on  CEO  salaries  and  perks.  \ 
can't  convince  me  that  anything's  wr< 
[with]  due  process  and  fair  dismissa 
It  may  be  trite  to  say,  but  it  isn't 
CEOs  who  earn  the  company  money, 
the  workers. 

Screen  name*:  eli 


»I  wonder  why  this  article  was  not  n 
balanced.  Much  was  said  to  desc: 
how  difficult  and  expensive  the  lit 
tion  process  is  for  employers.  No  sirr 
view  was  offered  for  employees. 

If  your  story  was  aimed  at  illustra 
the  risks  and  concerns  about  a  c 
pany  being  sued  for  firing  an  emplo 
then  facts  and  opinions  demonsl 
ing  why  employees  are  unlikely  to 
their  employers  also  should  have  t 
included. 

Screen  name:  Wonc 


1 1  have  been  working  for  a  major  phar- 
aaceutical  company  for  some  time  now 
wd  have  had  the  unpleasant  experience 
f  working  hand  in  hand  with  a  clas- 
c  poor  performer.  This  colleague  does 
ot  complete  her  projects,  and  because 
four  "team"  environment,  I  am  often 
urdened  with  picking  up  the  slack.  This 
)lleague  is  an  African  American  female 
'ho  just  returned  from  a  six-month 
tedical  leave.  When  discussing  the  nu- 
lerous  problems  others  on  our  team 
ave  had  with  this  individual,  our  man- 
ner always  remarks  on  HR's  inability  to 
tck  an  employee  who  could  so  easily  sue 
ised  on  her  race  and  sex. 
As  a  female  also  of  a  minority  race,  I 
ii  appalled  and  saddened  by  this  sce- 
i  irio  as  I,  and  my  company  as  a  whole, 
i  ust  bear  the  weight  of  this  constant 
I  iderperformer. 

Screen  name:  osgokaOl 
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Terrified  of  lawsuits, 
[many  companies] 
let  unproductive 
employees  linger,  lay  off 
coveted  workers  while 
retaining  less  valuable 
ones,  and  pay  severance  to 
screwups  and  even  crooks 
in  exchange  for  promises 
that  they  won't  sue.' 

-from  "Fear  of  Firing" 


and  haphazard  nature  of  performance 
reviews  that  seem  to  be  everywhere. 

Screen  name:  lonesome  moderate 


After  30  years  as  a  high-tech  worker 
;e,  I  am  still  amazed  by  the  sloppy 


»Your  article  is  so  distorted  and  in- 
accurate that  it  is  hard  to  know  where  to 
begin  a  response. 

I  am  an  attorney  who  represents  em- 


ployees. Nearly  all  employees  in  this 
country  are  "at-will."  A  rationally 
managed  business  can  fire  an  at-will 
employee  at  any  time  without  even  giving 
a  reason.  The  text  of  the  article  somewhat 
addresses  the  problem  of  inept  manage- 
ment. However,  the  title,  the  drawings, 
and  the  graphics  are  all  designed  to 
perpetrate  the  irrational  view  of  non- 
management  employees  as  lazy  work- 
ers who  will  turn  against  the  company 
whenever  they  can  find  an  opportunity. 

Your  article  broadly  paints  employees 
—particularly  female  and  minority  em- 
ployees—as adversaries  of  management. 
David  L.Hagan 
Grover  Beach,  Calif. 


»  Twenty  years  ago,  an  underperformer 
could  be  fired— end  of  story.  Today  that 
same  underperformer  has  reason  to  be- 
lieve that  he,  too,  is  entitled  to  be  reward- 
ed on  the  way  out,  just  as  the  worst  CEOs 
are  rewarded  on  their  way  out. 

There  is  no  difference  between  the 
underperforming  slob  at  the  bottom 
[and]  the  underperforming  slob  at  the 
top  except  that  the  guy  at  the  top  doesn't 
need  the  legal  system.  He  has  already 
been  rewarded  handsomely  for  his 
shortcomings. 

G.  Placencia 
Chino  Hills,  Calif. 


»  You  mention  briefly  that  laws  are  in 
place  to  protect  workers  from  illegal 
firings.  I  compare  this  to  our  justice  sys- 
tem. It's  not  perfect,  [but]  it's  the  best  we 
have.  For  all  the  underperformers  who 
file  frivolous  lawsuits,  there  are  those 
with  legitimate  grievances  and  valid  law- 
suits. I  also  wonder  why  I've  never  heard 
of  a  CEO  filing  such  lawsuits.  Oh,  yes— 
probably  because  they  have  protections 
that  pay  them  tens  of  millions  whether 
they  perform  or  not. 

James  Eustis 
Panama  City,  Fla. 


»  Fantastic.  I  just  had  this  article  put  on 
my  desk  and  had  an  employee  all  but 
threaten  me  to  use  this  to  get  a  severance. 
He  is  the  laziest  sucker  to  ever  work  for 
me.  Now,  even  further  tiptoeing  will 
be  required,  and  I  continue  to  employ 
Mr.  I-Don't-Care.  Thanks,  BusinessWeek. 
Screen  name:  Frustrated 


*A11  comments  signed  by  screen  names 
are  from  BusinessWeek.com 

May  14.  2007  I  BusinessWeek  I  77 


E 


xecuf  ivi  Life  Tech  for  Road  Warriors 


.. 

When  it  comes  to  technology, 

you  really  can  take  it  with  you  these 

days.  And  on  short  business  trips, 

with  a  bit  of  planning  and  a  close 

look  at  what  you  need,  you  can  even 

get  it  all  into  the  overhead  bin. 

SY  CUFF  EDWARDS 


,  HE  TOUGHEST  PART  of  travel  is  figuring  it 
what  to  bring  along.  Long  airport  secul  „ 
lines,  a  greater  likelihood  of  lost  and  da  i  -J 
-m~  aged  baggage,  and  tightly  enforced  weii  j 
restrictions  make  it  imperative  for  road  warrior;  |  --t 
lighten  up  and  travel  smarter.  J  A  year  ago,  I  for.  1 i.j 
seven  gizmos  and  a  few  lightweight  bags  to  h 
me  consolidate  the  jumble  of  PCs,  cameras,  coi  \  s 
adapters,  music  players,  and  other  flotsam  I  to    j 
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ith  into  a  10-pound  tech  payload.  Today,  sitting 
omfortably  in  my  seat  with  my  sturdy  Tumi  T3 
Ducati  Flip  Flap  briefcase  ($225)  and  T3  Ducati 
ii'urn  Transporter  22-inch  roller  bag  ($525)  stowed 
Overhead,  I'm  happy  I've  replaced  those  seven 
electronic  essentials  with  just  five— weighing  in 
«t  a  hair  over  5  lb.— for  short  jaunts  ojf  two  or  three 
toys.  For  longer  trips,  the  number  of  devices  jumps 
i )  eight,  though  they  still  weigh  less  than  the  seven 


I  carried  a  year  ago.  J  I'm  tapping  out  this  story  on 
Sony's  ultraportable  Vaio  VGN-TXN15PB,  a  stylish 
2.8-lb.  notebook  PC  with  a  compact  11.1-in.  LCD 
screen.  After  testing  thin  and  light  notebooks  from 
Hewlett-Packard,  Acer,  and  Toshiba,  as  well  as  a 
new  class  of  small  handheld  PCs  such  as  OQO's 
model  02,  I've  settled  on  the  Vaio  as  the  go-to  device 
for  shorter  trips,  despite  its  somewhat  cramped 
keyboard.  J  The  Vaio  has  the  travel-smarter  man- 
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date  covered,  too.  Credit  that 
to  a  built-in  cellular  radio 
modem  that  lets  me  tap  into 
Sprint  Nextel's  high-speed 
data  service  ($60  a  month). 
With  its  far-reaching  coverage, 
the  network  gave  me  access  to 
business  news  and  MapQuest 
directions  while  I  was  sitting  in 
a  car  moving  along  a  highway, 
and  let  me  log  on  to  ABC's  Web 
site  to  watch  a  missed  episode 
of  Lost  over  lunch.  I  can  even 
make  a  voice-over-IP  phone 
call  with  Kensington's 
credit-card-size  Vo200 
Bluetooth  Internet  Phone 
($90),  which  slides  into  the  PC 
card  slot. 


A  PIECE  OF  HOME 

The  high-speed  data 
connection  also  makes  the 
Vaio  a  portal  into  my  home 
while  I'm  traveling.  I've  attached  Sling  Media's 
Slingbox  Pro  ($250)  to  a  TiVo  Series  3  cable 
digital  video  recorder  and  used  the  Web  and 
my  home  network  to  watch  programs  on  the 
Vaio's  bright  screen.  While  the  setup  is  not 
as  easy  as  I  would  have  liked,  the  technology 
substantially  lightened  the  entertainment 
components  of  my  traveler's  load. 


CHAPTER  2 

One  mile  my,  the  hulking  albino  named  Silas 
limped  through  the  from  gate  of  the  luxurious 
brownstone  residence  on  Rue  Li  Bruyerc.  The 
spiked  cilice  belt  thai  he  wore  around  his  thigh 
cut  into  his  flesh,  and  yet  his  soul  sang  with 
satisfaction  of  service  to  the  Lord. 

Pain  is  good. 

His  red  eyes  scanned  the  lobby  as  he  entered 
the  residence.  Empty  He  climbed  the  stain 
quicUy.  not  wanting  to  awaken  any  of  his  fellow 
numcraries.  His  bedroom  door  was  open;  lock* 
were  forbidden  here.  He  entered,  closing  the  door 
behind  him. 

The  room  was  spartan  —  hardwood  floors,  a 
pine  dresser,  a  canvas  mat  in  the  comer  thai 
served  as  his  bed.  He  was  a  visitor  here  this 
week,  and  yet  for  many  years  he  had  been 
Messed    with    a    similar    sanctuary    in    New    York 


CARRY-ON  TECH 

1  Sony's  eBook 
Portable  Reader 
System 

2  Samsung  Blackjack 

3  Bose  QuietComfort3 
headphones 

4  Sony  Vaio 
VGN-TXN15PB 


A  downside  to  all  the  wireless  access  is 
that  Wi-Fi,  cellular  broadband,  and  Bluetooth 
quickly  take  their  toll  on  battery  life,  typically 
cutting  it  to  two  hours  from  four.  Whaf  s  more, 
all  the  new  notebooks  I've  seen  use  the  new 
Windows  Vista  operating  system.  Startup  times 
are  ridiculously  long— often  more  than  two 
minutes.  Even  shutting  down  can  be  a  hassle, 
since  the  machine  must  first  wirelessly  install 
several  "important  updates,"  a  seemingly  daily 
occurrence.  I  also  could  not  access  corporate 
e-mail  because  that  software  was  not  yet 
compatible  with  Vista, 
forcing  me  to  use  my 
Samsung  Blackjack 
smartphone  to  peck  out 
and  receive  messages. 

The  3.5-oz.  Blackjack 
also  allowed  me  to  leave 
my  iPod  nano  at  home. 
Blackjack  supports 
Cingular  Video  and 
Cingular  Music, 
two  useful  high- 
speed data  services. 
Using  Cingular  Video, 
you  can  watch  clips  of 
The  Daily  Show  and 
Access  Hollywood,  ESPN 
sports  highlights,  and 
more.  The  smartphone 
also  supports  Yahoo!, 
Rhapsody,  and  other 
big  music-subscription  services.  I  downloadec 
the  latest  tracks  from  The  Killers  and  other 
popular  bands  to  a  2GB  SanDisk  memory  card 
and  the  music  sounded  as  good  as  it  does  on 
the  iPod.  And  the  Blackjack's  1.3-megapixel 
camera  was  good  enough  for  work-related 
snapshots,  so  I  didn't  need  to  pack  my  digital 
camera. 

For  avid  readers,  I 
suggest  bringing  along 
Sony's  eBook,  a 
9-oz.  "portable 
reader  system" 
($349).  It  take; 
the  place  of  all 
the  paperbacks 
I  used  to  carry. 
The  device  can 
store  up  to  80  books 
that  you  download  from  a  Web  site.  It  also  has 
a  memory-card  slot  to  play  MP3s  and  Sony- 
formatted  music,  even  while  you're  reading. 

THE  SPACE  PREMIUM 

For  the  final  items  in  my  short-trip  kit,  I  turne  | 
to  well-known  accessory  makers.  At  1.6  lb., 
Tumi's  $195  universal  power- adapter  kit 
was  slightly  heavier  than  others  I  had  tried, 
but  the  nice  space-saving  case  it's  packed  in 
persuaded  me  to  switch.  For  headphones,  I 
chose  Bose's  Quiet  Comfort3  ($349),  which 
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LEXUS 


HAS  ONLY  ONE  PLANT  OUTSIDE  JAPAN. 

When  Lexus  needed  to  expand,  they  sought  the  same  impeccable  standards  they  developed 
in  Japan.  They  found  it  here,  in  Ontario.  Ontario  fulfilled  all  of  Lexus'  prerequisites-  our 
location  ,n  the  heart  of  North  America  and  transportation  infrastructure  linking  us  to 
rn.ll.ons  of  customers;  our  skilled  workforce  and  tradition  of  automotive  innovation-  and 
our  competitive  business  costs.  Since  the  first  RX  330  rolled  off  the  line,  the  Cambridge 
Ontario  plant  has  satisfied  all  of  Lexus'  quality  demands.  In  fact,  Lexus'  parent  company,' 
Toyota,  will  be  opening  a  second  Ontario  plant  in  2008.  The  Japanese  have  a  word 
for  continuous  improvement:  kaizen.  Now  they  have  another:  Ontario.  There's  no  better 
place  in  the  world  to  do  business 

Ontm^o 

Canada 

2ontario.com/qualitv 
1-800-819-8701 


tr  Ontario  Paid  for  by  the  Government  of  Ontario. 


ExecutiveLife 


W 

Tech  for  Road  Warhol 


are  more  compact  than 
earlier  models  but  offer 
the  same  technology 
for  tuning  out  droning 
engines  and  other 
background  noise. 

For  longer  trips,  I 
leave  the  Sony  Vaio 
behind  and  instead 
take  Toshiba's 
Portege  R400  Tablet 
PC  notebook,  with 
its  larger  12.1-in. 
screen.  With  an 
extended  battery 
that  can  last  six 
hours,  it  weighs 
about  4  lb.  but 
includes  high- 
speed data,  in  this 
case  from  Verizon 

Wireless.  I  also  add  Logitech's  vx  Revolution 
notebook  mouse  (4.1  oz.),  the  iPod  nano  for 
getting  my  music  fix  without  draining  my 
phone's  battery,  and  Shure's  SE420  sound- 
isolating  earbud  headphones,  which  are 
more  comfortable  while  walking  around 
or  working  out.  Those 
additions  bring  the  total 
weight  to  7.7  lb. 

PRICED  LIGHT 

No  doubt  some  of  you 
are  wondering  about  the 
tab  for  all  this.  If  you  buy 
everything  on  the  list, 
including  the  Slingbox  Pro 
and  luggage,  it  will  set  you 
back  $7,687  before  taxes. 
That's  more  than  double  what 
it  took  me  to  lighten  up  last  year,  but  traveling 
smarter  comes  with  a  cost.  On  the  good 
side,  it  left  me  room  to  grab  some  of  Randy's 
famous  L.A.  doughnuts.  Of  course,  now  I  need 
to  lighten  up  for  real. 

GADGETRYTOGO 

5  Tumi's  T3 
Ducati  Turn 
Transporter 
6ShureSF.420 
sound-isolating 
headphones 
7  Logitech  VX 
Revolution  Mouse 
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TELEVISION:  For  more  on  "road  warrior"  gadgets,  watch 
our  weekly  TV  show,  BusinessWeek  Weekend.  To  see 
video  clips  or  find  your  lo  ai  id  airtime.  go  to 

www.businessweekweekend.com. 

ONLINE:  For  a  slide  show  featuring  some  t ' 

luggage  and  electronics  that  can  make  life  easier  on  the 

go,  visit  www.businessweek.com 


Souping 
Your  Cell 

With  the  right  software,  m 
perform  powerful  tricks. 


Lie  devices  can 

.GAKHARIF 


LAPTOPS  CONTINUE  TO  get  lighter  and 
more  powerful,  but  would  you  carry  one 
if  you  could  get  what  you  want  from  a  cell 
phone?  New  applications  offering  every- 
thing from  news  to  fax  service  to  entertainment 
have  made  it  possible  to  fit  many  more  functions 
into  this  pocket-size  package.  Just  be  aware  that  if  you 
want  them,  you'll  probably  need  to  purchase  a  wireless 
data  plan  through  your  cell  phone  carrier.  Voice  and 
data  packages  typically  start  at  around  $80  a  month. 

VZ  Navigator,  included  on  most  Verizon  Wireless  phones,  is  one 
application  I  have  been  relying  on.  For  $9.99  a  month,  or  $2.99  a 
day,  Navigator  uses  a  Motorola  Razr,  LG  Chocolate,  or  other  phone's 
GPS  capability  to  pinpoint  your  location  on  easy-to-read  color  maps 
Better  yet,  if  you  type  in  your  destination  (not  while  you're  driving,  \ 
course)  it  will  provide  turn-by-turn  directions  via  voice  as  you  go.  E 
route,  the  Navigator  can  direct  you  to  gas  stations,  restaurants,  and  I 
ATMs,  and  lets  you  call  for  reservations  or  hours  with  the  click  of  a 
button. 

Another  of  my  favorites  is  Google  SMS,  which  is  currendy  in  a  beta  '■ 
version.  It  lets  me  check  a  flight  status  by  simply  texting  my  airline's  j 
name  and  flight  number  to  466453.  Within  seconds  I  receive  a  text 
message  with  departure  and  arrival  times  and  gate  number.  Google 
SMS  can  also  fetch  driving  directions  and  business  listings  and  answc  | 
random  questions  such  as  "How  much  is  $1  in  euros?"  Be  forewarnei 
You  have  to  master  special  Google  syntax,  such  as  "sushi  97229,"  to 
find  the  nearest  Japanese  restaurant  in  a  particular  Zip  Code.  You  can 
get  guidance  online  (table). 

At  meetings  on  the  run,  I've  found  mobile-software  scanR  can 
forestall  the  need  for  a  trip  to  FedEx  Kinko's.  Once  I  snap  a  photo  of  £ ' 
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business  card  or  a  document  with  my  camera- 
phone,  scanR  lets  me  e-mail  or  fax  the  picture 
to  a  colleague.  (Phones  typically  let  you  send 
photos  only  to  another  mobile  phone.)  The 
application  also  forwards  the  shot  to  my 
personal  scanR  Web  page  so  I  can  upload 
the  scanned  business  cards  into  my  Outlook 
address  book  with  just  a  click.  No  typing  is 
involved.  The  service  is  free  for  up  to  five 
scans  a  month  and  costs  $3  a  month  for 
higher  usage. 

SPLIT  THE  CHECK,  WIRELESSLY 

To  read  headlines  and  news 
summaries,  I  use  a  free  early  version 
of  Yahoo!  Go  for  Mobile  2.0.  The 
software,  which  works  on  more 
than  100  phone  models,  also 
lets  me  check  local  weather 
and  respond  to  e-mail.  The 
application's  convenient  menu, 
allowing  you  to  scroll  through 
pictures,  feels  more  intuitive 
than  the  typical  searching 
through  lists. 
VZ  NAVIGATOR        witghanother 

LG  VX9400       service>  ob°Pay>  I 
can  split  a  lunch 

without  whipping  out  cash 

my  checkbook.  It  lets  me  use 

y  cell  phone  to  make  person- 

o -person  money  transfers 

instantly  via  text  messages. 

The  service,  which  charges 

a  10(t  fee  per  transaction 

for  sending  funds,  also 

comes  with  a  prepaid 

cash  card,  which  is 

accepted  anywhere  that 

takes  MasterCard.  One 

/^j^Jo  |      \      grudge:  The  person  I 

am  splitting  the  bill 

with  has  to  register 

with  Obopay  to  access 

the  money,  so  cash  can  still 

come  in  handy. 

Unwinding  in  between  meetings,  I  like 

to  listen  to  mobile  podcasts.  While  nearly 

(jail  wireless  carriers  offer  a  way  to  get 

them,  I  have  recently  fallen  in  love  with  the 

free  Voicelndigo  application  that  comes 

preloaded  onto  Samsung's  UpStage  music 

phone  from  Sprint  Nextel.  Besides  good 

sound  quality  and  stellar  content,  such  as 

programs  from  National  Public  Radio  and 

The  Onion,  the  software  offers  interactive 

features.  I  can  send  a  podcast  to  a  friend  by 

typing  in  a  phone  number.  Or  I  can  text  or 

icall  podcast  creators  directly,  although  many 

publishers  have  failed  to  enable  the  function. 

Mobile  music  is  finally  taking  flight.  One 

service,  Mercora,  lets  me  listen  to  hundreds  of 

radio  channels  with  a  smartphone  and  even 

access  my  friends'  music  libraries,  stored  on 


Nowyou 

can  tap 

into  your 

DVRand 

MP3s 

from 

anywhere 


home  PCs  that  have  Mercora's  free  sharing 
software  installed.  Sound  quality  can  be  iffy  or 
good,  depending  on  connection,  but  the  service 
costs  only  $14.99  a  quarter  or  $49.99  a  year.  If 
you  have  an  extensive  music  collection  yourself, 
you  can  download  a  Mercora  desktop  application 
onto  your  PC  for  free  and  access  your  songs 
remotely  with  Windows  Mobile  5.0  and  PocketPC 
smartphones,  such  as  Motorola's  Q. 

Similarly,  I  can  tap  into  my  home  TV 
channels  or  shows  recorded  on  my  digital 
video  recorder  (DVR)  using  software  called 
SlingPlayer  Mobile  from  Sling  Media.  To 
make  it  work,  I  spent  a  few  hours  hooking  up 
several  hundred  dollars'  worth  of  hardware 
to  my  laptop  and  cable  box.  You  also  have  to 
pay  $29.99  for  the  mobile  application  for  a 
Pocket  PC  or  Windows  Mobile  device.  But  all 
that  effort  let  me  watch  my  home  television 
and  direct  my  DVR  to  record  shows  remotely. 
Image  quality  can  be  fuzzy,  and  changing 
channels  takes  a  while,  but  it  works  for 
watching  shows  on  the  go. 

Mobile-TV  service  from  Verizon  Wireless 
can  offer  a  better  picture.  Called  V  Cast 
Mobile  TV,  it  lets  me  watch  eight  basic 
broadcast  channels,  including  Fox  Mobile, 
MTV,  and  CBS  Mobile,  for  as  little  as  $15  a 
month  via  a  special  mobile-TV  phone.  (I  used 
an  LG  VX9400  and  loved  its  swivel  screen, 
which  allows  you  to  watch  video  in  landscape 
or  portrait  views.)  A  channel  guide  told  me 
exactly  when  Prison  Break  would  start.  One 
bummer  if  you  are  an  avid  TV  watcher:  You'll 
be  seeing  most  shows  a  day  after  they  have 
been  broadcast.  Also,  mobile  coverage  can  be 
spotty.  In  certain  areas,  I  couldn't  see  a  thing. 
In  other  locations,  video  quality  was  stellar. 
But  hey,  if  this  service  can  cut  down  on  my 
boredom  while  sitting  in  traffic  or  at  the 
airport,  it's  well  worth  it.  ■ 
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ONLINE:  For  a  review  of  the  LG  VX9400,  one  of  the  first  cell 
phones  available  in  the  U.S.  that  can  catch  mobile-TV  broadcasts, 
go  to  www.businessweek.com/extras 


Where  to  Get  Them 

APPLICATION 

WEB  SITE 

GOOGLE  SMS  BETA 

google.com/sms 

i  MERCORA M 

mercora.com/m 

OBOPAY 

obopay.com 

SAMSUNG/VOICEINDIGO 

voiceindigo.com/ht/home.do 

SCANR 

scanr.com 

SLINGPLAYER  MOBILE 

us.slingmedia.com/page/slingplayermobile.html 

V  CAST  MOBILE  TV 

getitnow.vzwshop.com/index.aspx?id=mobileTV 

VZ  NAVIGATOR 

verizonwireless.com/b2c/splash/turnbyturn.jsp 

YAHOO!  GO  FOR  MOBILE  2.0 

mobile.yahoo.com/go 
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BY  ROBERT  PARKER 


Bordeaux  Winemaker 
With  a  Golden  Touch 


BORDEAUX'S  BERNARD  MAGREZ  made  his  fortune  as  a  negotiant,  a  merchant/ 
wholesaler  who  buys  grapes  or  wine  from  small  growers,  bottling  it  undei 
his  own  label.  Over  the  years,  he  also  acquired  many  estates,  and  in  2005 
he  sold  his  negotiant  firm  to  concentrate  on  winemaking.  J  Magrez  now 
owns  10  Bordeaux  properties  and  contracts  for  special  cuvees  at  10  more 
in  Bordeaux  and  5  in  Languedoc-Roussillon.  His  wine  interests  extend  to 
Spain,  Argentina,  the  U.S.,  and  even  Morocco  and  Algeria.  Wherever  he 


goes,  Magrez  sets  the  highest 
standards.  Here  is  a  taste  of  his 
wines.  A  list  of  his  estates  is  at 
businessweek.com/extras. 

Gerard  Depardieu 
Confiance  2003 
90  points.  Produced  in 
partnership  with  the  actor 
it's  named  for,  this  wine  has 
a  voluptuous  texture  along 
with  sweet  berry  aromatics 
intermixed  with  toasty  oak 
and  earth.  This  fruit-forward 
Premieres  Cotes  de  Blaye  wine 
should  be  enjoyed  in  its  first 
five  to  seven  years.  $25-$35 


Fombrauge  2003 
89  points.  Wines  from  the  largest  vineyard 
in  St.-Emilion,  acquired  by  Magrez  nearly 
a  decade  ago,  have  soared  in  quality.  They 
tend  to  be  a  blend  of  70%  merlot,  15% 
cabernet  franc,  and  15%  cabernet  sauvignon. 
With  notes  of  white  chocolate,  figs,  plums, 
and  black  cherry  liqueur,  the  heady,  fleshy, 
seductive  medium-  to  full-bodied  2003  can 
be  enjoyed  over  the  next  six  to  eight  years.  $26 

Les  Grands  Chenes  2003 
88  points.  This  Medoc  wine  is  a  sexy,  sensual 
effort  displaying  a  ripe  black  currant  and 
smoky-scented  nose,  soft,  lush,  medium- 
bodied  flavors,  good  glycerin,  low  acidity,  and 
a  heady,  expansive  mouthfeel  and  finish.  It  is 


a  wine  to  be  enjoyed  over  the  next  five  to  six 
years.  $27 

Ma  Verite  Cuvee  d'Exception  Gerard 
Depardieu  2003 

88+  points.  This  dense  ruby/purple-tinged, 
medium-bodied,  muscular  Haut-Medoc 
exhibits  classic  notes  of  creme  de  cassis 
interwoven  with  smoked  herbs,  cedar  wood, 
and  spice.  The  finely  tuned  cuvee  will  benefit 
from  two  to  three  years  of  cellaring  and  should 
last  for  10  to  15  years.  $35 

La  Tour  Carnet  2003 
90  points.  From  Haut-Medoc,  this  blend  of  55% 
cabernet  sauvignon,  37%  merlot,  6%  cabernet 
franc,  and  2%  petit  verdot  offers  both  complexity 


and  pleasure.  Already  sens* 
and  evolved,  it  reveals  soft 
notes  of  plums,  figs,  black 
currants,  pain  grille,  and  ea 
Although  full-bodied,  opule 
pure,  and  rich,  it  appears  to 
maturing  quickly,  so  drink  il 
over  the  next  decade.  $35 


Magrez-Tivoli  2003 

90  points.  The  dense  purp 
tinged  Medoc  boasts  supe 
aromatics-roasted  coffee 
blackcurrants,  cherries, 
dried  herbs,  and  meat.  Ith 
low  acidity,  full  body,  and 
moderate  tannins.  Give  it  ( 
to  two  years  in  the  cellar,  a 
drink  it  over  the  following  12  to  15.  $35 

Pape  Clement  2003 
94  points.  This  Pessac-Leognan  estate 
is  Magrez'  flagship.  The  wine's  complex 
characteristics  of  smoke,  meat,  lead  pencil 
shavings,  sweet  plums,  black  cherry  liqueu 
blackberries,  and  a  hint  of  espresso  are 
followed  by  an  opulent,  full-bodied  wine  wii 
silky  tannin.  Copious  glycerin  gives  it  a  big, 
savory  mouthfeel,  and  the  finish  is  long.  Th 
wine  should  last  at  least  15  or  20  years.  $9 

Robert  Parker  is  the  world's  most  influentk 
wine  critic.  Visit  eRobertParker.com  to  see 
of  thousands  of  tasting  notes,  buy  his  book:  r 
subscribe  to  his  newsletter,  The  Wine  Advoc 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.com/e;  8S 
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PersonalFinance  Student  Loans 


Borrower, 
Be  Wary 

Those  student  loan  rebates  and  discounts  aren't 
always  as  alluring  as  they  seem.  You  have  to  scrutinize 
the  terms  to  get  a  good  deal,  by  anne  tergesen 


SHOPPING  FOR  A  STUDENT  LOAN  should  be  a  snap.  After 
all,  the  U.S.  government  caps  the  interest  rates  and  fees 
on  federally  backed  college  loans,  which  account  for  the 
vast  majority  of  borrowings.  What  complicates  the  pro- 
cess is  that  lenders  try  to  lure  borrowers  with  an  array  of 
interest-rate  discounts  and  rebates  on  fees  and  principal, 
all  of  which  make  apples-to-apples  comparisons  nearly 
impossible  for  parents,  let  alone  college  kids.  "Only  a  banker  has  the 
expertise  to  calculate  the  best  financing  option,"  says  Nancy  Hoover, 
director  of  financial  aid  at  Denison  University  in  Granville,  Ohio. 

No  wonder  many  colleges— Deni-  financial  aid  officers.  Such  arrange- 
son  being  one  of  the  exceptions— have 
"preferred  lender"  lists  that  students 
and  parents  might  see  as  an  imprima- 
tur that  the  deals  are  among  the  best 
available.  They  may  be,  but  the  trouble 
is  that  some  lenders  have  bought  their 
way  onto  these  lists  through  payments 
to  the  school  or,  in  rare  cases,  to  the 


ments  have  sparked  an  ongoing  in- 
vestigation by  the  New  York  Attorney 
General's  office,  which  has  reached 
agreements  with  more  than  two  dozen 
schools,  including  Fordham,  Syracuse, 
and  New  York  universities,  to  distrib- 
ute to  students  the  money  the  lenders 
paid  them.  So  you  shouldn't  just  blind- 


ly accept  advice  from  the  school's 
nancial  aid  office.  You  can  get  yourse 
a  good  deal  if  you  know  how  to  look. 

PLOT  STRATEGY 

THE  FIRST  STEP  IS  TO  FILL  out  t!i 
paperwork.  Start  with  the  Free  App 
cation  for  Federal  Student  Aid  (FAFS 
at  fafsa.ed.gov.  Even  those  who  doi 
qualify  for  aid  should  fill  it  out,  sin 
FAFSA  is  a  requirement  for  certain  b*' 
gain-rate  government-backed  loans, 
addition,  you'll  have  to  complete  an  a  j 
plication  for  each  loan  you  apply  for 

Stafford  Loans,  which  are  issued 
students,  carry  the  lowest  interest  ra 
a  maximum  of  6.8%.  Governmei  i 
backed  PLUS  loans  go  to  parents  a 
currently  charge  8.5%.  These  loa 
have  other  advantages:  Anyone  c. 
qualify,  regardless  of  income,  and  b< 
rowers  who  encounter  financial  hai 
ship  can  request  that  repayments 
suspended  or  reduced.  Starting  on  Ji 
1,  undergraduates  can  borrow  up 
$3,500  for  their  freshman  year  wit! 
Stafford  Loan,  $4,500  in  their  sopf 
more  year,  and  $5,500  annually  the 
after,  for  a  total  of  $23,000.  Because 
the  low  interest  rate,  students  gen 
ally  choose  to  borrow  the  maximu 
Parents  can  then  follow  with  a  PLj 
loan  for  the  balance  of  what's  ovw 
for  tuition,  room,  board,  and  fees- 
if  they  choose,  up  to  the  full  cost 
attendance. 

If  students  need  more  than  what  pj 
ents  will  contribute  or  borrow,  they  ( 
seek  private  loans,  offered  by  a  w 
variety  of  lenders  including  Sallie  IV 
and  Citibank.  But  with  variable  ra 
that  generally  range  from  8%  to  1 
and  fees  as  high  as  11.5%,  these  < 
saddle  young  graduates  with  far  hig 
interest  payments  than  the  alternati 
available  to  parents.  Parents  reluct 
to  add  to  their  debt  can  always  ta 
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1  Listings  for  private 

IjOOlC  'oans  are  more 

■  comprehensive; 

growing  number  some  lenders  pay 

Web  sites  aim  to  |  for  leads. 
pip  borrowers  shop 
r  college  loans 


..US  or  a  home-equity  loan  that  the 
udent  agrees  to  pay  back. 

OMPARE  OFFERS 

iOST  STAFFORD  AND  PLUS  loans  feature 
Ueast  one  of  three  types  of  discounts:  fee 
ftivers,  principal  reductions,  and  interest- 
ite  reductions.  To  crunch  the  numbers, 
fe  the  calculator  at  FinAid  (finaid.org/ 
Iculators/loandiscountanalyzer.phtml). 
figures  in  the  impact  of  fee  reductions 
d  other  discounts  and  comes  up  with  a 
iscounted  interest  rate."  For  instance, 


Lets  you  enter  your 
school  and  state  of 
residence  and  displays 
deals  from  lenders  that 
pay  for  placement. 


Shows  discounts 
that  lenders  offer  on 
federal  and  private 
loans.  Calculator 
lets  you  compare 
costs  of  different 
loans. 


Now  only  shows  offers 
from  lenders  that 
pay  for  placement. 
Site  plans  soon 
to  add  others 
that  do  not  pay. 


the  discounted  rate  on  a  Stafford  Loan 
from  MyRichUncle  is  6.03%,  vs.  6.88% 
from  Carnegie  Student  Loans. 

FinAid.org  maintains  a  list  that  sum- 
marizes discounts  available  from  various 
lenders.  The  site  accepts  advertising— its 
current  sponsor  is  Citibank— but  it  does 
not  take  payments  from  other  lenders. 
Some  other  sites  do  (table). 

As  a  rule,  favor  discounts  that  kick  in 
early  in  the  life  of  a  loan  and  cannot  be 
canceled.  These  include  fee  waivers  and 
automatic  interest-rate  cuts  for  signing  up 


for  direct  payments  from  your  checking 
account.  Some  lenders,  including  MyRich- 
Uncle, Maine  Advantage  Education  Loan 
Program,  the  Michigan  Higher  Educa- 
tion Student  Loan  Authority,  the  Missouri 
Higher  Education  Loan  Authority,  and 
NorthStar,  take  a  percentage  point  or  more 
off  their  rates,  with  no  or  few  strings  at- 
tached. (Michigan  and  Maine  require  bor- 
rowers to  live  or  attend  school  in  state.) 

When  comparing  these  deals,  remember 
that  rate  reductions  are  generally  more 
valuable  than  fee  waivers  or  principal 


*• 


Changes  in  life  can  be  beautiful. 
Take  retirement  for  example. 


Call  your  broker,  or  visit  hartfordinvestor.com 
Mutual  Funds  •  401  (k) 

Annuities  •  Life  Insurance 
Prepare  to  Live" 


I  TTF 

Hajrtford 


¥2m 


Comparing 
Discounts 

The  best  discount  is  getting  an 

interest-rate  reduction  trom  the 

start.  After  that,  the  value 

of  the  discounts  that  lenders  dangle 

to  entice  borrowers  diminishes. 

DISCOUNT  OFFERED 

PERCENTAGE- 
POINT  CUT 

One  percentage  point  lower 
interest  rate  at  start  of  loan 

1.00 

One  percentage  point  lower 
interest  rate  at  start  of  repayment* 

0.78 

One  percentage  point  lower 
interest  rate  after  48  payments** 

0.33 

One-point  reduction  in  fees 

0.23 

1%  reduction  of  principal 
after  48  payments** 

0.12 

'Interest  accrues  for  lour  years  without  discount  while 

student  is  in  school 

**Fewer  than  10%  of  borrowers  qualify  for  benefits  such  as 

this,  which  are  contingent  on  on-time  payments 

Data:  Project  on  Student  Oebt 

rebates  (table).  According  to  FinAid 
Publisher  Mark  Kantrowitz,  fees  on  a 
10-year  loan  would  have  to  fall  four  per- 
centage points  to  equal  the  savings  you 
could  achieve  with  a  one-point  interest- 
rate  reduction  that  starts  at  repayment. 
In  contrast,  discounts  contingent  on 
good  behavior— such  as  paying  on  time 
for  the  first  48  months— are  less  valu- 
able. Fewer  than  10%  of  borrowers  ever 
qualify.  Moreover,  these  reductions  kick 
in  only  after  you've  already  repaid  a  big 
chunk  of  the  loan.  As  a  result,  while  a 
two-point  rate  break  after  48  months 
into  a  10-year  loan  sounds  great,  it's 
equal  to  a  0.63-point  rate  cut  for  the  life 
of  the  loan.  Before  committing,  read 
the  fine  print  to  make  sure  you  won't 
lose  your  benefits  or  be  forced  to  repay 
discounts  if  your  loan  is  sold  or  you  opt 
to  consolidate  with  another  lender. 

THE  LAST  RESORT 

IF  A  STUDENT  HAS  no  choice  but  to  go 
with  a  private  loan,  don't  simply  pick 
the  lender  advertising  the  lowest  rate. 
Payments  will  ultimately  be  determined 
by  the  borrower's  credit  score.  Even 
students  with  relatively  sound  credit 
histories  will  typically  come  out  ahead  if 
a  parent  co-signs  the  promissory  note. 
To  compare  rates,  apply  to  more 
than  one  lender.  But  first,  ask  your 
school's  financial  aid  office  if  it  has 
negotiated  any  special  deals.  Many  do, 
which  is  why  you  still  shouldn't  over- 
look preferred  lender  lists.  ■ 
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PersonalFinance  Funds 


A  Two-Way  Wager 
On  Commodities 

Rydex'  new  fund  allows  investors  to  play  the  ups  an 
downs  of  the  futures  market,  by  lewis  braham 


FUTURES  TRADERS  MAKE 
money  by  following 
trends,  buying  contracts 
on  the  commodities  that 
are  rallying  and  short- 
selling  those  in  decline. 
The  few  commodity-based 
mutual  funds,  barred  from  speculating 
in  futures,  invest  in  bonds  whose  prices 
are  linked  to  gold,  oil,  corn,  and  the  like. 
The  problem  with  that  approach:  You 
are  making  a  bet  that  commodities  are 
only  going  to  go  up. 

Now,  with  the  help  of  some  clever  fi- 
nancial engineering,  Rydex  Investments 
has  found  a  way  to  play  the  downs  as 
well  as  the  ups  of  the  futures  market  in  a 
mutual  fund  format.  Its  newly  launched 
Rydex  Managed  Futures  Fund,  now 
with  about  $75  million,  invests  in  bonds 
linked  to  the  performance  of  the  Stan- 
dard &  Poor's  Diversified  Trends  Indica- 
tor (S&P  DTI)  index,  a  benchmark  that 
tracks  the  futures  market.  Unlike  other 


Trend  Spotting 

The  Rydex  Managed  Futures  Fund  is  linked 

to  Standard  &  Poor's  Diversified  Trends 

Indicator  index,  which  tracks  both  long  and 

short  positions  in  the  futures  markets. 

PERCENTAGE 
OF  INDEX' 

LARGEST  LONG  POSITIONS 

EURO 

13.00 

CRUDE  OIL  (LIGHT) 

8.34 

10-YEAR  U.S.  TREASURY  NOTES 

7.50 

LARGEST  SHORT  POSITIONS 

JAPANESE  YEN 

12.00 

30-YEAR  U.S.  TREASURY  BONDS 

7.50 

GOLD 

3.51 

Data.  :  t  m  lard  &  Poor's                                              *As  of  Apr  3 

commodity  funds,  this  one  includes  A 
nancial  contracts.  Even  more  import; 
the  index  includes  short  sales,  which 
up  in  value  as  the  price  of  the  commoi 
goes  down.  The  largest  short  positi 
now  are  in  Japanese  yen,  U.S.  Treas 
bonds,  and  gold  (table). 

Although  the  Rydex  fund  ope 
in  March,  the  index  if  s  based  on 
launched  in  January,  2004.  S&P  ( 
BusinessWeek,  a  division  of  The  McGr 
Hill  Companies)  has  back-tested  the 
dex's  performance  for  an  additional 
years.  While  hypothetical  performa 
is  no  guarantee  of  future  returns,  the 
suits  are  impressive:  From  January,  IS 
through  December,  2006,  the  index 
livered  an  11.04%  annualized  return  \ 
less  than  half  the  volatility  of  stocks 
only  slightly  more  than  bonds. 

The  index's  performance  had  aln 
no  correlation  to  that  of  stocks  or  boi 
which  means  it  should  be  a  good  di 
sifier.  "In  an  environment  where  stc 
and  bonds  look  overpriced,  this  strai 
makes  a  lot  of  sense,"  says  P.J.  DiNu 
chief  investment  officer  of  DiNuzzo 
vestment  Advisors  in  Beaver,  Pa. 
cause  the  fund's  volatility  is  similai 
bonds',  DiNuzzo  is  substituting  10S  jj 
the  bond  portion  of  his  client's  poi| 
lios  with  the  Rydex  fund. 

Although  pricey  by  index  fund  s 
dards,  the  new  offering's  1.65%  exp<  j 
ratio  for  investors  buying  its  H  si 
class  is  much  less  than  the  fees  typi< 
levied  by  managed  futures  funds,  usi 
2%  of  assets  plus  20%  of  profits.  Anc 
Rydex  fund's  low  minimum  investx 
of  $2,500  can  be  matched  by  few  n| 
aged  futures  funds. 

If  s  too  soon  to  tell  whether  the  R; 
fund  will  perform  as  advertised.  Bui 
cost  savings  and  easy  access  to  fut  | 
make  it  one  investors  should  watch. 
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PersonalFinance  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

BANK  OF  AMERICA  COULD  BE  A  HEDGE  AGAINST  A  MATURING  DPI 
AS  AGRI-BIOTECH  SOARS,  MONSANTO  MAY  REAP  THE  REWARDS. 
BUYOUT  TALK  IS  HEATING  UP  SUBPRIME  LENDER  ACCREDITED. 


'TIME  TO  GET 
DEFENSIVE' 

STOCK  PRICE  (DOLLARS) 

53 


A  Bank  to  Bank  On 

SOME  INVESTORS  WORRY  about  the  Dow  Jones  industrial 
average's  speedy  rise  above  1300  in  the  face  of  a  slowing 
economy  exacerbated  by  the  housing  slump.  "It's  time 
to  get  defensive,"  says  Carl  Birkelbach,  chairman  and  CEO 
of  Birkelbach  Investment  Securities.  He  thinks  the  bull 
market  has  hit  a  "point  of  maturity 
where  caution  must  be  exercised."  He 
has  taken  profits  on  his  winners  and 
bought  "quality"  stocks  that  earlier 
had  pulled  back.  "Bank  of  America 
[BAC]  is  a  good  defensive  stock  that 
has  lagged  the  rally,"  says  Birkelbach, 
who  loaded  up  on  shares.  The  stock  is 
down  from  55  in  November  to  51.03 
now  as  subprime  lending  woes  dented 
banking  stocks.  And  BofA  has  agreed 
to  buy  LaSalle  Bank,  Chicago's  No.  2 
bank,  from  ABN  Amro  for  $21  billion 
in  cash,  which  has  also  affected  the  stock.  "  It's  incredible 
that  such  a  blue  chip  is  trading  at  just  10  times  estimated 
2007  earnings,  with  a  4.41%  dividend  yield,"  says  Birkelbach 
who  sees  the  stock  at  65  in  a  year.  The  price  BofA  will  pay  for 
LaSalle  "is  undeniably  expensive,  but  it  completes  the  bank's 
franchise  across  the  largest  markets  in  the  U.S.,"  says  David 
Hilder  of  Bear  Stearns,  which  did  banking  for  BofA.  He  rates 
it  "overweight"  and  sees  earnings  of  $5.51  a  share  in  2007 
and  $5.50  in  2008.  They  don't  reflect  the  LaSalle  Bank  deal. 


BANK  OF 
AMERICA 


SEPT.  18,  '06         MAY  2,  '07 
Data:  Bloomberg  Financial  Markets 


Betting  the  Farm 
On  Monsanto 


WALL  STREET  ANALYSTS  are  trying  to  keep  up  with 
Monsanto's  (MON)  fast-growing  sales  and  earnings 
as  a  major  provider  of  agricultural  products  for 
farmers.  Robert  Levitt,  founder  and  chief  investment  officer 
of  Levitt  Capital  Management,  which  owns  Monsanto  shares, 
says  investors  should  jump  on  the  "global  agribusiness 
theme"  to  profit  from  the  explosive  growth  he  sees  over  the 
next  several  decades.  He  says  the  U.N.  estimates  that  by 
2030  demand  for  agricultural  products  will  be  60%  higher 
than  it  is  today.  And  Monsanto,  says  Levitt,  is  among  the 
big  winners.  "There  are  now  80  million  new  mouths  to  feed 
every  year,"  he  notes,  so  food  production  will  have  to  grow  as 
fast.  "Monsanto  is  the  undisputed  leader  in  the  agri-biotech 
space,"  says  Robert  Koort  of  Goldman  Sachs  (it  has  done 


banking  for  Monsanto),  who  rates 
the  stock  a  buy.  Apart  from  farmers, 
Monsanto's  products  are  used  by 
grain  processors,  food  companies,  and 
consumers.  Its  product  pipeline  "is 
sufficiently  robust,"  he  says  in  a  report, 
which  justifies  the  stock's  premium 
multiple  of  34  times  his  2007  estimate 
of  $1.70  a  share.  For  2008,  he  sees 
$2.50.  He  expects  the  stock,  now  at 
58.51,  to  be  at  75  in  18  months. 


FERTILE 
SOIL 

STOCK  PRICE  (DOLLAR! 


SEPT.  18. '06         MAY  2, 
Data:  Bloomberg  Financial  V 


SUBPRIME 
BUT  ALIVf 


Accredited  Home  Lenders: 
Bottom  Fishers'  Delight? 

IT  IS  NOT  SURPRISING  that  no  Street  analyst  has  a  buy 
rating  on  Accredited  Home  Lenders  Holding  (LEND), 
one  of  the  few  still-standing  companies  in  the  besieged 
subprime  mortgage  lending  business.  But  some  hardy  bott 
fishers  are  buying.  They  are  betting  not  necessarily  on  its 
recovery  but  on  its  being  bought  out  at  a  price  higher  than 
where  it  is  now.  It  plunged  from  58  a  year  ago  to  11.62  on 
May  2.  Vincent  Carrino,  president  of 
Brookhaven  Capital  Management, 
which  owns  shares,  says  lots  of  value 
remains  in  Accredited's  portfolio.  "It 
was  one  of  the  best- run  companies  in 
the  sector  and  in  its  heyday  earned  $7 
a  share,"  he  notes.  Matthew  Howlett 
of  investment  firm  Fox-Pitt  Kelton  says 
the  outlook  for  Accredited  "is  more 
upbeat  now,"  since  it  received  $230 
million  in  financing  in  April  from 
Farallon  Capital  Management.  Still, 
says  Howlett,  "a  sale  is  the  mbst  likely 
long-term  strategic  option"  for  Accredited,  whose  buyout 
value  he  puts  at  14  to  16.  Others  value  it  at  20.  Second  Cun 
Capital  raised  its  holdings  from  8.5%  to  11.2%  in  April.  ■ 


BusinessWeek  .com 


ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  tha  I 
350.000  companies— public  and  private— worldwide.  Find  the  best  comp  y 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Marcial's  Inside  Wall  Street  is  posted  at  businessweek.com/investor 

p.m.  EST  on  the  magazine's  publication  day,  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  th  i 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investrt 
banking  or  other  financial  relationships  with  them. 
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Advertisement 


How  has  Christianity  changed  over  2,000  years? 

Follow  the  story  of  "Lost  Christianities," 
an  intriguing,  24-lecture  series  in  audio  or  video 


In  the  first  centuries  after  Christ,  there 
was  no  New  Testament.  However, 
books  of  Gospels,  Acts,  Epistles,  and 
Apocalypses  were  widely  read,  and  were 
fervently  followed  by  groups  of  early 
Christians.  But  they  would  not  be  among 
the  books  that  formed  the  New 
Testament. 

Relying  on  the  many  different 
Scriptures  available,  Christians  held 
beliefs  that  today  would  be  considered 
bizarre:  Some  believed  that  there  were 
two,  12,  or  as  many  as  30  gods;  some  held 
that  a  malicious  deity,  rather  than  one 
true  God,  created  the  world;  some  main- 
tained that  Christ's  death  and  resurrec- 
tion had  nothing  to  do  with  salvation; 
others  insisted  that  Christ  never  really 
died  at  all. 

What  did  these  "other"  Scriptures  say? 
Do  they  exist  today?  How  could  such 
outlandish  ideas  ever  be  considered 
Christian?  If  such  beliefs  were  once  com- 
tmon,  why  do  they  no  longer  exist?  These 
are  just  a  few  of  the  many  provocative 
questions  that  arise  from  this  course. 

A  Good  Mystery  Story 

This  two-part  lecture  series  is  a  richly 
:  rewarding  learning  opportunity  for  any- 
one interested  in  religion,  history,  or  sim- 
ply a  good  mystery  story.  Professor  Bart 
D.  Ehrman  lends  his  expert  guidance  as 
■you  follow  scholars'  efforts  to  recover 
knowledge  of  early  Christian  groups  who 
lost  the  struggle  for  converts  and  subse- 
;  quently  disappeared. 

As  a  major  theme  of  this  course,  you 
i  will  follow  the  struggle  for  orthodoxy — 
[or  right  belief — among  the  various  early 
'Christian  groups.  You  will  witness  the 
.process  by  which  certain  Christian  beliefs 
gained  legitimacy,  while  others  were  rele- 
gated to  the  status  of  footnotes  to  history. 

You  will  see  how  Christianity  devel- 
oped through  its  early  and  lost  writings. 
The  struggle  for  orthodoxy  can  still  be 

About  Our  Sale  Price  Policy 

Why  is  the  sale  price  for  this  course  so 
much  lower  than  its  standard  price? 
Every  course  we  make  goes  on  sale  at 
least  once  a  year.  Producing  large  quan- 
tities of  only  the  sale  courses  keeps  costs 
down  and  allows  us  to  pass  the  savings 
on  to  you.  This  approach  also  enables  us 
to  fill  your  order  immediately:  99%  of 
all  orders  placed  by  2:00  p.m.  eastern 
time  ship  that  same  day.  Order  before 
May  24,  2007,  to  receive  these  savings. 


seen  in  both  the  New  Testament  and  in 
central  Christian  creeds.  You  will  explore 
the  development  of  the  New  Testament 
into  an  approved  canon  of  Scripture. 

How  did  the  process  of  forming  the 
orthodox  canon  take  place?  Who  decided 
which  books  should  be  included?  On 
what  grounds?  If  so  many  Scriptures 
existed,  how  do  we  know  that  those  who 
selected  the  final  books  got  it  right?  If 
many  of  these  writings  were  forgeries, 
how  can  we  be  sure  that  forgeries  weren't 
included  in  the  New  Testament? 

About  Your  Professor 

Dr.  Bart  D.  Ehrman  is  the  James  A. 
Gray  Professor  and  Chair  of  the 
Department  of  Religious  Studies  at  The 
University  of  North  Carolina  at  Chapel 
Hill.  He  received  his  Masters  of  Divinity 
and  Ph.D.  from  Princeton  Theological 
Seminary.  He  has  won  several  teaching 
awards,  including  the  Students' 
Undergraduate  Teaching  Award  and  the 
Bowman  and  Gordon  Gray  Award  for 
Excellence  in  Teaching.  Professor  Ehrman 
has  written  or  edited  more  than  1 5  books, 
including  the  New  York  Times  bestseller, 
Misquoting  Jesus,  and  Jesus:  Apocalyptic 
Prophet  of  the  New  Millennium. 

About  The  Teaching  Company 

We  review  hundreds  of  top-rated  pro- 
fessors from  America's  best  colleges  and 
universities  each  year.  From  this  extraor- 
dinary group  we  choose  only  those  rated 
highest  by  panels  of  our  customers.  Fewer 
than  10%  of  these  world-class  scholar- 
teachers  are  selected  to  make  The  Great 
Courses.  We've  been  doing  this  since 
1990,  producing  more  than  2,000  hours 


of  material  in  modern  and  ancient  histo- 
ry, philosophy,  literature,  fine  arts,  the  sci- 
ences, and  mathematics  for  intelligent, 
engaged,  adult  lifelong  learners.  If  a 
course  is  ever  less  than  completely  satisfy- 
ing, you  may  exchange  it  for  another  or 
we  will  refund  your  money  promptly. 

Lecture  Titles 

1.  The  Diversity  of  Early  Christianity 

2.  Christians  Who  Would  Be  Jews 

3.  Christians  Who  Refuse  To  Be  Jews 

4.  Early  Gnostic  Christianity — Our 
Sources 

5.  Early  Christian  Gnosticism — An 
Overview 

6.  The  Gnostic  Gospel  of  Truth 

7.  Gnostics  Explain  Themselves 

8.  The  Coptic  Gospel  of  Thomas 

9.  Thomas'  Gnostic  Teachings 

10.  Infancy  Gospels 

1 1.  The  Gospel  of  Peter 

12.  The  Secret  Gospel  of  Mark 

13.  The  Acts  of  John 

14.  The  Acts  of  Thomas 

1 5.  The  Acts  of  Paul  and  Thecla 

16.  Forgeries  in  the  Name  of  Paul 

17.  The  Epistle  of  Barnabas 

18.  The  Apocalypse  of  Peter 

19.  The  Rise  of  Early  Christian  Orthodoxy 

20.  Beginnings  of  the  Canon 

21.  Formation  of  the  New  Testament 
Canon 

22.  Interpretation  of  Scripture 

23.  Orthodox  Corruption  of  Scripture 

24.  Early  Christian  Creeds 


The  Teaching  Company* 

The  Joy  of  Lifelong  Learning  Every  Day7" 

Great  Professors,  Great  Courses,  Great  Value 

Guaranteed.™ 


CS 


SAVE    UP    TO    $1  85! 
OFFER  GOOD  UNTIL  MAY  24,  2007 


1 


1-800-TEACH-12  (1-800-832-2412) 
Fax:  703-378-3819 


Special  offer  is  available  online  at 

www.TEACH12.com/4bw 


Great  Courses- 

The  Teaching  Company' 

41 5 1  Lafayette  Center  Drive,  Suite  100 
Chantilly,  VA   20151-1232 

Priority  Code  23281 

Please  send  me  Lost  Christianities:  Christian  Scriptures  and  the 
Battles  over  Authentication,  which  consists  of  24  half-hour  lectures 
with  complete  lecture  outlines  and  diagrams. 

Q  DVD  $69.95  (std.  price  $254.95)  SAVE  $185! 

plus  $10  shipping,  processing,  and  lifetime  satisfaction  guarantee. 

Q  Audio  CD  $49.95  (std.  price  $179.95)  SAVE  $130! 

plus  $10  shipping,  processing,  and  lifetime  satisfaction  guarantee. 

Q  Audiotape  $34.95  (std.  price  $129.95)  SAVE  $95! 

plus  $10  shipping,  processing,  and  lifetime  satisfaction  guarantee. 

Q    Check  or  Money  Order  Enclosed 

■    Non-U. S.  Orders:  Additional  shipping  charges  apply. 

For  more  details,  call  us  or  visit  the  FAQ  page  on  our  website. 
"  Virginia  residents  please  add  V<i  »ales  tax. 


Charge  my  credit  card: 
□ 


^a^aH 


Account  Number 


Name  (please  print) 


Mailing  Address 


CrTr/STArF7ZIP 


PHONE  (If  we  have  queitiom  regarding  your  order — required  for  international  orders) 

Q     FREE  CATALOG.  Please  send  me  a  free  copy  of  your 
current  catalog  (no  purchase  necessary). 

Special  offer  is  available  online  at  www.TEACH12.com/4bw 
Offer  Good  Through:  May  24.  2007 


PersonalFinance  Figures  of  the  Week 


STOCKS 


S&P  500 

MAY      NOV.      MAY    APR.26-MAY2 


1 


;;  1495.9 

1490 


COMMENTARY 

Following  recent  records,  the 
market  looked  pretty  tame 
this  week.  News  Corp.'s  bid  for 
Dow  Jones  was  big  news  for 
DJ  stockholders,  with  shares 
leaping  55%.  Meanwhile,  the 
Supreme  Court  patent  rulings 
were  a  mixed  bag,  sending 
Microsoft  up  5.5%  and  AT&T 
down  1.2%.  Liz  Claiborne 
dropped  21%  after  its  quarterly 
profits  disappointed  the  Street. 

Data:  Bloomberg  Financial  Markets,  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  2 

■i  SSP  500  M  U.S.  DIVERSIFIED  Hi  ALL  EQUITY 


%  0  1  2  3  4  5 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  2 

■  S&P  500  M  U.S.  DIVERSIFIED  ■  ALL  EQUITY 


0  3  6  9  12  15 

Data:  Standard  &  Poor's 


U.S.  MARKETS 

MAY  2 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P 500 

1495.9 

0.0 

5.5 

13.9 

Dow  Jones  Industrials 

13,211.9 

0.9 

6.0 

157 

NASDAQ  Composite 

2557.8 

0.4 

5.9 

10.7 

S&PMidCap400 

885.1 

-0.2 

10.2 

10.1 

S&PSmallCap600 

429.5 

0.2 

7.4 

8.3 

DJ  Wilshire  5000 
SECTORS 

15.066.5 

0.0 

6.0 

13.5 

BusinessWeek  50* 

836.9 

-0.3 

4.8 

8.2 

BW  Info  Tech  100" 

467.6 

0.3 

4.5 

16.8 

S&P/Citigroup  Growth 

686.1 

0.1 

5.1 

12.6 

S&P/Citigroup  Value 

808.5 

0.0 

5.S 

15.2 

S&P  Energy 

492.8 

-0.2 

8.2 

11.8 

S&P  Financials 

501.0 

-0.3 

1.1 

11.0 

S&P  REIT 

204.1 

-2.2 

2.7 

24.6 

S&P  Transportation 

277.0 

-2.5 

5.0 

-2.3 

S&P  Utilities 

214.2 

-0.5 

14.8 

33.9 

GSTI  Internet 

218.9 

1.1 

9.6 

15.5 

PSE  Technology 

941.9 

0.1 

7.6 

8.3 

GLOBAL  MARKETS  mayz  week 

S&P  Euro  Plus  (U.S.  Dollar)  2211.1  -0.1 

London  (FT-SE 100)  6484  5  0.3 

Paris  (CAC  40)  5990.1  0.7 

Frankfurt  (DAX)  7455.9  1.5 

Tokyo  (NIKKEI  225)  17,394.9  0.9 

Hong  Kong  (Hang  Seng)  20,388.5  -0.7 

Toronto  (S&P/TSX  Composite)  13,578.7  -0.7 

Mexico  City  (IPC)  29  2599  -0.6 


%  CHANGE 

YEAR  TO     LAS 

DATE       MOr- 


11.1 
4,2 
8.1 

13.0 
1.0 
2.1 
5.2 

10,6 


25, 
6, 
14. 
23 
1 
20 
10 
38 


•March  19. 1999=1000  "February  7. 2000=1000 


FUNDAMENTALS 

S&P  500  Dividend  Yield 
S&P  500  P/E  Ratio  (Trailing  12  mos.) 
S&P  500  P/E  Ratio  (Next  12  mos.)* 
First  Call  Earnings  Surprise* 

•First  Call  Corp. 

TECHNICAL  INDICATORS 

S&P  500  200-day  average 
Stocks  above  200-day  average 
Options:  Put/call  ratio 
Insiders:  Vickers  NYSE  Sell/buy  ratio 


MAYl 

1.75% 
17.5 
15.3 


MAYl 

1380.8 

73,0% 
0.86 

5.57 


WEEK  AGO      YEAR  I 

1.77%  1.769 

17.6  17. 

15.3  14: 

6  31%  5  02° 

WEEK  AGO      YEAR 

1375.1  Positiv 

78.0%  Negativ 

0.81  Positiv 

5.38  Negativ 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH  % 


LAST  12 
MONTHS  % 


Internet  Retailers 

32.7 

Tires  &  Rubber 

141.7 

Consumer  Electronics 

22.5 

Internet  Retailers 

57.1 

Health-Care  Supplies 

18.3 

Office  REIT's 

50.5 

Household  Appliances 

18.1 

Leisure  Products 

49.8 

Health-Care  Facilities 

17.2 

Retail  REIT's 

41.9 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                          %        52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Health 

4.8 

Utilities 

33.2 

Europe 

4.1 

Real  Estate 

25.8 

Natural  Resources 

3.8 

Pacific/Asia  ex- Japan 

24.8 

Large-cap  Value 

LAGGARDS 

3.2 

Latin  America 

LAGGARDS 

24.1 

Real  Estate 

-1.8 

Japan 

-9.0 

Japan 

-1.4 

Precious  Metals 

-1.3 

Precious  Metals 

-0.8 

Small-cap  Growth 

3.3 

Small-cap  Blend 

1.1 

Technology 

45 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

% 
16.3 

52-WEEK  TOTAL  RETURN 
LEADERS 

% 

ProShrs.  UK.  Semiconductors 

iShares  MSCI  Malaysia  Idx. 

51.1 

ProFunds  Biotech.  Inv. 
Eaton  Vance  Greater  India  A 

143 
13.5 

Dreyfus  Prem.  Grtr.  China  A  50 ,7 
ProFds.  Utilities  Ultrasector  50.5 

ProFunds  Semicdr.  Inv. 

LAGGARDS 

ProShrs.  UftSh.  Semiconductors 
DireXn.  NASDAQ  100  Bear  2.5X 
ProShares  UltSh.  Health  Care 

12.1 

-14.2 
-9.2 
-9.1 

AIM  China  A 

LAGGARDS 

American  Heritage  Grth. 
ProFunds  UltSh.  Emrg.  Mkts. 
DireXn.  Emrg.  Mkts.  Short 

47.1 

-40.0 

-32.9 
-32.6 

ProFunds  USh.  Dow  30  Inv. 

-8.7 

ProFunds  Precs.  Mils.  Inv. 

-30.2 

WORST-PERFORMING  UST 

GROUPS                                MONTH  % 

la: 

M0N" 

Employment  Services        -8.2 

Gold  Mining                   -; 

Residential  REIT's              -6  2 

Electric  Mfg.  Svcs.           - 

Specialized  REIT's             -3.6 

Homebuilding               -i 

Computer  Retailers            -3.2 

Employment  Services 

IT  Consulting                     -2.9 

Computer  Retailers 

INTEREST  RATES 


KEY  RATES 

MAY  2 

WEEK  AGO     YEAF 

Money  Market  Funds 

4.86% 

4.85%    4. 

90-Day  Treasury  Bills 

4.88 

4.95       4. 

2-Year  Treasury  Notes 

4.64 

4.63       4, 

10-Year  Treasury  Notes 

4.64 

4.65       5 

30-Year  Treasury  Bonds 

4.82 

4.83       5 

30-Year  Fixed  Mortgage  \ 

6.13 

6.09       6 

t  BanxQuc 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10YR.BOND 

30-YR.B 

General  Obligations 

3.81% 

4.2 

Taxable  Equivalent 

5.44 

6.0 

Insured  Revenue  Bonds 

3.98 

4.4 

Taxable  Equivalent 

5.69 

6.3 

THE  WEEK  AHEAD 


FOMC  MEETING  Wednesday, 
May  9,  9  a.m.  EDT  »The  Federal 
Open  Market  Committee  meets  to 
discuss  monetary  policy.  Federal 
Reserve  watchers  queried  by 
Action  Economics  are  unanimous 
in  their  expectation  of  the  Fed 
keeping  interest  rates  at  5.25%. 
INTERNATIONAL  TRADE 
Thursday,  May  10,  8:30  a.m 
EDT » The  March  trade  dei 
probably  widened  to  $59.7 
billion,  after  narrowing  to  $58.4 
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billion  in  February.  Higher  energy 
prices  likely  boosted  the  dollar 
value  of  imports. 
EXPORT-IMPORT  PRICES 

Thursday,  May  10,  8:30  a.m.  EDT 
» Import  prices  most  likely  rose 
0.8%  in  April,  after  a  March  surge 
of  1.7%.  Export  prices  probably 
grew  0.4%,  after  a  0.7%  increase. 
FEDERAL  BUDGET  Thursday, 
May  10,  2  p.m.  EDT  »The  federal 
government  probably  nn  a  $132.5 
billion  surplus  in  April. 


RETAIL  SALES  Friday,  May  11, 
8:30  a.m.  EDT »  April  retail  sales 
are  expected  to  have  risen  0.5%, 
after  a  jump  of  0.7%  in  March. 
Minus  motor  vehicles,  sales  likely 
grew  0.5%,  after  climbing  0.8%. 
PRODUCER  PRICE  INDEX  Friday, 
May  11,  8:30  a.m.  EDT » Producer 
prices  likely  grew  0.6%  in  April  on 
further  energy  price  gains,  after 
a  1%  leap.  Less  food  and  energy, 
prices  probably  edged  up  0.2%, 
after  holding  steady  in  March. 


The  BusinessWeek  production  ind 
climbed  to  297.9  for  the  week  end< 
Apr.  21,  a  9.1%  increase  from  a  ye< 
ago.  Before  calculation  of  the  four 
week  moving  average,  the  index 
retreated  to  300.2. 


BusinessWeek  .com 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  on  i 
than  350,000  companies— publ 
and  private— worldwide.  Find  the 
company  resource  on  the  free  V 
at  investing.businessweek.com 

For  the  BW50,  more  investment 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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CHECKING? 


E*TRADE 

Max-Rate  Checking 

OA  The  National  Average' 

3*25  /oapy2 


CHASE  BANK  OF 

Better  Banking'  Checking      AMERICA 

0.10%apY3  ^2~^Tkmg 
0.05%ap 


E  Hraordinary 


E  {-TRADE 


NO  ATM  FEES 

Any  machine,  any  bank, 
nationwide.4 

Via  unlimited  ATM  fee  refunds 


Open  an  account 
in  minutes 


C*  €;  ^ 


Click         Call      'Visit, 


FREE 

QUICK 

TRANSFER 


Plus,  free  online  bill  pay5 


*(877>  929-2434 
itf  ade.com/maxrate 


1.  The  APY  of  the  Max-Rate  Checking  Account  as  of  4/1 1/2007  is  more  than  8  times  the  national  average  APY  for  checking  accounts  with  balances  of  $5,000.  Source:  Informa  Research 
Services,  Inc.,  Calabasas,  CA.  www.informars.com.  Although  the  information  has  been  obtained  from  the  various  institutions  themselves,  the  accuracy  cannot  be  guaranteed. 

2.  As  of  4/11/2007,  the  Annual  Percentage  Yield  (APY)  of  the  Max-Rate  Checking  Account  is  3.25%  for  balances  of  $50,000  or  more,  3.25%  for  balances  of  $5,000-$49,999,  and 
0.50%  for  balances  of  less  than  $5,000.  Rates  are  subject  to  change  daily  and  fees  may  reduce  earnings.  A  $100  minimum  deposit  is  required  to  open  a  new  account.  Account 
holders  must  maintain  a  minimum  average  monthly  balance  of  $5,000  to  avoid  a  $15  monthly  fee.  See  etrade.com/maxrate  for  other  ways  to  avoid  this  fee. 

3.Competitive  information  obtained  from  www.chase.com  and  www.bankofamerica.com  using  New  York  checking  account  rates  as  of  4/11/2007.  Rates  assume  balance  of 
$5000+. 

4.  With  Max-Rate  Checking,  E*TRADE  Bank  will  not  charge  you  a  fee  for  withdrawing  funds  from  any  institution's  ATM  nationwide  but  the  owner/operator  of  the  ATM  may.  These  fees 
will  automatically  be  credited  to  your  account.  E*TRADE  Bank  does  impose  a  charge  equal  to  1%  of  the  transaction  amount  (including  credits  and  reversals)  for  non-U. S.  currency 
transactions.  In  the  event  E'TRADE  Bank  in  its  sole  discretion  determines  that  there  has  been  either  fraudulent  or  excessive  use  of  the  feature  on  a  given  account,  E*TRADE  Bank 
reserves  the  right  to  remove  this  feature  and  not  refund  the  ATM  fees.  For  additional  information  and  important  details  about  how  the  ATM  fee  refund  will  be  applied,  please  visit 
www.etrade.com/atmrefundpolicy. 

5.  For  details  and  important  information  about  Quick  Transfer,  please  visit  etrade.com/quicktransferdetails  for  a  listing  of  the  limitations,  restrictions  and  time  deadlines 
associated  with  this  service. 

Banking  and  lending  products  and  services  are  offered  by  E*TRADE  Bank,  a  Federal  savings  bank,  Member  FDIC,  or  its  subsidiaries.  Bank  deposits  are 

FDIC-insured  to  at  least  $100,000.  wVLia 
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save 


Home  runs  can  change  everything 
in  a  baseball  game.  But  save  a  life? 
Every  cent  you  pledge  during  this 
year's  Home  Run  Challenge  goes 
directly  toward  finding  a  cure 
for  prostate  cancer.  Pledge  as 
little  as  a  quarter  for  every  home 
run  hit  in  select  MLB®  home 
games  from  June  6th  to  Father's 
Day.  Please  help  us  turn  the 
statistics  back  into  human  beings. 
www.prostatecancerfoundation.org 
Pledge  now  at  800. 798. CURE 


Prostate 

Cancer 

Foundation 


1 


Major  League  Baseball  trademarks  and  copyrights  are  used  vvitl 
iission  of  Major  League  Baseball  Properties,  Inc.  Visit  MLB. con 
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Cornered  in  the  Corner  Office 

REVOLT  IN  THE  BOARDROOM  The  New  Rules  of  Power  in  Corporate  America 

By  Alan  Murray;  Collins;  247pp;  $25.95 


It  has  been  six  long  years  of  scandal 
since  Enron's  meltdown  first  began. 
CEOs  are  in  jail,  companies  are 
shuttered,  and  laws  have  been  rewritten. 
Even  the  casual  reader  of  the  business 
press  passed  outrage  long  ago.  So  Wall 
Street  Journal  columnist  Alan  Murray's 
decision  to  revisit  the  corporate- 
governance  wars  of  recent  years  in  the  just- 
published  Revolt  in  the  Boardroom  meant  he 
would  have  to  find  a  way  to  make  the  topic 
fresh.  He  succeeded,  drawing  insight  from  even 
the  best-known  blow-ups. 

As  Murray  sees  it,  at  the  start  of  the  21st 
century  investors,  board  members,  and  CEOs 
are  locked  in  a  power  struggle  to  control  the 
American  Corporation.  All  are  groping  to  learn 
the  new  rules  of  the  game.  In  the  process, 
boards  and  investors  have  gained  significandy 
at  the  expense  of  the  CEO. 

In  telling  this  story,  Murray's  past  as  a  TV 
political  commentator  serves  him  well.  The 
scrum  he  covered  in  Washington  turns  out 
to  be  a  lot  like  this  corporate  tug-of-war.  He 
astutely  describes  CEOs  forced  to  woo  their 
public  like  White  House  hopefuls  and  liberal 
activists  who,  frustrated  by  the  conservative 
politics  of  the  early  2000s,  have  transferred 
their  attention  to  corporations  with  surprising  success. 

There  are  numerous  vignettes,  the  most  detailed  dealing 
with  Hewlett-Packard,  AIG,  and  Boeing.  These  are  nicely 
turned  but  offer  no  revelations.  However,  Revolt  has  other 
rewards.  First,  there's  Murray's  succinct  history  of  the 
U.S.  corporation  that's  both  comprehensive  and  filled  with 
little-remembered  particulars.  For  instance,  the  description 
of  corporate  gadfly  Evelyn  Davis,  who  "stripped  down  to 
a  bathing  suit,  and  marched  around  the  room  waving  an 
American  flag"  during  a  tempestuous  1970  General  Motors 
board  meeting,  beautifully  captures  the  iconoclasm  of  the 
early  shareholder  agitators. 

In  her  wake  have  come  a  new  generation  of  far  more 
ambitious  shareholder  advocates.  Labor  activist  Richard 
Ferlauto  and  Michael  Brune  of  the  Rainforest  Action 
Network  (RAN)  excel  at  political  theater,  using  public 
embarrassment  to  pressure  companies  to  do  everything 
from  abandoning  the  sale  of  old-growth  wood  to  trimming 
excessive  CEO  pay.  Activist  hedge  fund  managers  such  as 
Pershing  Square  Capital  Management's  William  Ackman, 
who  took  on  McDonald's,  use  their  business  acumen  to 
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challenge  corporations  with  the  aplomb  of  investment  bank*  I 
These  agitators  have  added  to  the  pressures  modern  CE(| 
and  boards  were  already  feeling  in  an  age  of  heightened 
regulation  and  litigation— and  have  intensified  the  battie  fc 
control.  One  striking  development:  Boards  today  are  more 
powerful  than  those  of  the  past,  chief  executives  less  so,  sa? 
the  author.  "CEOs  now  find  they  are  constantly  campaignir 
to  keep  their  jobs,"  Murray  writes.  But  neither  party  seems  j 
understand  entirely  where  management' s  responsibility  er 
and  the  board's  begins.  "Am  I  sorry?  Do  I  regret  it?  Yes," 
he  quotes  Hewlett-Packard's  former  lead  director,  Patricia 
Dunn,  saying  of  the  botched  campaign  she  ] 
to  ferret  out  board  members  who  had  leake<  I 
information  to  the  press.  "Am  I  responsible  ' 
No."  Leaving  one  to  wonder:  Who  is,  then?  : 
Today,  battles  like  Dunn's  play  out  under 
a  public  spodight.  Murray  finds  a  downside 
to  such  "democratization":  Well-organized 
activists,  among  them  environmentalists 
at  RAN  and  Christian  conservatives  at  the 
American  Family  Assn.,  can  now  move 
corporations  toward  goals  not  shared  by  all 
fellow  shareholders,  let  alone  management  i 
The  era  of  the  imperial  CEO  seems  to  be 
ending.  But  Murray  ignores  one  truth:  If  CI 
are  good  enough,  they're  still  largely  left  ale 
to  do  their  jobs.  Ray  R.  Irani  of  Occidental 
Petroleum  and  George  David  of  United 
Technologies  are  but  two  examples.  And  so 
aspects  of  the  revolution  Mut 
chronicles  may  be  reversing. 
At  HP,  a  company  whose  wo< 
receive  more  focus  here  than 
any  other,  the  chairman  and 
CEO  roles,  once  split  as  good 
governance  types  recommen 
have  been  reunited  under  Ca 
Fiorina's  replacement,  Mark 
Hurd.  Moreover,  the  dramati 
2005  and  2006  CEO  turnove 
levels  that  Murray  cites  have 
~» -_  _^.,^  _  greatly  slowed  this  year. 

In  an  early  section  reviewii 
the  history  of  CEO  clout,  Murray  writes  that  John  Kenneth 
Galbraith's  1967  The  New  Industrial  State  beautifully  captui  I 
the  consolidation  of  corporate  might  in  the  third  quarter  of  fie 
20th  century.  But,  Murray  writes,  the  economist^  s  predictio  I 
of  greater  concentration  to  come  proved  wrong.  Technolog  I 
empowered  consumers,  reversing  the  dominance  Galbraitr  I 
described.  It's  possible  that  Murray's  own  book  will  suffer  £ 
similar  fate.  Over  time,  what  looks  like  a  permanent  shift  in  | 
power  may  be  tempered,  and  the  CEO  may  rise  again.  ■ 

-By  Nanette  Byi  [ 
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with  boards 
and  investors 


CHALLENGE 


EPISODE  7 


L 


CEL 


EFMD 


ACCKCOITCD 


y'JSJt        :'J* 


fi 


Sj}afer:Pfi€a|nciex 


Production 


Budget 


DiSi: 


2007  WINNERS 


MBA  Category  Undergraduate  Category 

IMD  Lausanne,  Switzerland    -  1st  Prize  -  Technische  Universitat  Bergakademie  Freiberg,  Germany 
National  Sun  Yat-Sen  University,  Taiwan    -  2nd  Prize  -   Marmara  University,  Turkey 
Cranfield  University,  United  Kingdom 
The  Coppead  Graduate  School  of  Business,  Brazil' : -  3"  Prize  -,  Instituf; Teknologi  Bandung,  Indonesia 
Indian  Institute  of  Management  Indore,  India    -  BfSTSPI  - .  Institut  Tekhologi  Bandung,  Indonesia 

More  than  44,000  students  from  over  2000  schools  iri  128  countries  registered  to  compete  in  this  year's  edition  of  the  L'Oreal 
e-Strat  Challenge  to  experience  the  dynamic  role  of  a  business  manager.  On  April  18th,  48  students  of  15  nationalities  from  12 
different  countries  competed  face-to-face,at  the  International  Finals  in  Pans,,  France. 


www.e-strat.loreal.cpm    strata  [» 
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BY  JEFFREY  SONNENFELD 


The  Real  Scandal  at  BP 

Lord  John  Browne's  exit  in  disgrace  from  BP  last  week  was  blared  in  bawdy  j 
headlines  that  effectively  read  "gay  affair  exposed."  The  debate  since  has 
focused  on  whether  his  private  life  was  fair  game  and  relevant  to  his  public 
life  as  CEO.  That  isn't  the  real  issue  here.  This  brilliant  business  titan's  fall 
likely  is  due  to  the  conflict  between  how  he  actually  managed  the  company 


and  the  public  principles  he  claimed  were  the  essence  of  BP's 
corporate  character.  Tragic  mishaps  in  safety,  environmental 
lapses,  and  questionable  competitive  maneuvers— not  his  life- 
style—eroded the  company's  self-righteous  advertising  image 
and  Browne's  legitimacy  to  lead. 

Browne  himself  set  the  bar  high.  In  addition  to  acquiring 
Amoco  and  Arco,  he  launched  BP's  $200  million  image 
campaign  with  the  tagline  that  BP  stands  for  "Beyond 
Petroleum" —embodying  principles  such  as  "delivering 
performance  without  tradeoffs"  in  areas  ranging  from  worker 
safety  to  the  environment.  But  two  years  ago,  examining 
actual  expenditures  in  alternative  energy,  Greenpeace  gave 
Browne  an  award  for  the  "Best  Impression  of  an 
Environmentalist." 

That  skepticism  seems  to  have  been  well- 
placed.  Browne's  post-merger  cost-cutting 
was  cited  in  a  probe  as  a  cause  of  the  refinery 
explosion  in  Texas  City,  Tex.,  killing  15  and 
injuring  dozens  of  others.  Regulators  and  BP 
employees  charged  this  was  just  the  latest  in 
a  series  of  deadly  incidents  where  BP  had  not 
met  safety  standards.  Two  big  oil  spills  last 
year  at  its  Prudhoe  Bay  oil  fields  in  Alaska  had 
serious  environmental  impact.  Again,  outside 
investigators  found  poor  post-merger  integration 
led  to  negligence  in  corrosion  prevention.  On 
top  of  this,  the  aggressive  culture  resulted  in 
questionable  manipulation  of  the  crude- oil  and 
propane  markets,  leading  to  indictments  and  heavy  fines. 

On  the  BP  Web  site,  Browne  proclaims:  "Our  reputation, 
and  therefore  our  future  as  a  business  depends  on  each  of  us, 
everywhere,  eveiy  day,  taking  personal  responsibility  for  the 
conduct  of  BP's  business."  Where  was  that  responsibility  in 
his  case?  It  was  hard  to  find  a  college  campus  or  a  TV  camera 
where  Browne  did  not  race  to  recite  his  "Beyond  Petroleum" 
pitch.  Yet  after  each  catastrophe,  a  newly  anointed  local 
manager  was  thrust  blinking  into  the  media  spotlight— with 
Browne  nowhere  to  be  found.  It  took  court  subpoenas  for  that 
"taking  personal  responsibility"  to  occur  in  his  case. 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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Forget 
lifestyle. 
Lord  Browne 
acted  against 
his  professed 
corporate 
principles 


The  board  knew  all  this  when  it  first  set,  then  acceleratec 
Browne's  retirement  to  this  summer.  Still,  last  week,  BP 
Chairman  Peter  Sutherland  said  it  was  "a  tragedy  that  he 
should  be  compelled  by  his  sense  of  honor  to  resign  in  thes 
painful  circumstances."  But  the  tragedies  were  last  year.  T 
time  for  honor  has  passed,  and  the  board  missed  its  mome 
Painfully,  we  have  seen  other  boards  sit  by  when  the  actio  J 
of  once  revered  but  now  underperforming  CEOs  do  not  mati 
their  rhetoric.  Consider  when  Home  Depot's  board  last  yean 
suspended  their  judgment  when  CEO  Robert  Nardelli  stopp 
reporting  core  retail  metrics  like  same-store  sales,  dismisses 
wilting  customer  loyalty  and  employee  morale,  and  even 

recommended  directors  skip  the  annual  meetii 
In  other  meltdowns  of  Hewlett-Packard's  Cz 
Fiorina  and  Morgan  Stanley's  Phil  Purcell,  boa 
were  slow  to  act.  Now,  pious  condemnations  o: 
Browne's  lying  about  his  lifestyle  abound,  but 
more-relevant  indicators  of  a  need  for  board 
intervention  were  blissfully  ignored. 

Of  course  there  are  times  when  lifestyle  can  II 
legitimate  matter  for  public  debate,  such  as  whej 
Reverend  Ted  Haggard,  who  lobbied  against  ga , 
rights,  admitted  to  a  relationship  with  a  gay  esc 
last  November.  But  leadership  lapses  are  more 
apt  to  be  the  issue.  Think  of  Boeing  CEO  Harry 
Stonecipher's  2005  ousting  for  having  an  affair 
with  a  female  employee  after  a  spate  of  military  j 
procurement  scandals.  And  World  Bank  Presidi  | 
Paul  Wolfowitz  is  currently  under  fire  not  just  because  he  has  j 
a  girlfriend  in  the  shop  but  because,  critics  claim,  he  bypass©  j 
procedures  in  order  to  enhance  her  compensation  and  careei 
Likewise,  Browne's  open-secret  gay  relationship  probably  w£ 
the  issue;  possible  misdirection  of  corporate  resources  and  h  j 
admitted  lying  in  court  was.  Over  the  last  decade,  the  present 
of  gays  in  corporate  life  has  become  far  less  shocking.  CEO 
underperformance,  misuse  of  corporate  funds,  and  professio  j 
dishonesty,  however,  have  not.  ■ 

Jeffrey  Sonnenfeld,  senior  associate  dean  at  the  Yale  Sch  | 
of  Management,  is  co-author  of  Firing  Back:  How  Great 
Leaders  Rebound  from  Career  Disasters. 
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BY  JACK  AND  SUZY  WELCH 


Get  Real,  Get  Ahead 


The  modern  marketplace  demands  that  people  possess  a  wide 
range  of  skills.  But  what  core  qualities  are  truly  essential  to 
career  advancement,  regardless  of  industry  or  job? 

— Nyasha  Dhliwayo,  Harare,  Zimbabwe 

The  answer  to  your  question  could  fill  a  book  and  it  has, 
thousands  of  times,  if  not  more.  Myriad  experts  claim 
that  career  advancement  is  a  function  of  everything  from 
extreme  self-confidence  to  extreme  humility  (or  both  at 
once).  Still  others  make  the  case  that  big-time  professional 
success  derives  from  more  sinister  behaviors,  such  as 
callous  ambition  or  unfettered  narcissism.  And  then  there 
is  the  whole  "positive  thinking"  bandwagon,  which  claims 
that  getting  ahead  is  primarily  a  function  of  believing  you 
can.  In  sum,  there's  so  much  contradictory 
advice  out  there  about  the  core  components 
of  success  that  it's  enough  to  reduce  you  to  a 
weary  sigh  of:  "Whatever." 

Which  is  just  fine.  Because  we'd  suggest 
that  you  can't  really  manipulate  yourself  into 
success  with  personality  tweaks  or  even  major 
overhauls.  In  fact,  we'd  say  just  the  opposite. 
The  most  powerful  thing  you  can  do  to  get 
ahead  is,  well,  be  real.  As  in  not  phony.  As  in 
grappling,  sweating,  laughing,  and  caring.  As 
in  authentic. 

Yes,  yes,  we  know  the  upper  echelon  of  the 
corporate  world  has  its  share  of  slick  super-  ■«■■■■■■ 

achievers  who  appear  simultaneously  all- 
knowing  and  unknowable.  They're  cool,  poised, 
almost  digitally  enhanced  in  their  affect.  But  such  bloodless 
executives,  even  the  most  technically  skilled  ones,  rarely 
reach  the  highest  heights.  They're  just  too  remote  to  move 
people.  They  can  manage,  but  they  can't  motivate. 

NOW,  WE'RE  NOT  SAYING  that  authenticity  is  the  only  quality 
you  need  for  pr<  f  i      nal  advancement.  Everyone  knows  that 
to  succeed  in  toda]  so   npetitive  global  marketplace,  you 
also  have  to  be  smart,  ci     ous,  and  highly  collaborative.  You 
have  to  be  able  to  work        -  diverse  teams  and  ignite  them 
as  a  manager  to  excel  t<  r.  You  need  heaps  of  positive 

energy,  the  guts  to  make  ves-or-no  decisions,  and  the 

endurance  to  execute-  b  done.  And,  indeed,  you 

do  have  to  po  ind  humility  at  the  same 

time.  That  com  turity. 

We  would  also  ad< :  ties  to  the  must-have 

list.  One  is  heavy-duty  n  irement  because 

anyone  who  is  real  e  game  messes  up  at  some  point. 

You're  not  playing  hard  enough  if  you  don't!  But  when 

100  I  BusinessWeek  I  May  14.  2007 


The  critical 
component  of 
success  is 
authenticity. 
Bloodless 
executives 
can't  motivate 


your  turn  comes,  don't  make  the  ail-too -human  mistake  of 
thinking  getting  ahead  is  about  minimizing  what  happene< 
The  most  successful  people  in  any  job  always  own  their 
failures,  learn  from  them,  regroup,  and  then  start  again  wil 
renewed  speed,  vigor,  and  conviction.  The  other  quality 
we'd  mention  is  really  special  but  quite  rare:  the  ability  to 
see  around  corners,  to  anticipate  the  radically  unexpected. 
Now,  practically  no  one  starts  their  career  with  a  sixth  sens 
for  market  changes.  It  takes  years,  and  even  decades,  to  gel 
a  feel  for  what  competitors  are  thinking  and  what  product 
or  service  customers  will  eventually  want— once  they  knov\ 
it  exists.  The  sooner  you  develop  this  acumen,  and  the  mor 
you  hone  it,  the  farther  you  will  go. 

But  not  if  you're  not  real,  too.  Think  of  authenticity  as 
your  foundation,  your  center,  and  don't  let  ai 
organization  try  to  wring  it  out  of  you,  subtlj 
or  otherwise.  That  happens.  Companies  have 
a  way  of  tamping  people  down,  particularly 
early  on.  Not  that  it  happens  with  any  kind  o 
conscious  planning,  of  course.  But  too  many 
organizations  manage  to  surreptitiously  nud 
people  toward  a  generic  type  who  keeps  it  ai' 
pretty  well  tucked  in. 

Meanwhile,  if  you  put  your  whole  self  out1 
there,  bosses  can  complain  that  you  act  too 
emotional  or  get  too  close  to  teammates  or 
become  too  worked  up  in  meetings.  Your 
■  performance  reviews  will  note:  "Tom  has  so 

potential,  but  he  just  doesn't  fit  in."  Or  "Sail; 
has  some  rough  edges,  but  with  coaching,  hi 
intensity  might  even  out." 

In  time,  though,  if  you  have  everything  else  you  need  in 
terms  of  talent  and  skill,  your  humanity  will  come  to  be  yo  j 
most  appealing  virtue  to  an  organization.  Your  team  and 
your  bosses  will  know  who  you  are  in  your  soul,  what  kinc  f 
people  you  attract,  and  what  kind  of  performance  you  war 
from  everyone.  Your  realness  will  make  you  accessible;  yo 
will  connect  and  you  will  inspire.  You  will  lead. 

So  getting  back  to  your  question:  Yes,  the  modern 
marketplace  does  demand  that  people  possess  a  wide 
range  of  skills  to  achieve  success.  Most  of  them  you  have 
to  acquire,  develop,  and  refine.  But  one  of  them— the  mo; 
important  one— is  already  inside  you  ready  to  be  let  out. 
Don't  get  in  its  way.  ■ 

Jack  and  Suzy  Welch  bok  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  the 
at  thewelchway@businessweek.com.  For  their  weekly  poda 
go  to  www.businessweek.com/search/podcasting.htm 
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The  windfall.  What  do  you  do  when  wealth  suddenly  comes  your  way?  Last  year  Morgan  Stanley 
completed  more  than  $720  billion  of  global  Mergers  and  Acquisitions  transactions.  And,  in  the 
process,  helped  owners  and  leaders  of  businesses  both  large  and  small  deal  with  the  consequences 
of  a  sudden  increase  in  personal  wealth.  Whether  you  benefit  from  a  merger  or  the  sale  of  a 
business,  no  one  is  better  suited  to  help  you  think  through  your  opportunities  than  a 
Morgan  Stanley  Financial  Advisor. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479. 1836 
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The  Poverty 

Business 

Inside  U.S.  companies' 
audacious  drive  to  extract 
more  profits  from  the 
nation's  working  poor. 

by  BRIAN  GROW  &  KEITH  EPSTEIN 
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Realities  are  better. 

What  if  today  were  Someday? 

The  day  you  got  to  buy  your  dream  house. 

The  day  you  got  to  take  your  company  global. 

Or  the  day  you  got  to  start  your  own  business. 

Well,  today  is  Someday. 

Because  no  matter  what  your  dream  is,  or  how 
seemingly  impossible,  we  have  the  resources 
to  help  get  it  done:  financial  advice,  capital,  loans, 
credit  cards,  innovative  ideas  and  services. 

Together,  these  resources  add  up  to  one  Citi, 
with  one  goal  —  turning  your  dreams  into  realities. 

Today  is  Someday.  Citi.  Let's  get  it  done. 

citi.com/letsgetitdone 
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Two-thirds  of  the  world 
is  covered  in  water. 
Shouldn't  three-thirds  of 
the  world's  population 
be  able  to  drink  it? 


Water  desalination  from  GE  turns  saltwater  into 
drinking  water  for  areas  that  need  it.  With  such 
an  inexhaustible  supply,  imagine  if,  one  day, 
no  one  need  go  thirsty  again.  It's  all  part  of  our 
blueprint  for  a  better  world. 
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We  look  at  things  from  a  different  perspective  -  for  the 
benefit  of  our  clients.  By  building  on  our  experience 
and  expertise  globally,  we  help  our  clients  realize  new 
opportunities.  This  has  been  our  ambition  since  1856. 
www.credit-suisse.com 


Thinking  New  Perspectives. 
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Video  games  are 
no  longer  just 

Now 

they're 


business.  But  who's 

having  more 

gamers  or  the 
investors? 

Welcome  to  a  place 
where  opinions 
are  exchanged. 
Voice  yours  at 
businessweek 
.com/debateroom. 
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What's  Hot  This  Week  Aj 

BusinessWeekcorrl 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  tobusinessweek.com  to  register.  Find  links  to  the  online-only  highlights 
below  at  businessweek.com/magazine/content/07_21/online.htm. 


A  World  of  Interactivity 


You  may  think  the  Web  is  interactive  now,  but  just  wait.  The 
Internet  of  the  future  will  be  slicker,  more  realistic,  and  more  socia 
than  anything  we  experience  on  the  mostly  two-dimensional  Web 
today.  In  a  Special  Report  on  Virtual  Worlds,  BusinessWeek's  Silicon 
Valley  bureau  chief,  Robert  D.  Hof,  explains  that  getting  online  will  ]| 
soon  seem  a  lot  more  like  diving  into  one  big  multiplayer  game- 
think  World  of  'Warcraft— where  information  is  exchanged  and  real-life 
goods  are  bought  and  sold,  all  in  3D.  Already,  companies  including 
Raytheon,  BP,  and  Hewlett-Packard  are  using  virtual  worlds  for 
tasks  such  as  training,  private  collaboration,  and  outreach  to 
analysts  and  customers.  You'll  also  have  a  chance  to  meet  folks  wh 
make  a  real  living  inside  the  popular  virtual  world  Second  Life.  Thei 
avatars  and  names  are  fictitious,  but  their  bankrolls  are  genuine. 
Go  to  businessweek.com/go/07/virtualworlds  for  all  this  and  more. 


OUR  NEW  COMPANIES  CHANNEL:  BusmessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  fmancials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Stocks:  Sell  in  May  and  go  away?  I  Wine  entrepreneur 
Cameron  Hughes  I  Credit-card  perks  I  Products  and  services  designed  for  women  I  Check  your  local  TV 
listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com. 
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On  the  human  network,  a  kid  can  rewrite  the  book 
of  knowledge.  Welcome  to  a  place  where  an  idea 
is  created  by  one,  tweaked  by  many  and  shared 
with  the  world.  Where  collaborative  applications  are 
rewriting  the  rules  of  business.  And  encyclopedias, 
bne  network  makes  this  all  happen.  The  human  one. 
jfhe  story  continues  at  cisco.com/humannetwork. 
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the  human  network. 


CISCO 


Funny  how  technology  becomes  obsolete 
faster  than  you  can  get  a  policy  for  it. 

i 

At  Travelers,  we  live  for  technology.  Which  means  we  not  only  know  cutting-ed^ 
technology— we  also  embrace  it.  We  offer  technology  companies  coverage  thai 
extends  across  the  entire  business.  Coverage  that  protects  you  not  only 
domestically,  but  also  worldwide.  And  if  trouble  does  arise,  you  can  count  on  01 
team  of  specialists  to  help  resolve  your  claim.  It's  coverage  that's  always  in  stef. 
with  your  technology,  no  matter  where  it  may  one  day  end  up. 


travelers.com 


TRAVELERS} 

Insurance.  In- synch. 


)2007  The  Travelers  Companie  is  reserved.  The  Travelers  Indemnity  Company  and  its  property  casualty  affiliates.  One  Tower  Square.  Hartford.  CT  06183 
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Til  be  back." 


-Carllcahn  at  Motorola's 

annual  meeting  on  May  7,  on  being 

rebuffed  in  his  quest  for  a  seat 

on  the  board,  as  reported  by 

the  Chicago  Tribune 


iVall  Street  in  the  Poconos 


I N  ITS  GLORY  DAYS,  the  Pocono  region  of 
Northeastern  Pennsylvania  billed  itself  as 
I  the  "honeymoon  capital  of  the  world."  The 
•ea's  1960s  and  '70s  heyday  drew  couples 
oking  for  a  romantic  getaway  at  spots  like 
ount  Airy  Lodge,  now  closed,  and  Caesars 
)Cono  Resorts  (whose  shops  feature  an  array 
?  erotic  toys). 

Today  the  area's  politicians  and 
;velopers  are  wooing  a  different 
ientele:  Wall  Street.  The  Poconos' 
ne  counties  are  joining  under 
ie  banner  Wall  Street  West  and 
arketing  the  region  as  a  second 
Dme  for  companies  looking  to  build 
nergency  backup  facilities.  Since 
e  September  11  attacks,  regulators 
ive  urged  Wall  Street  to  build  alternative 
ading  sites.  "For  the  few  people  who 
ink  of  [the  Poconos]  as  just  heart-shaped 
vimming  pools,  we  want  to  show  them  that 
|s  much  more,"  says  Catherine  Bolton,  the 
oup's  project  director. 
The  area,  just  90  miles  west  of  Manhattan,  is 


The  region 
is  pitching 
itself  as  a 
place  to 
build  backup 
trading  sites 


on  a  separate  electrical  grid.  And  last  year  the 
Labor  Dept.  gave  the  Poconos  a  $15  million  job 
training  grant.  So  far,  only  two  small  financial 
data-servicing  firms  say  they'll  open  offices  in 
the  region.  One  hurdle:  no  fiber-optic  cable, 
which  is  needed  for  rapid-fire  trading.  (The 
state  is  looking  for  a  company  to  wire  the  area.) 
That's  not  holding  back  some  local 
developers.  Lawrence  Simon, 
who  heads  LTS  Builders,  says  he'll 
break  ground  this  summer  on  a 
4.5-million-sq.-ft.  office  complex, 
the  Penn  Regional  Business  Center. 
He  says  he  has  a  tentative  agreement 
with  a  "leading  world  bank"  to 
move  into  it. 

In  October,  Simon  chartered 
helicopters  to  fly  executives  from  19  firms, 
including  Credit  Suisse,  Merrill  Lynch,  and 
Goldman  Sachs,  to  one  of  the  region's  resorts. 
The  group  dined  on  filet  mignon  and  lobster. 
Alas,  there  was  no  time  for  a  dip  in  the 
seven-foot-tall  whirlpool  shaped  like  a 
Champagne  glass.  -Matthew  Goldstein 


DOW  JONES 

INVESTOR 
WHINING 
WONT  WORK 

PRESSED  TO  predict  the 
outcome  of  litigation, 
legal  experts  typically 
hedge.  But  just  ask  them 
about  the  prospects  for 
shareholder  suits  against 
the  board  of  Dow  Jones— or 
its  controlling  Bancroft 
family— for  failing  to 
accept  Rupert  Murdoch's 
$5  billion  bid.  "They  don't 
have  a  snowball's  chance 
in  hell,"  says  Jesse  Fried, 
a  corporate-governance 
specialist  at  the  University 
of  California  at  Berkeley's 
Boalt  Hall  School  of  Law. 
With  one  such  suit 
already  in  New  York 
state  court,  Fried  takes 
the  consensus  view  that 
corporate  law  doesn't 
require  shareholders 
to  give  up  their  stake 
for  the  benefit  of  other 
shareholders.  Murdoch's 
offer,  a  66%  premium 
over  the  share  price,  won't 
prompt  a  court  to  create  a 
new  precedent,  says  Fried. 
"This  company  went 
public  with  a  dual-class 
structure,  and  [nonfamily] 
shareholders  knew  that.... 
They  got  what  they 
paid  for."      -Michael  Orey 
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BOOTLEGGERS 

NYC  DOES 

NOT  ¥  VIDEO 
PIRATES 

AMONG  THE  busiest  people 
in  the  city  that  never 
sleeps:  the  folks  who 
record  films  illegally.  A 
recent  study  commissioned 
by  the  Motion  Picture 
Association  of  America 
found  that  43%  of 
camcorder-shot  domestic 
bootlegged  films  and  20% 


MOCK  RATINGS  TV  and 

theater  ads  point  out  how 
crummy  pirated  copies  are 


of  pirated  movies  seized 
globally  are  surreptitiously 
recorded  in  New  York 
theaters.  To  help  protect 
its  $5  billion  film  industry, 
the  Big  Apple  is  lau  nching 
a  campaign  agains;  video 
piracy  that  the  MPAA 
hopes  will  serve  as  a  mode] 
for  other  cities.  The  City  of 
Angels  could  be  next,  says 
MPAA  Chairman  and  CEO 


Dan  Glickman. 

On  May  1,  New  York 
Mayor  Michael  Bloomberg, 
proclaiming  that  "video 
piracy  is  not  a  victimless 
crime,"  upped  the  penalty 
for  illegal  camcording. 
Until  now,  secret  tapers 
faced  just  a  summons, 
up  to  a  $250  fine,  and  the 
remote  possibility  of  a 
15-day  jail  sentence.  Now 
they  could  be  hit  with  a 
misdemeanor  charge  that 
could  mean  as  much  as 
six  months  in  jail  and  a 
$5,000  fine.  And  under  the 
new  law,  the  police 
can  use  eyewitness 
accounts— from  a 
cinema  employee, 
for  instance— to 
make  arrests.  The 
MPAA  will  lend  a 
helping  hand  by 
supplying  training 

■     manuals  for  the 
NYPD  and  passing 
on  leads  about 
bootleggers. 

The  campaign 
is  also  urging  New 
Yorkers  to  walk  on 
by  when  they  see 
stacks  of  illegal 
DVDs  being  sold  on 
the  street.  Public 
service  ads  slated 
for  TV  and  movie 
theaters  will  use 
mock  film  ratings 

(above  left)  to  remind 

viewers  that  the  quality  of 

pirated  films  is  pretty  poor. 
The  MPAA  estimates 

that  video  piracy  costs 

the  city  $637  million 

in  retail  sales  and 

$50  million  in  annual 

state  and  city  sales 

tax  revenues.  "New 

York  has  attracted 

a  big  chunk  of  the 

film  industry,"  says 

Glickman,  and  "it 

should  be  out  front 

fighting  piracy  as  well." 

-Elizabeth  Woyke 
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ROBO  REPO 

PAY UP  OR 
STALL OUT 

CAR  BUYERS  with  lousy  credit 
have  a  new  digital  repo  man 
to  worry  about.  Sekurus,  a 
Temecula  (Calif.)  technology 
firm,  is  racking  up  sales  of 
its  On  Time  device,  a  $250 
under-dash  gadget  that 
disables  a  car's  starter  if  the 
owner  falls  behind  on  loan 
payments.  Its  main  customers 
are  car  dealers  who  cater  to 
subprime  borrowers. 

On  Time  also  has  two 
nagging  features:  a  light 
that  starts  flashing  three 
days  before  a  payment  is 
due  and  a  beeper  that  joins 
in  on  deadline  day.  Sekurus 
says  that  car  owners 
appreciate  the  reminders 
and  that  emergency  codes 


can  be  used  to  keep  drive 
from  being  stranded. 

However  draconian, 
the  system  seems  to  keep 
people  on  track.  While  27' 
of  auto  subprime  borrowe 
nationwide  fall  behind  on 
payments  and  15%  have 
their  cars  repossessed, 
according  to  CNW  Market 
Research  in  Bandon,  Ore. 
only  3%  of  those  monitor* 
by  On  Time  become 
delinquent. 

Some  1,500  auto  dealer: 
use  On  Time  with  their 
borrowers,  many  of  whom 
buy  cheap  used  cars  at 
dealerships  that  issue  loan 
with  interest  rates  as  high 
as  25%  (page  56).  Sekurus  I 
which  sells  about  100,000 
units  a  year,  is  starting  to  s:| 
growth  in  sales  to  new-can 
dealers,  too.  CNW  says  sub 
prime  loans  for  new  cars  a;ll 
rising,  accounting  for  13%  I1 
of  all  new-car  loans,  up  frc 
9.6%  in  2000.    -David  W I 


MILLENNIAL^ 

THE CLASS 
OF2007'S 
DREAM 
JOBS 
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WHICH  EMPLOYERS  do  undergraduafc 

most  want  to  work  for?  In  Universu 

Communications'  2007  ranking,  thi 

40,000  students  surveyed  gravitatd 

super-profitable  companies  or  resur 

boosting  public-service  organizatii 

says  Universum  USA  CEO  Claudi 

Tattanelli.  "It's  a  very  savvy 

group,"  she  notes.  Above,  tl 

Top  5  picks. 

-Lindsey  Get 
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VIRTUOUS  CYCLE 


Who's  Pushing  Pedal-Pushing 


IN  THIS  ECO-AWARE  age,  employers  are 
increasingly  rewarding  staffers  who  leave 
their  cars  at  home  and  pedal  to  work.  It  usually 
takes  a  nudge  from  an  employee  or  two,  "a 
squeaky  wheel  to  get  the  process  going,"  says 
Elizabeth  Preston,  spokeswoman  for  the 
League  of  American  Bicyclists.  Here,  during 
national  Bike  to  Work  month,  a  look  at  a  half- 
dozen  bike-friendly  companies.      -Jay  Greene 

Calvert  Group 

Bethesda,  Md. 

»A  manager  of  socially  responsible  mutual 
funds,  Calvert  offers  its  employees  $350 
toward  the  purchase  of  a  bike.  It  also  has 
shower  facilities  and  allows  workers  to  stash 
their  wheels  in  their  offices. 

Discovery  Communications 

Silver  Spring,  Md. 

»The  company,  which  sponsors  the 
Discovery  Channel  Pro  Cycling  Team  (co- 
owned  by  Lance  Armstrong),  also  gives 
cycling  employees  $350— toward  the  price  of  a 
bike  or  for  bike  repairs.  To  provide  lifts  in  an 
emergency,  it  also  pays  for  memberships  in  a 
car-borrowing  service. 

Environmental  Protection  Agency 

Washington 

»The  agency  is  home  to  perhaps  the  plushest 
of  all  workplace  bicycle  lockups.  The  100- 
bike  facility  at  the  Ronald  Reagan  Building  has 
a  motion  detector  that  swings  open  large  steel 
doors  as  riders  approach.  Cyclists  punch  in  a 
code  to  enter  the  main  bike-rack  area,  with  its 
adjacent  showers.  "Why  do  we  do  this?"  says 
spokesman  Dale  Kemery.  "We're  the 
Environmental  Protection  Agency." 


Google 

Mountain  View,  Calif. 

»  Everyone's  favorite  employer  these  days 
offers  monthly  bike  repair  classes  and 
has  bicycle  racks  on  the  shuttles  it  uses  to 
pick  up  Bay  Area  workers.  And  for  every  2C 
days  of  pedal  commuting,  it  donates  $100 1 
the  rider's  charity  of  choice.  "Our  employee 
are  very  eco-conscious,"  says  spokeswoma: 
Sunny  Gettinger.  In  Europe,  where  it  doesr 
run  shuttles,  Google  plans  to  give  more  tha 
1,000  employees  free  bikes  (in  its  signature 
colors).  At  its  digs  in  Manhattan,  where 
office  building  managers  tend  to  balk  at 
bikes  in  elevators,  it  has  secure  ground-floo 
bike  storage. 


New  Belgium  Brewing 

Fort  Collins,  Colo. 

»  Cycling  is  part  of  the  culture  for  the 
maker  of  Fat  Tire  Amber  Ale.  Founder 
Jeff  Lebesch  conceived  the  company  while 
biking  in  Belgium.  Employees  get  single- 
speed  cruiser  bikes  on  their  one-year 
anniversaries.  A  sponsor  of  bike  events 
around  the  country,  New  Belgium  also  lets  i 
cyclists  drive  a  company-owned  Toyota  Prii 
to  business  meetings. 


Vulcan 

Seattle 

»Bike  commuters  at  the  500-employee 
company  that  manages  Microsoft  co- 
founder  Paul  Allen's  investments  get  an  extr; 
$100  a  month  in  their  paychecks  (as  do  othei 
non-car  commuters).  There  are  also  changin 
rooms  and  bike  storage.  And  cyclists  get  taxi 
fare  if  they  work  past  dark— or  are  facing  the 
prospect  of  a  Seattle  downpour. 


BLOGSPOTTING 

FAD  BUSTER 

discussionleader.hbsp. 
com/davenport/ 


»0NE  OF  HARVARD 

Business  Online's  new 
blog  series  (BW— Apr. 
30),  Tom  Davenport's  The 
Next  Big  Thing  offers  a 


refreshingly  skeptical  view 
of  management  trends  and 
bromides.  ("Any  business 
book  with  a  number  in  the 
title...should  be  banned 
from  the  category  as  too 
simplistic  for  sentient  human 
consumption.") 

In  recent  postings, 
Davenport,  a  professor  of 
information  technology  and 


management  at  Babson 
College,  questions  the  power 
of  "crowdsourcing"  and 
takes  a  poke  at  Malcolm 
Gladwell's  popular  book  on 
instinct-driven  decision- 
making, Blink:  The  Power  of 
Thinking  Without  Thinking. 
"It  frosts  me,"  he  writes, 
"when  Gladwell  suggests 
that  intuition  is  at  work  when 


substantial  analytical  work 
has  preceded  a  decision." 
His  own  hobbyhorses 
include  analytical  decision- 
making (he's  the  co-author 
of  Competing  on  Analytics: 
The  New  Science  of  Winning, 
published  in  March)  and 
knowledge  management,  a 
business  concept  he  helped 
launch.       -Jena  McGregor 


16  I  BusinessWeek  I  May  21,  2007 


"We  chose  the  firm  with 
a  passion  for  the  business  of  accounting 


ri 


Brad  Johnson 

REI  Chief  Financial  Officer 


"The  Grant  Thornton  assurance  team's  passion  for  what  they  do  has 
been  very  valuable  to  us.  They  delivered  exactly  what  they  committed  to 
in  their  proposal  and  displayed  an  exceptional  ability  to  organize  and 
execute  an  effective  audit.  They  asked  excellent  questions  and  their 
insights  demonstrated  a  deep  understanding  of  our  business.  They  are 
easy  to  get  along  with  while  always  professional  at  the  same  time.  We 
appreciate  Grant  Thornton  s  efforts  and  look  forward  to  continuing  a 
relationship  with  them." 

Brad  Johnson,  REI  Chief  Financial  Officer 

At  Grant  Thornton,  our  passion  for  what  we  do  for  our 
clients,  our  expertise  and  partner  involvement,  have 
been  the  hallmark  of  Grant  Thornton  LLP  in  the 
U.S.  for  80  years.  And  you  get  the  benefit  of 
Grant  Thornton  International  member  firms  in 
112  countries.  Give  our  CEO,  Ed  Nusbaum,  a  call 
today  at  312.602.8003  or  contact  our  partners  at 
www.GrantThornton.com.  Get  the  personalized 
audit  assistance  you  deserve  and  find  out  how  it 
feels  to  work  with  people  who  love  what  they  do! 


Grant  Thornton  S 


A  passion  for  the  business  of  accounting* 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ.  M.D. 


Stressed  for  Success 


A  promotion  is  usually  cause  for 
celebration  and  pride.  But  for  some,  it's 
a  source  of  deep  anxiety,  so  scary  that  it 
eclipses  life-altering  occurrences  like  the 
death  of  a  loved  one  or  divorce.  That's  what 
almost  1  out  of  5  business  leaders  said  in  a 
recent  survey  when  asked  to  choose  their 
"most  challenging"  life  event.  What  can 
you  do  if  landing  on  a  higher  rung  has  left 
you  miserable? 

THERE  ARE  several  ways  to  understand 
why  your  promotion  may  paradoxically 
be  undermining  your  confidence.  For 
one  thing,  you  may  feel,  correctly,  that 
no  one  has  prepared  you  for  your  new 
role.  That's  fairly  common,  if  my  experience 
with  Corporate  America  is  any  guide. 
Someone  has  judged  you  qualified  and 
ready-and  pretty  much  left  it  at  that.  To  get 
the  support  you  need,  you're  going  to  have 
to  set  pride  aside  and  ask  for  it  directly.  In 
a  face-to-face  conversation  with  the  person 
who  made  the  decision  to  move  you  up 
(don't  use  e-mail,  which  can  get  passed 
around),  say  that  you're  excited  about  your 
new  opportunity  and  that  in  the  interest  of 
living  up  to  expectations,  you'll  be  asking  for 
help.  Be  as  specific  as  possible. 


It's  also  helpful  for  you  to  understand  the 
complex  emotions  that  can  be  stirred  up 
by  success.  The  more  these  anxieties  are 
acknowledged  and  normalized,  the  less  they 
will  interfere  with  the  transition  to  your  new 
position.  For  instance,  it's  important  to  admit 
that  along  with  the  gain,  promotions  involve 
losses.  You  lose  the  comfort  of  a  familiar  role 
and  the  relationships  that  went  with  that. 
You  may  also  harbor  fears  of  being  exposed 
as  an  imposter  (revisiting  the  childhood 
dread  that  spurs  those  dreams  about  taking 
a  test  while  totally  unprepared).  It's  not 


unusual  for  the  newly  promoted  to  worry  the 
their  inadequacies  were  just  hidden  before 
and  that  they'll  now  be  suddenly  revealed. 
Another  common  reaction:  guilt.  A  promotic 
means  becoming  boss  to  former  peers,  or 
defeating  other  contenders,  after  all. 

THESE  STRAHGE,  uncomfortable  feelings 
will  pass  with  time.  That's  another  thing 
to  remember.  Meanwhile,  since  some  of 
your  old  buddies  might  now  be  your  direct 
reports-or  because  you  might  not  want  to 
reveal  vulnerability  to  anyone  at  the  office— 
you'll  need  to  be  able  to  tolerate  the  relative 
aloneness  of  facing  your  new  challenge. 
And  the  best  way  to  do  that  is  to  share  your 
feelings  safely,  with  an  external  confidant:  a 
professional  or  a  trusted  former  colleague. 
One  of  the  worst  mistakes  executives  make 
on  being  promoted  is  to  compensate  for  the 
stress  by  denying  their  feelings  and  believin 
they  know  everything  they  need  to  know.  Su 
denial  is  a  good  way  to  undo  your  one  step 
forward  with  a  step  backward. 


Kerry  J.  Sulkowicz,  M.D.,  a  psychoanalyst  and 
founder  of  the  Boswell  Group,  advises  execute 
on  psychological  aspects  of  business.  Send  hit 
questions  at  analyzethis@businessweek.com. 


QUESTION  OF 
THE  WEEK 

TheS&P500- 
stock  index,  the 
market's  broadest 
measure,  seems 
poised  to  break  its 
2000  record  high  of 
1527.46.  Where  do 
you  think  the  index 
will  be  at  the  en 
this  year? 


Our  target:  1600.  Stock 
valuations,  earnings 
expectations,  and 
sentiment  all  support 
further  gain.  What's 
more,  share  buybacks 
and  private  equity 
buyouts  mitigate 
investors'  downside  risks. 

Tobias  Levkovich,  chief  U.S.  equity 
strategist.  Citigroup 
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The  index  will  head  higher, 
then  slow  in  the  second 
half  as  investors  tire  of  the 
tug-of-war  between 
growth  and  inflation  fears. 
Ouryearend  prediction: 
1560,  a  chip-shot  3.3% 
higher  return  over  the 
current  level. 

Chris  Johnson.  CEO  and  chief  market 
strategist,  Johnson  Research  Group 


Our  bearish  bet:  1200. 
We  found  that  36%  of 
U.S.  companies  failed 
to  beat  analysts'  earnings 
estimates  in  the  most 
recent  quarter,  the 
highest  level  in  at  least 
eight  years. 

Michael  Painchaud, 

Principal  and  Director  of  Research, 

Market  Profile  Theorems 
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E  A  GUEST  NOT  A 
PASSENGER.  WE  BELIEVE 
THE  WAY  YOU  FLY  IS 
JUST  AS  IMPORTANT 
AS  WHERE  YOU  FLY. 
IT'S  NOT  SIMPLY 
ABOUT  GETTING 
A  SEAT,  IT'S  ABOUT 
GETTING  SERVICE. 
NOT  JUST  FOOD 
BUT  A  MEAL.  NOT 
JUST  SOMETHING 
TO  WATCH  BUT 
SOMETHING  WORTH 
WATCHING.  IN  SHORT, 
IT'S  ABOUT  UPGRADING 
FLYING  FOR  EVERY 
PASSENGER  ON 
EVERY  PLANE.  NOW 
THERE'S  AN  IDE 
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Customers  maybe 
attracted  to  a  store  by  low 
prices  but  will  remain  loyal 
only  if  the  store  can  meet 
the  customer's  needs." 


BusiiiessWbe 


Wal-Mart's 
Midlife  Crisis 


-John  R.  Moody 
Hudson,  Ohio 


WHERE  WAL-MART 
GOT  IT  WRONG 

AT  ONE  TIME  I  was  an  investor  in  Wal- 
Mart  stock  ("Wal-Mart's  midlife  crisis," 
Cover  Story,  Apr.  30).  I  sold  my  posi- 
tion over  a  year  ago  after  continued  dis- 
appointment in  the  performance  of  the 
stock.  Certainly,  the  current  missteps  that 
Wal-Mart  has  taken  the  past  year  are  part 
of  the  reason  for  such  lackluster  perfor- 
mance. But  one  only  has  to  visit  a  typical 
Wal-Mart  Supercenter  to  realize  that  a 
much  more  persistent  problem  exists. 
The  entire  experience  is  so  excruciating,  I 
will  not  even  consider  Wal-Mart  as  a  place 
to  shop  anymore.  Fortunately  Target  is 
opening  a  store  nearby.  Ironically,  it  has 
built  its  new  store  at  the  same  location  as 
the  old  Wal-Mart.  I  will  be  one  of  Target's 
better  customers  once  they  open. 

-Michael  Erb 
Camillas,  N.Y. 

YOUR  WAL-MART  story  was  heavily  slant- 
ed. In  my  area,  Wal-Mart  has  three  huge 
stores  open  24-7,  and  all  of  them  have  five 
times  the  number  of  customer  cars  found  in 
competition  parking  lots  on  any  given  day. 
-Andrew  Welden 
Little  River,  S.C. 


SENIOR  MANAGEMENT  that  is  not  clc 
to  the  customer  does  not  recognize  t 
problem.  Trying  to  attract  new  custoj 
ers  by  adding  the  same  products  that  t 
competition  offers  does  little  to  solve  t 
problem,  as  Wal-Mart  found  when  it  tri 
to  add  cheap-chic  apparel.  The  answer 
to  become  aware  of  customer  needs  at  t 
store  level  and  give  store  employees  mc 
control  in  selecting  and  stocking  produ 
that  customers  are  asking  for.  Senior  ira 
agement  should  spend  more  time  in  t! 
stores  talking  to  employees  and  customs 
Customers  may  be  attracted  to  a  store 
low  prices  but  will  remain  loyal  only  if  t 
store  can  meet  the  customer's  needs. 

-John  R.  Moc 
Hudson,  Oh 

BIOFUELS:  WHY  SUBSIDIES 
ARE  WASTEFUL 

THE  THING  THAT  is  missing  about  the 
kinds  of  reports  ("  Ethan ol  is  not  the  01 
green  in  town,"  Environment,  Apr.  3(X 
the  fact  that  subsidies  for  agricultura 
based  alternative  fuels  are,  first  and  fo 
most,  farm  subsidies.  If  government  rn 
wished  to  create  more  alternatives 
gasoline,  it  would  not  place  restrictic 
on  the  importation  of  ethanol  or  su§ 
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(which  could  be  used  to  produce  ethanol 
and  which  sells  on  the  world  market  for 
half  the  price  of  domestically  produced 
sugar).  Even  if  this  were  done,  the  net  ef- 
fect might  not  be  positive,  since  it  would 
drive  up  world  food  prices. 

For  the  foreseeable  future,  nuclear  en- 
ergy and  fossil  fuels  are  the  most  viable 
ways  to  secure  our  energy  needs,  and 
developing  those  supplies  should  be  our 
primary  focus.  Unfortunately,  the  volume 
of  media  attention  given  to  ethanol  and 
other  biomass-derived  fuels  helps  to  cre- 
ate the  false  illusion  among  the  general 
public  that  these  are  viable  alternatives  to 
oil.  The  ethanol  bubble  will  burst,  hope- 
fully before  too  much  damage  is  done 
to  the  economy.  Sadly,  we'll  almost  cer- 
tainly be  stuck  with  the  subsidies.  Rarely 
does  the  government  get  involved  in  the 
"free"  market  without  throwing  sand  in 
the  wheels  of  the  economy. 

-Gary  D.Jones 

Rainbow  Separations  Ltd. 

Belvidere,  III. 

WHAT'S  WRONG  WITH 

JACK  BOGLE'S  STAND  ON  ETFs 

JOHN  c.  "jack"  bogle  has  done  well 
by  retail  investors.  But  his  arguments 
against  exchange-traded  funds  ("What's 
wrong  with  ETFs?"  Personal  Finance, 
Apr.  30)  and  non-market-cap-weighted 
indexing  strategies  do  not  provide  the 
full  picture,  nor  do  they  account  for  the 
fact  that  throughout  the  history  of  the 
financial-services  industry,  innovation 
has  been  inevitable.  While  innovation  is 
not  an  end  in  itself,  it  has  often  resulted 
in  products  or  services  that  are  incre- 
mentally superior  to  those  that  came 
before  them. 

-Adam  S.  Patti 

CEOjndexIQInc. 

Rye  Brook,  N.Y. 

WITH  ALL  DUE  RESPECT  to  Bogle, 
he  makes  a  crucial  error  in  his  judg- 
ment of  exchange-traded  funds.  I  agree 
completely  with  Bogle's  assertion  that 
an  investor  who  is  putting  a  certain 
amount  of  money  each  month  (dol- 
lar-cost averaging)  into  an  investment 
plan  will  not  be  better  off  using  ETFs. 
Using  an  index  fund  in  that  case  would 
be  a  better  choice  to  avoid  the  trans- 
action costs  that  are  associated  with 
buying  an  ETF.  But  to  make  a  blanket 
statement  that  ETFs  are  " wrong"  is 
a  little  self-serving.  Bogle's  genius  is, 
and  will  always  be,  the  flagship  Van- 
guard funds.  That  does  not  mean  they 
cannot  be  improved  upon  for  a  certain 
class  of  investors.  ETFs  fill  the  area 

22  I  BusinessWeek  I  May  21.  2007 


CORRECTIONS  &  CLARIFICATIONS 

The  May  14  Inside  Wall  Street  column 
incorrectly  stated  that  the  Dow  Jones 
industrial  average  rose  above  1300. 
The  number,  of  course,  should  have 
been  13,000. 

The  May  7  Inside  Wall  Street  column  did  not 
mean  to  imply  that  the  joint  venture 
between  Metabolix  and  Archer  Daniels 
Midland  will  definitely  lead  to  an  increase  of 
four  times  the  planned  capacity  of  a 
plastics  plant  in  Clinton,  Iowa,  but  rather 
that  it  has  the  potential  to  do  so. 

where  funds  on  international  indexes 
are  nonexistent. 

I  have  built  my  business  using  ETFs 

and  no-load  mutual  funds  side  by  side, 

but  to  say  that  one  investment  style  is 

flawed,  especially  when  the  statistics  do 

not  back  up  that  view,  is  wrong  in  itself. 

-R.  Dustin  Doyle,  President 

Cornerstone  Capital  Management 

Camby,  Ind. 

THE  POSITIVE  SIDE 
OF  ARBITRATION 

"ARBITRATION  AGGRAVATION"  (News 
&  Insights,  Apr.  30)  states  that  discov- 
ery is  bogging  down  arbitration  cases 
and  driving  up  their  costs.  In  reality,  all 
parties  who  enter  into  arbitration  pro- 
ceedings with  the  American  Arbitration 
Assn.  (AAA)  can  contract  for  limited 
discovery  proceedings.  Your  article  also 
suggests  that  arbitration  is  too  costly. 
The  AAA  offers  several  options  to  al- 
low its  customers  to  control  the  costs 
of  their  arbitration  cases,  including 
limiting  the  number  of  arbitrators  pre- 
siding on  a  case,  offering  expedited 
procedures,  and  even  allowing  for  the 
entire  process  to  be  conducted  over  the 
Internet  to  cut  down  on  travel  and  cor- 
respondence costs. 

The  article  also  suggests  that  arbi- 
tration is  increasingly  becoming  a  less 
popular  form  of  dispute  resolution,  with 
more  businesses  opting  for  litigation 
and  arbitration  numbers  dwindling.  In 
reality,  the  number  of  commercial  arbi- 
tration cases  filed  with  AAA  rose  in  2006 
from  the  previous  year,  with  almost  a 
9%  increase  in  cases  involving  claims  of 
$1  million  or  more.  Specifically,  from 
start  to  finish,  these  large,  complex  cases 
are  typically  resolved  almost  a  year  faster 
than  the  average  time  of  a  federal  court 
case.  Generally,  the  median  time  frame 
from  filing  to  award  of  AAA  commercial 
cases  is  fewer  than  10  months.  Addition- 


ally, year  upon  year  more  than  60% 
all  AAA  arbitrations  settle  by  virtue 
having  the  process  in  place  either  befc 
a  panel  of  neutrals  is  convened  or  pri 
to  a  hearing. 

-William  K.  Slate 

President  and  C. 

American  Arbitration  As. 

NewYi 

A  BLUEPRINT  FOR  IRAQ, 
FROM  INDIA 

RUDY  GIULIANI  SAYS,  "I  can't  rememr. 
in  the  history  of  war  when  an  army...h 
announced  its  retreat. ..and  a  timetal 
of  that  retreat"  ("Rudy  Giuliani  on  In 
taxes,  mistakes,"  Face  Time,  Apr.  30). ! 
needs  to  read  recent  modern  history. 

The  British  faced  a  somewhat  simi 
predicament  in  India  after  World  W 
II:  intense  agitation  to  leave  the  count 
attacks  on  forces,  civil  unrest,  and— m( 
importantly— infighting  among  the  ] 
dian  factions.  Lord  Mountbatten,  the  1 
Viceroy,  ordered  a  "retreat"  in  early  19- 
He  advised  British  forces  to  leave, 
matter  what  the  circumstances,  no  la  I 
than  June,  1948  (an  18-month  timetabl 
Amazingly,  the  Indians  suddenly  becai 
very  focused  on  the  need  to  resolve  th  i 
differences  and  to  effect  control  of  th 
own  country.  The  British  were  then  al 
to  exit  with  dignity  within  nine  monl 
(August,  1947).  Of  course,  a  large  m< 
sure  of  turbulence  and  bloodshed  did  i  t 
low,  but  the  Indians  ultimately  address 
it  and  now  have  a  modern  nation. 

The  parallel  is  obvious.  Iraqis  uj 
mately  need  to  resolve  Iraq's  probler 
They  have  no  incentive  to  do  so  if 
remain  as  both  whipping  boy  and  cruti 
Announce  our  departure,  and  they  v| 
focus  on  what  they  need  to  do. 

-James  M.  De  Fran 
Aspen,  Cc 
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A  Giant  Step  for  Tiny  TV 

Do  people  want  to  watch  television  on  their  mobile  phones?  I'm  talking 
about  real  shows  with  broadcast  quality,  not  the  sometimes  jerky  and 
fuzzy  snippets  that  have  been  available  for  a  while.  Some  heavy  hitters  in 
the  wireless  industry  are  convinced  that  mobile  broadcasting  will  find  a 
market  in  the  U.S.,  as  it  already  has  in  Korea  and  Japan. 


Verizon  Wireless'  V  CAST  Mobile  TV  is 
now  available  in  about  25  markets,  though 
Verizon  has  yet  to  launch  a  major  marketing 
thrust.  For  $15  a  month,  in  addition  to 
a  voice  plan,  customers  get  unlimited 
access  to  eight  mobile  channels,  including 
CBS,  NBC,  Fox,  and  Comedy  Central.  The 
broadcasts  are  available  on  two  handsets, 
the  Samsung  SCH-u620  ($149  with  l/vo^on 

a  two-year  contract)  and  the  LG  w^»,~i-n/i  u-i 

vx940y0($,99).  rsinAsome°b"e 

The  video  is  actually  broadcast        25  markets 
over  television  channel  55  by 
Qualcomm  subsidiary  MediaFLO  USA.  MediaFLO 
owns  the  spectrum,  negotiates  the  licenses 
for  the  programming,  and  runs  the  broadcast 
towers— and,  as  best  I  can  tell,  is  taking  most  of 
the  financial  risk. 

I  tested  Mobile  TV  during  a  trade  show 
in  Orlando  and  in  Richmond,  Va.  The  experience  is  very 
different  from  viewing  the  video  Verizon  and  Sprint  stream 
over  their  high-speed  data  networks.  MediaFLO  broadcasts 
at  TV's  standard  30  frames  per  second,  not  the  15  frames 
used  for  streaming,  and  the  images  are  sharper,  have  higher 
contrast,  and  are  generally  much  more  television-like.  I  was 
able  to  read  small  text  on  the  screen  and  even,  with  some 
difficulty,  a  moving  stock  ticker. 

THERE  ARE  A  FEW  DOWNSIDES  to  broadcast  video.  To  receive 
TV  signals,  you  have  to  extend  a  "whip"  antenna  that's  a 
bit  like  a  single  rabbit  ear.  That's  not  the  only  throwback  to 
television  of  yore.  Broadcast  shows  must  be  watched  as  they 
are  scheduled— there's  no  on-demand.  And  currently  there 
is  no  way  to  record  programs  for  deferred  viewing.  The  main 
technical  impediment  to  that  is  the  vast  amount  of  memory 
high-quality  video  demands  and  the  limited  amount  of 
storage  on  handsets. 

The  programming  also  is  a  throwback  to  the  days  when  TV 
consisted  of  a  few  broadcast  stations.  Still,  on  the  networks  and 
on  Comedy  Central,  you  get  many  of  the  most  popular  shows 
as  well  as  an  NBC  News  channel  with  MSNBC  and  CNBC. 
Nickelodeon,  ESPN  Mobile,  and  MTV  nicely  round  out  the 
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offerings.  The  service  has  enough  bandwidti 
for  15  to  20  channels,  and  MediaFLO  plans  t  J 
expand  the  lineup  over  time. 

The  phones  are  clever  micro-TVs, 
especially  the  LG.  Its  2.2-inch  display  rotate  J 
90  degrees  for  a  more  comfortable  viewing  | 
position,  and  the  image  automatically 
switches  to  full-screen  mode  when  you  turrJ 
the  display.  Unfortunately,  you  also  have  to 
rotate  the  screen  to  get  access  to  the  dial  paj 
which  makes  it  somewhat  inconvenient  to 
use  for  phone  calls.  Either  phone  should  gel 
four  to  five  hours  of  viewing  time  on  a  battel 
charge,  though  that,  of  course,  comes  at  thej 
expense  of  talk  time. 

Despite  the  untested  waters  for  micro- 
broadcast  TV,  other  players  are  jumping  in. 
AT&T  has  signed  on  to  start  delivering  the 

MediaFLO  service  to  wirelesj 
customers  toward  the  end  ol 
this  year.  And  Modeo,  which 
is  run  by  radio-tower  operat  | 
CrownCastle  International, 
is  testing  a  similar  service. 
Modeo  uses  a  Windows 
Mobile  handset  that  works 
with  both  the  AT&T  and  the 
T-Mobile  networks. 
^^"^^^^^^  It  was  fun  to  watch  TV  or  I 

a  phone  while  killing  time  a  J 
a  trade  show  or  riding  around  in  a  car  in  Richmond.  (The 
micro-TVs  work  fine  in  moving  cars  or  trains,  though  not  ii  | 
airplanes.)  But  I  suspect  that  to  hold  my  interest  once  the 
novelty  wears  off,  MediaFLO  is  going  to  have  to  come  up  w  | 
a  lot  more  content  that's  compelling.  ■ 

E-mail:  tech&you@businessweek.c  I 
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GET  MORE  CONTROL 
BY  CONTROLLING  LESS. 
UNLEARN  OUTSOURCING. 
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your  organization  and  change  as  your  needs  change.  Our  solution  design  models  enable 
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Bravo!  Italian  Biotech 

Italy  Shines  in  BIO  2007  Spotlight 


M 


'  ore  than  40  of  Italy's  best  and  brightest  bio 

tech  firms,  universities,  research  institutes  an< 

.trade  organizations  took  center  stage  at  th 

recent  BIO  2007  International  Convention  in  Boston. 

They  were  part  of  the  Italian  Pavilion  organized  b' 

the  Italian  Trade  Commission.  Each  demonstratec 

world-class  advancements  and  opportunities  in  bio 

technology  research,  commercialization  and  invest 

ment.  The  Pavilion  included  ventures  from  acros 

Italy,  with  official  representation  from  three  key  re 

gions:  Lombardy,  Piedmont  and  Sardinia. 

Italy's  presence  at  BIO  2007  also  included  event 
that  showcased  the  nation's  burgeoning  biotech  secto 
and  its  new  focus  on  collaboration  and  commercialization.  The  goal  was  to  inform  the  Convention's  interna 
tional  audience  that  the  phrase  "Made  in  Italy"  is  now  synonymous  with  innovation  and  quality  in  biotech 
nology,  as  well  as  in  art,  fashion  and  design. 


h 
It 


Biotech's  Best  Kept 
Secret  Revealed 

Over  the  past  decade,  Italy  has  invested 
heavily  to  build  and  expand  its  R&D 
capabilities.  Government  at  all  levels 
has  demonstrated  a  deep  and  long-term 
commitment  to  fostering  biotechnol- 
ogy growth. 

As  a  result,  Italy's  biotech  sector 
now  ranks  fourth  in  Europe  in  terms  of 
R&D  spending  and  patent  registrations. 
According  to  a  report  recently  issued  by 
Blossom  Associati  and  Assobiotec — 
Italy's  National  Biotech  Association — the 
sector  currendy  includes  more  than  220 
companies  that  generate  $5.2  billion  in 
revenues  and  benefit  from  $1.5  billion 
in  R&D  investment.  The  sector  employs 
14,000  workers,  more  than  half  involved 
directly  in  day-to-day  research. 

These  companies  are  exceptionally 
strong  in  product  development,  with 
77  new  compounds  in  clinical  trial. 
More  than  40  products  in  advanced 
stages  of  development  are  in  the  pipe- 
line, including  seven  compounds  in 
phase  III  trials. 


The  greatest  concentration  of  biotech 
activity  can  be  found  in  the  Lombardy 
region,  which  is  home  to  about  60 
percent  of  Italy's  biotech  companies. 
Its  capital  city,  Milan,  hosts  one  of  the 
nation's  three  primary  biotechnology 
districts  (the  other  two  are  Trieste  in  the 
Veneto  region  and  Cagliari  on  the  island 
of  Sardinia). 

The  Ideal  Climate  for 
Biotech  Growth 

In  Italy,  sweeping  government  reforms, 
including  changes  to  the  tax  system  and 
intellectual  property  laws,  have  created 
a  new  entrepreneurial  spirit.  Combined 
with  a  growing  critical  mass  of  knowl- 
edge, skilled  labor  and  infrastructure, 
these  reforms  are  helping  Italy  provide  the 
ideal  environment  for  start-up  ventures 
and  strategic  partnerships. 

Learning  From  Their 
Colleagues  in  the  US 

Italian  exhibitors  at  BIO  2007  came  to 
the  United  States  not  only  to  present 
their  products  and  pursue  international 
alliances,  but  to  also  learn  how  to:  1)  gain 


Reversing  Italy's  Scientific 
"Brain  Drain' 


dents  and  researchers  lea 
year  to  pursue  advanced  aiienum,  re-', 
search  in  the  US  and  other  nations.  While  i  | 
this  figure  attests  to  the  quality  of  Italy's  ,  | 
academic  system  and  its  human  capital, 
it  also  creates  a  "brain  drain"  of  scien-  ■  ■ 
tific  expertise.  To  address  this  situation, 
the   Italian   government   instituted   the  i 
novel  "Rientro  dei  Cervelli"  (Returning  ;  • 
Intellectual  Assets)  program  in  2001  to  i  | 
encourage  and  facilitate  the  return  of  I 
Italian  scientists,  while  at  the  same  time  i  | 
recruiting  foreign  scientists  to  work  at  1 1 
Italian  universities. 

Combined  with  Italy's  bureaucratic 
reforms  and  growing  R&D  infrastructure, ,   i 
the  Program  has  helped  several  high-  j  | 
profile  researchers  return  home.  Among  \ 
them  is  Professor  Gianluca  Canettieri, .  \ 
Ph.D.,  who  left  his  native  Italy  in  2000  to  | 
pursue  postdoctoral  research  at  Johns  I 
Hopkins  University  and  the  Salk  Institute  I 
in  San  Diego.  While  in  the  US,  he  was  also  [  I 
invited  to  present  his  groundbreaking  t  | 
research  on  obesity  and  gene  therapy  I 
at  the  National  Academy  of  Science.  In  I 
2005,  he  participated  in  the  "Rientro  I 
dei  Cervelli"  program  to  return  home  I 
to  Italy  and  continue  his  research  at  La  I 
Sapienza  University  in  Rome. 
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access  to  broader  sources  of  risk  capital, 
and  2)  emulate  US-style  best  practices 
for  taking  discoveries  from  the  lab  bench 
to  the  market. 

While  Italy  is  the  world's  sixth  larg- 
est market  economy,  capitalization  of  its 
firms  as  a  percent  of  GDP  is  far  below 

1  the  levels  found  in  the  US  or  some  of 
Italy's  European  neighbors.  Therefore, 
many  of  the  nation's  most  innovative 
and  productive  firms  remain  privately 
held,  and  fertile  ground  for  private  eq- 
uity investment. 

The  fact  that  so   many  have  not 

:  sought  outside  financial  and  manage- 

!  ment  expertise  illustrates  just  how  much 
Italy's  biotech  firms  can  learn  from  their 
US  counterparts. 

A  wide  range  of  new  programs,  includ- 
ing the  ambitious  US/Italy  "Partnership 
for  Growth"  initiative  spearheaded  by  US 

'  Ambassador  Ronald  Spogli,  are  helping 
close  the  gap  by  improving  collabora- 
tion, spurring  adoption  of  US-style 
business  tactics  and  introducing  Italian 
firms  and  government  regulators  to  the 
benefits  of  foreign  investment. 

The  Invest  in  Italy  project  is  also 
leading  such  efforts  in  its  role  as  the  na- 
tion's foremost  resource  for  helping  for- 
eign companies  set-up  or  expand  their 
business  in  Italy.  It  was  formed  as  a  joint 
project  between  Sviluppo  Italia — the 
National  Agency  for  Enterprise  and 
Inward  Investment  Development — and 
the  Italian  Trade  Commission — the  gov- 
ernment agency  entrusted  with  promot- 
ing trade,  business  opportunities,  inward 
investments  and  industrial  cooperation 
between  Italian  and  foreign  companies. 
The  Invest  in  Italy  project  operates  via 
an  integrated  network  of  Sviluppo  Italia 
regional  agencies  and  nine  information 
desks  within  Italian  Trade  Commission 
offices  around  the  world,  including  sites 
in  New  York  and  Los  Angeles. 

Italian  Biotech  @ 
BIO  2007 

The  Italian  biotech  firms,  universities,  in- 
stitutes and  trade  organizations  that  par- 
ticipated in  BIO  2007  came  to  showcase 
their  technology  and  connect  with  US 
and  international  counterparts.  Some 
exhibitors  in  the  Italian  Pavilion  were 


newcomers,  while  others  had  presented 
at  BIO  previously  All  were  there  to  show 
the  world  that  Italy  is  ready  to  compete, 
and  to  demonstrate  why  it's  still  the  bio- 
tech industry's  best  kept  secret. 

As  part  of  the  official  Italian  Pavilion, 
each  had  the  opportunity  to  participate  in 
several  Italian  Trade  Commission-spon- 
sored seminars  and  networking  events. 

At  this  year's  BIO  International 
Seminars,  Invest  in  Italy  spotlighted 
Italy's  best  and  brightest  leaders  in  terms 
of  research  and  business  opportunities. 
Featured  speakers  included  internation- 
ally-renowned oncology,  hematology  and 
gene  therapy  researcher  Dr.  Claudio 
Bordignon,  who  discussed  advancements 
in  cancer  research  and  recent  partnerships 
between  US  and  Italian  companies. 

Dr.  Bordignon  is  founder  and 
president  of  Milan-based  biotech  firm 
MoiMed.  He  also  serves  as  president  of 
the  Scientific  Institute  San  RafFaele. 
While  performing  research  in  the  US, 
he  was  involved  in  the  early  studies  on 
gene  transfer  and  gene  therapy  con- 
ducted at  Sloan-Kettering  Cancer 
Center.  Today,  Dr.  Bordignon  main- 
tains close  ties  with  US  researchers, 
and  is  a  leading  advocate  for  US/Italy 
biotechnology  collaboration. 

The  seminar  also  included  a  pre- 
sentation led  by  Avijit  Roy,  Ph.D.,  who 
discussed  Italy's  new  Renaissance  in 
biotechnology.  Dr.  Roy  serves  as  senior 
director  of  corporate  development  for 
Immunicon  Corporation — a  cutting- 
edge  Pennsylvania  firm  focused  on  cell 
and  molecular-based  human  diagnostics. 
Immunicon  has  research  and  testing 
agreements  with  several  Italian  firms. 

Other  Italian  BIO  2007  events  includ- 
ed a  networking  gala  dubbed  "Bio-link 
Italy  2007:  Doing  Business  with  Italian 
Biotech,"  co-sponsored  by  the  Italian 
Trade  Commission,  the  University 
of  Massachusetts  and  the  Worcester 
Polytechnic  Institute. 

The  highlight  of  the  gala  was  a  presen- 
tation titled  "Italian  Biotech  over  Time: 
Towards  the  'American  Model.'"  The 
presentation  was  delivered  by  Simone 
Zanoio,  who  leads  business  develop- 
ment efforts  for  Italian  venture  capital 
firm  Eporgen  Venture  S.p.A.  Eporgen's 
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ORGANIZATIONS: 

»     ITALIAN  TRADE  COMMISSION 

»     MINISTRY  OF  INTERNATIONAL  TRADE 

»     ASS0BI0TEC-FEDERCHIMICA 

»     ITALIAN  NATIONAL  COMMITTEE  FOR  BIO-SAFETY  AND 

BIOTECHNOLOGY 
»     INVESTINITALY 

EXHIBITORS  FROM  THE  LOMBARDY  REGION: 

»  LOMBARDY  REGION 

»  PROMOS  -  SPECIAL  AGENCY  OF  THE  MILAN  CHAMBER  OF 

COMMERCE 

»  UNI0NCAMERE  L0MBARDIA 

»  FINLOMBARDA  SGR 

»  F0NDAZI0NE  PARC0  TECN0L0GIC0  PADAN0 

»  iReR  (Lombardy  Regional  Research  Institute) 

»  TOP  -  TRANSGENIC  OPERATIVE  PRODUCTS  SRL 

»  UNIVERSITA'  DEGLI  STUDI  Dl  MILAN0  -  University  of  Milan 

EXHIBITORS  FROM  THE  PIEDMONT  REGION: 

»  BIOINDUSTRY  PARK  DEL  CANAVESE  S.p.A. 

»  AETHIA  S.r.l. 

»  BI0MAN  Sri 

»  BI0NUCLE0N  S.r.l. 

»  BI0PAINT  SRL 

»  CREABILIS  THERAPEUTICS  S.p.A. 

»  ITP-  Invest  in  Turin  and  Piedmont 

»  NAN0VECT0R  SRL 

»  NARVALUS  S.r.l 

»  SITEC  CONSULTING 

»  SPIDERBIOTECH  S.r.l 

»  TARGET  HEART  BI0TEC  S.r.l. 

EXHIBITORS  FROM  THE  SARDINIA  REGION: 

»  SARDEGNA  RICERCHE  -  THE  SCIENCE  &  TECHNOLOGY  PARK 

OF  SARDINIA 

»  BCS  BIOTECH  S.P.A. 

»  BIOFARMITALIA  S.p.A 

»  BI0FLAG 

»  BI0-KER  S.r.l. 

»  CRS4 

»  EDX  DIAGNOSTICS  S.r.l. 

»  PHARMANESS 

»  PR0TE0TECH  S.r.l. 

»  SHARDNA  LIFE  SCIENCES 

OTHER  ITALIAN  EXHIBITORS: 

»  AB  ANALITICA 

»  ATA  •  ADVANCED  TECHNOLOGY  ASSESSMENT  S.p.A. 

»  DIATECH  S.r.l. 

»  M0LMED  SpA 

»  M0LTENI  THERAPEUTICS 

»  PHARMA  &  BIOTECH  ADVISORS  PAOLO  BARBANTI 

»  SCIENCE  PARK  RAF  S.p.A 

PROMOS'  MEMBER  COMPANIES: 

»  ADIENNE  PHARMA  &  BIOTECH 

»  ARETA  INTERNATIONAL 

»  BI0P0L0  SCRL 

»  BI03  RESEARCH  S.r.l 

»  FLAMMA  SPA  •  Fabbrica  lombarda  Ammino  Acidi 

»  ITER  S.r.l 

»  LEA  BIOTECH  SRL 

»  NEED  PHARMA 

»  NIKEM  RESEARCH  S.R.L, 

»  SIRT0N  PHARMACEUTICALS  S.P.A. 


partners  are  private  investors  who  are 
passionate  about  helping  Italy's  new 
generation  of  aggressive,  entrepreneurial 
biotech  firms  compete  on  a  global  scale. 

■  ■  CONTACT  IN  THE  U.SA. 

Italian  Trade  Commission 

1801  Avenue  of  the  Stars,  Suite  700 

los  Angeles,  California  90067 

Tel.  323  879  0950 

losangeles  @losangeles.  ice.  it 

www.  italtrade.  com 

www.  investinitaly.  com 


MediaCentric 


BY  JON  FINE 


The  Merger  Frenzy  Explained 

This  is  how  the  market  views  media  right  now:  It  loves  video  assets  when 
they're  in  the  hands  of  a  well-regarded  conglomerate  like  News  Corp.  or 
Walt  Disney.  It  likes  companies  with  data  that  people  will  pay  serious 
money  for,  like  financial-information  providers  Thomson  and  Reuters.  It 
also  likes  players  with  a  commanding  presence  in  one  media  space  and  an 
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Internet  strategy  that's  considered  smart,  like  cable  giant 
Comcast  and  broadcaster  CBS.  It  doesn't  like  companies 
owning  content  and  distribution  perceived  to  be 
commoditized,  like  newspapers  and  radio.  And  when  Wall 
Street  hates  a  company  that  is  admired  in  other  quarters  for 
its  holdings,  that  company  becomes  deal  bait. 

Understanding  all  of  that  helps  explain  May's  flurry  of 
big  potential  hookups.  (In  brief:  News  Corp.-Dow  Jones, 
Microsoft  merging  all  or  some  of  ^^^^^^^^^ 

its  media  operations  with  Yahoo !'s, 
Thomson-Reuters,  the  speculation 
that  Gannett  might  or  should  pursue 
help-wanted  giant  Monster.com.)  And 
understanding  why,  beyond  simple 
earnings  growth,  the  Street  likes  or 
dislikes  a  media  company  offers  insights 
into  the  next  deal  or  merger  targets. 

Considering  the  billions  of  dollars 
squandered  in  past  deals  that  chased  a 
mirage  of  synergy,  it  pains  me  to  write  the 
following  sentence:  The  performances 
of  News  Corp.  (stock  up  about  40%  in 
the  past  two  years)  and  Disney  (up  34%) 
show  that  the  markets  like  big,  multi- 
platform  combinations  of  content  and 
distribution  better  than  almost  anything 
in  media,  especially  when  they're  paired  with  a  new-media 
story  (hello,  MySpace!)  the  Street  prefers.  That  fact,  and  News 
Corp.'s  $5  billion-pius  in  cash  reserves,  enabled  Murdoch  to 
offer  a  66%  premium  for  Dow  Jones. 

SO  DID  THIS:  Dow  Jones  traffics  in  premium  information- 
consider  the  nearly  l  million  subscribers  claimed  by  wsj.com, 
The  Wall  Street  Journals  online  arm,  plus  the  Factiva  database 
service.  But  Dow  Jones'  stock  isn't  being  valued  like  that  of 
data  players  Thomson  and  Reuters,  both  of  which  were  up 
over  25%  in  the  past  two  years  even  before  merger  talks  were 
made  public.  Dow  Jones,  whose  stock  had  gone  side    ays  for 
years  before  Murdoch's  bid,  is  being  treated  like  a        spaper 
company.  If  Dow  Jones  had  had  a  couple  of  years  oi  Reuters 
and  Thomson-esque  gains— and,  urn,  decent  profits— it  would 
have  been  much  harder  for  Murdoch  to  offer  such  a  premium. 
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THE  MEDIA  LANDSCAPE 

Stock  performance  reflects 
Wall  Street's  likes  and  dislikes 
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And  while  Reuters'  and  Thomson's  gains  are  fine,  they  don't 
match  those  of  another  key  data  player.  The  McGraw-Hill 
Companies,  which  owns  such  data  assets  as  Standard  &  Poo: 
and  consumer  ratings  service  J.D.  Power  &  Associates  (as  we 
as  BusinessWeek),  has  outperformed  the  stocks  of  even  News 
Corp.  and  Disney  in  the  past  two  years.  Don't  think  this 
escaped  the  notice  of  Thomson's  and  Reuters'  management. 

Yahoo,  another  underperformer,  has  familiar  ills— 
^^^^^^^^^^     management  missteps,  coupled  with  th 
misfortune  of  facing  direct  comparison 
with  Google.  That  is  making  its  stock 
lag  behind  where  it  should  be.  (As  a 
dominant  online  player,  Yahoo  at  least 
qualifies  for  being  liked,  if  not  to  the  lof 
status  of  being  loved,  by  Wall  Street.) 
Hence  the  talks  with  Microsoft,  the 
theory  being  that  a  combo  or  partners 
would  allow  them  to  compete  with 
Google.  Similarly,  those  suggesting  tha 
Gannett  hook  up  with  Monster  may 
remember  how  key  Web  acquisitions— 
comparison-shopping  sites  Shopzilla  al 
uSwitch— helped  newspaper- and- cable 
conglomerate  E.W  Scripps  outperform 
its  newspaper  brethren,  at  least  until 
those  properties  came  up  short. 
Based  on  the  current  lay  of  the  land,  there  is  one  compai 
to  watch:  Viacom.  It  owns  top-tier  content,  including 
Comedy  Central  and  Paramount  Pictures,  yet  its  stock  has 
badly  trailed  market  indexes  since  it  was  uncoupled  from 
CBS  in  January,  2006.  Taking  the  day's  dynamic  to  a  logica 
extreme  leads  you  to  Viacom  and  Yahoo  linking  up.  You'd  j 
near-matchless  Web  distribution  paired  with  content  perfe 
for  slicing  and  dicing  online.  You'd  also  get,  I  would  bet,  a 
corporate  culture  clash  that  would  make  your  hair  curl.  Bu 
in  moments  like  these,  who  knows?  Of  course,  deal  flurries 
often  end  badly.  Just  ask  AOL  Time  Warner,  whose  stock  to 
five  years  to  begin  its  long  climb  back.  ■ 
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CLEAN  POWER 
TODAY! 


Instead  of  imagining  a  better  environment, 
let  us  help  you  make  it  happen. 

Our  environmentally  efficient  technology  is  installed  and  working  in  thousands 

of  power  stations  around  the  world.  So,  in  partnership  with  our  customers,  we're  already 

building  a  cleaner  energy  industry.  You  have  the  will.  We  have  the  way.  Join  us. 

Visit  www.power.alstom.com 
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BY  JAMES  C.  COOPER 


Job  Markets  Will  Decide 
The  Fed's  Next  Move 

The  low  jobless  rate,  despite  slower  growth,  heightens  the  intlation  threat 
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U.S.  ECONOMY 


Federal  Reserve  policymakers  breathed  a  little 
easier  after  their  meeting  on  May  9.  At  their  previous  get-together  in 
March,  worries  about  both  economic  growth  and  inflation  seemed  to 
have  increased:  The  economy  looked  decidedly  softer,  even  as  prices 
continued  to  pick  up.  Those  risks  haven't  gone  away,  but 


iccording  to  the  most  recent  data,  both  concerns  have 
sbbed  somewhat.  Fresh  signs  suggest  growth  was  on 
somewhat  firmer  footing  at  the  start  of  the  second 
quarter,  while  inflation  pressures  have  eased  a  bit.  That 
combination  helped  make  the  Fed's  choice  to  keep  its 
target  interest  rate  at  5.25%  an  easy  one. 

In  the  second  half  of  the  year,  though,  the  central 
bank's  rate  decisions  promise  to  be  a  lot  more  difficult, 
rhe  only  thing  Fed  watchers  agree  on  right  now  is  that 
policymakers  will  stay  the  course  for  a  while  longer.  After 
that,  opinions  diverge  sharply  between  those  analysts 
,vho  expect  the  Fed  to  start  cutting  rates  and  those  who 
think  the  next  move  will  be  to  hike. 

At  the  heart  of  this  divide  is  the  apparent  disconnect 
between  the  economy  and  the  labor  markets.  The 
aconomy  has  slowed  significantly,  but  the  job  market 
remains  tighter  now  than  it  was  before  the  slowdown 
began.  The  economy's  four-quarter  growth  rate  has 
?allen  to  2.1%,  from  3.7%  this  time  last  year,  but  the 
inemployment  rate,  at  4-5%  in  April,  remains  a  shade 
below  its  year-ago  level  (chart). 

It's  not  supposed  to  happen  that  way.  By  now,  slower 
growth  should  have  caused  the  labor  markets  to  loosen 
tp  a  little,  reassuring  the  Fed  that  inflation  will  remain 
inder  control.  Last  summer,  Fed  officials  expected 
lie  economy  to  grow  at  a  rate  of  3.25%  to  3.5%  and 
inemployment  to  end  the  year  at  4.75%  to  5%.  Growth 
ictually  slowed  more  than  that,  but  the  jobless  rate  still 
7ell  below  the  projection.  So  far  in  2007,  the  Fed's  favored 
nflation  measure  continues  to  hover  above  the  top  limit 
jf  its  l%-to-2%  comfort  zone. 

N  THE  MARKETS,  the  camp  anticipating  rate  cuts 
;ays  the  lags  are  just  unusually  long  this  time,  that  the 
veakness  in  housing  will  extend  to  consumer  demand 
ind  ultimately  create  some  slack  in  the  labor  markets, 
dlowing  inflation  to  decline  and  the  Fed  to  ease  policy. 
Jrhe  hikers,  however,  think  the  direct  effects  on  the 
economy  from  housing  have  about  run  their  course,  that 
he  indirect  effects  on  consumers  from  weaker  home 
>rices  and  less  cash  from  their  home  equity  are  minimal, 
ind  that  the  rest  of  the  economy  is  still  doing  fine.  That 
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scenario  would  keep  labor  markets  tight  and  price 
pressures  strong. 

The  dilemma  for  both  the  Fed  and  investors,  especially 
those  clinging  to  hopes  for  lower  rates,  is  this:  The  Fed 
under  Chairman  Ben  S.  Bernanke  is  still  establishing  its 
credentials  in  the  markets  as  an  inflation  fighter.  As  long 
as  inflation  is  a  threat,  it  cannot  cut  rates  unless  softer 
labor  markets  give  it  a  credible  reason  to  do  so.  If  the 
job  markets  stay  hot,  it  might  even  have  to  lift  rates.  So 
for  investors  trying  to  divine  where  policy  is  headed,  if  s 
clear  which  signpost  will  be  the  most  important  over  the 
next  several  months.  The  question  "Whither  the  Fed?" 
boils  down  to  "Whither  the  labor  markets?" 

BUT  THE  MORE  IMPORTANT  issue  for  Fed  policy 
and  the  economy  is  how  this  puzzle— slower  economic 

growth  with  no  letup  in 
labor-market  tightness- 
will  eventually  play  out. 
Analysts,  both  within  the 
Fed  and  on  Wall  Street, 
generally  offer  three 
possibilities. 

The  most  optimistic 
explanation  is  that 
because  of  the  unique 
nature  of  the  slowdown, 
which  has  been  driven 
almost  exclusively  by 
the  housing  slump,  the 
downdraft  is  taking  an  unusually  long  time  to  work  its 
way  through  the  economy  and  the  job  markets.  Also, 
given  the  general  shortage  of  highly  skilled  workers, 
companies  are  holding  on  to  employees  as  long  as  they 
can  to  avoid  the  costs  of  firing  and  rehiring.  Eventually, 
the  scenario  goes,  hiring  will  slow,  clearing  up  the 
paradox  and  perhaps  allowing  the  Fed  to  cut  rates. 

But  there  is  another,  darker  possibility:  that  the  recent 
slowdown  in  productivity  might  be  a  permanent  reversal 
from  the  speedup  that  began  in  the  1990s.  The  top 
concern  is  that  business  investment  in  the  U.S.  over  the 
past  few  years  has  been  anemic  relative  to  the  economy's 
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strength.  As  a  result,  workers  would  become  less  efficient. 

Worker  productivity  increased  at  an  annual  rate  of 
1.7%  in  the  first  quarter.  In  recent  quarters  the  yearly 
growth  rate  in  efficiency,  currendy  at  1.1%,  has  fallen  to 
numbers  not  seen  in  a  decade,  not  even  during  the  2001 
recession.  A  lasting  slowdown  in  productivity  would 
mean  the  economy  would  have  to  grow  at  a  much  slower 
rate  than  previously  thought  to  loosen  up  the  labor 
markets  enough  to  keep  inflation  under  control. 

There  is  also  a  third  possibility:  Maybe  the  economy 
is  growing  faster  than  the  data  on  real  gross  domestic 
product  say  it  is.  Real  GDP  is  up  2.1%  from  the  past  year, 
but  real  gross  domestic  income,  which  in  theory  is  the 
equivalent  of  real  GDP,  grew  3-8%  through  the  end  of 
last  year.  If  the  stronger  income  measure  is  closer  to 
the  truth,  that  would  relieve  some  of  the  worries  about 
weaker  productivity  growth  and  inflation  pressures. 

THE  LABOR  DEPT.'S  April  employment  report  did 
little  to  resolve  the  disconnect  between  slower  growth 
and  tight  labor  markets.  Business  payrolls  did  show 
some  cooling,  rising  by  a  slim  88,000  workers  in  April. 
Through  this  year's  weather- related  ups  and  downs,  job 
gains  have  averaged  129,000  per  month,  down  from 
189,000  during  all  of  last  year  (chart). 

But  most  economists  agree  the  recent  pace  is  still 
fast  enough  to  hold  the  jobless  rate  steady  at  its  current, 
very  low  level.  The  uptick  in  the  April  jobless  rate, 
from  4.4%  to  4.5%,  fully  reflected  a  big  rise  in  teenage 
unemployment,  while  adult  joblessness  remained  at 
a  five-year  low  of  3.9%.  And  while  the  hourly  pay  of 
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production  workers  grew  more  slowly  in  April,  job 
markets  have  already  proven  they  are  tight  enough  to 
maintain  the  upward  pressure  on  wage  growth. 

It's  not  clear  that  more  job  market  slack  lies  ahead, 
because  other  recent  data  suggest  the  economy  is 
picking  up  again  after  its  tepid  1.3%  growth  rate  in 

the  first  quarter.  A 
renewed  decline  in  the 
trend  of  weekly  claims 
for  unemployment 
insurance  heading 
into  May  suggests  job 
markets  remain  strong. 
Consumer  spending 
is  getting  hit  by  the 
latest  rise  in  gas  prices, 
but  other  areas  of  the 
economy  that  were  weal* 
last  quarter  are  looking 
stronger  this  quarter.  Th 
purchasing  managers  surveys  for  April  showed  business 
activity  rebounding.  Gains  in  factory  orders  and  output 
indicate  a  pickup  in  business  spending  on  equipment 
and  a  waning  drag  from  top-heavy  inventories.  Overseas 
support  for  U.S.  growth,  meanwhile,  remains  solid. 

Until  questions  about  the  job  markets  are  resolved, 
the  Fed  will  have  to  remain  attentive  to  the  risks  of  both 
a  weak  economy  and  higher  inflation.  In  the  meantime, 
the  Labor  Dept.'s  monthly  employment  report  will  take 
on  heightened  significance  among  market  players.  To  be 
sure,  the  Fed  will  be  giving  it  very  close  scrutiny.  II 
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Pump  Prices  Are  Up.  Is  Heating  Oil  Next? 


GASOLINE  PRICES  are  surging 

right  now,  with  little  letup  in  sight. 
The  causes  are  plain  to  see:  Several 
factors  have  reduced  supplies,  while 
demand  remains  strong.  If  these 
conditions  persist,  consumers  will 
not  only  shell  out  more  at  the  pump 
but  could  also  see  higher  heating  bills 
come  next  winter. 

The  average  retail  price  for  a  gallon 
of  regular  gasoline 
hit  a  record  $3.05 
for  the  week  ended 
May  5.  In  its  April 
monthly  outlook,  the 
Energy  Information 
Administration 
raised  its  forecast  for 
the  average  cost  of 
gasoline  this  summer 
to  $2.95  per  gallon,  vs. 
$2.84  last  year. 

Despite  the  record 
price,  demand  for 
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gasoline  still  is  growing.  It's  about 
2%  stronger  than  in  the  same  period 
last  year.  Solid  gains  in  income 
and  decent  job  growth  are  giving 
consumers  the  extra  cash  they  need 
to  keep  filling  up. 

At  the  same  time,  however,  refinery 
problems  have  curbed  supplies  and 
depleted  inventory  levels.  Gasoline 
stockpiles  declined  for  12  straight 
weeks  through  the 
end  of  April,  making 
for  the  longest 
continuous  draw- 
down since  1993. 
Beyond  routine 
spring  maintenance, 
problems  such  as 
fires  and  mechanical 
malfunctions  are 
limiting  production 
in  the  U.S.  Capacity 
utilization,  normally 
above  90%  at  this 


time,  ended  April  at  88.3%,  the 
lowest  rate  for  the  final  week  of 
April  since  1992.  Gasoline  imports 
softened  in  February  and  March  as 
refinery  issues  in  Europe,  Venezuela 
and  Nigeria  led  those  areas  to  buy, 
rather  than  export,  gasoline. 

Refiners  could  end  up  playing 
catch-up  to  gasoline  demand  all 
summer  long,  says  Jason  Schenker, 
an  economist  at  Wachovia  Corp. 
That  could  be  bad  news  for  heating 
oil  users.  Weekly  stocks  of  heating 
oil  are  off  20%  from  the  previous 
year,  and  it  is  currently  twice  as 
profitable  for  refiners  to  produce 
gasoline.  "Once  you  get  into  this 
cycle  it  can  be  hard  to  get  out  of 
it,"  cautions  EIA  senior  oil  market 
analyst  Doug  Mclntyre.  That  mean 
supplies  could  remain  low  and 
prices  could  be  on  the  rise  entering 
the  winter  heating  season.  II 

-By  James  Mehri 
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"You  get  behind  the  wheel  of  this  car 
and  you  just  feel  like  a  king." 


TODD  MORICI  COLLECTS  AND  RACES  SOME  OF  THE  WORLD'S  FINEST  AUTOMOBILES, 
BUT  CONSIDERS  THE  S-CLASS  EXPERIENCE  SOMETHING  UNIQUE. 


"It's  just  a  wonderful  car  to  drive.  For  a  vehicle  of  this 
size,  the  performance  and  handling 
are  outstanding.  And  the  technology 
is  really  second  to  none." 

He  owns  a  Black  2007  S550. 
His  car  is  equipped  with  some  of 
the  most  advanced  and  tnoughtful 
innovations  on  the  road.  Yet  it  is 
not  merely  the  level  of  technology 
he  finds  so  impressive,  but  the 
fact  that  it  is  so  easy  to  use. 

"The  control  panel  is  as  functional  as  it  is  beautiful. 
I  can  adjust  the  radio,  change  the  cabin  temperature, 


Todd  Morici 


turn  on  my  lumbar  massage,  even  dim  the  cabin  lighting 
with  a  couple  of  clicks.  Everything  is  completely  intuitive." 
The  car's  COMAND  technology  allows  him  to  navigate  his 
way  to  everything  from  one  location  which  is  thoughtfully 
placed  right  at  the  center  console. 

In  the  cabin,  fine  leathers  and  polished  woods  spread 
across  the  vast  and  spacious  interior  while  fiber-optic 
ambient  lighting  sources  provide  a  warm  and  comforting 
glow.  Outside  noise  is  kept  outside  through  specially 
insulated  doors  and  dual-pane  windows. 

Morici  concludes  his  review  with  a  smile:  "I'm  a  car 
guy.  The  more  you  know  about  cars,  the  more  you  want 
to  drive  this  one." 


yv 


THE  2007  S-CLASS.  Innovative  and  sophisticated  technology  that  is  intuitive  and  simple  to  use. 

Unlike  any  other.    — 


Mercedes-Benz 


lodel  shown  S65  AMG. 


MBUSA.com 

For  more  information,  call  1-800-FOR-MERCEOES,  or  visit  MBUSA.com. 
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ALCOA'S  BID  COULD  GET  FOILED 

In  commodity  metals  these  days,  it's  eat  or  be  eaten.  On  May  7,  Alcoa  bared  its 
carnivorous  side.  The  aluminum  maker,  itself  a  rumored  takeover  target,  sprang 
a  $26.9  billion  bid  for  Alcan  of  Montreal.  A  deal  would  reestablish  Alcoa  (photo,  a 
rolling  mill)  as  the  No.  1  producer  in  the  world,  surpassing  United  Co.  Rusal,  a  Russian 
giant  that  was  formed  in  March  through  a  three-way  merger. 

The  U.S.  smelter,  which  has  grown  through  a  series  of  purchases  including  the 
hostile  takeover  of  Reynold  Metals  in  2000,  had  been  negotiating  an  Alcan -Alcoa 
alloy  for  two  years.  Keeping  pace  with  upstarts  in  Russia  and  China  was  one  reason. 
Another:  Alcan  can  tap  cheap  hydropower  in  Canada.  To  win,  Alcoa  will  have  to 
assuage  antitrust  watchdogs  and  Canadians  wounded  by  Alcan's  loss.  While  Alcoa  is 
offering  top  dollar,  investors  are  wagering  it  may  get  trumped  by  another  bidder— or 
fall  prey  to  a  hungry  mining  outfit  like  Rio  Tinto  or  BHP  Billiton. 
HUHJH^  "Alcoa's  no-holds-barred  takeover  bid,"  businessweek.com/go/tbw 


ABN:  Who's  on  First? 

The  battle  for  ABN  Amro  is 
snarled  after  the  Dutch  bank's 
board  on  May  7  exprv  ssei  I 
skepticism  about  a  $95  billion 
offer  from  a  consortium 
headed  by  Royal  Bank  of 
Scotland.  The  bid  would  top  an 
agreed  $88  billion  deal  with 
Barclays.  The  rbs  group  has 
also  offered  $24.5  billi  »n  for 
abn's  Chicago-based  LsSalle 
subsidiary.  That's  hi't;      than 
the  $21  billion  deal  ABN  struck 


with  Bank  of  America— which 

BofA  is  suing  to  enforce.  A  long 
wrangle  looks  likely. 


Media  Merger  Mania 

Newspapers  may  be  withering, 
but  purveyors  of  news  and 
financial  data  sure  seem  to 
be  hot  tickets.  On  the  heels  of 
Rupert  Murdoch's  bid  for  Dow 
Jones,  news  broke  on  May  5 
that  Toronto-based  Thomson 
may  acquire  Reuters.  That  sent 


shares  of  the  venerable  London 
company  soaring.  Thomson 
is  offering  $17-6  billion.  The 
combo  would  edge  Bloomberg 
as  the  top  financial  data  seller. 
See  "The  merger  frenzy 
explained, "  page  28 


No  Thanks,  Mr.  Icahn 
Motorola  shareholders  seem 
to  have  hung  up  on  Carl  Icahn. 
Despite  his  months  of  lobbying 
for  a  board  seat,  the  struggling 


company  declared  after  its 
May  7  annual  meeting  that  an 
estimate  of  the  votes  cast  shov 
the  board  has  been  reelected 
sans  the  activist  billionaire.  Tl 
official  result  isn't  expected  fo: 
a  couple  of  weeks. 
\!Xmi*  "Motorola:  Cut  Icahn' i 
interference," 
businessweek.com/go/tbw 
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France  Turns  Right 
Conservative  Nicolas  Sarkozy 
trounced  Socialist  Segolene 
Royal  on  May  6  to  become  the 
first  French  President  ever 
elected  on  a  platform  of  free- 
market  reform.  He'll  probably 
win  big  in  next  month's 
parliamentary  elections,  too. 
But  France's  unions  vow  to 
fight  his  plans  to  ease  the 
maximum  35-hour  workweek  1 
and  downsize  the  civil  service!  \ 
See  "What  Blair  could  teach 
Sarkozy, "  page  52  EMU* 
"Sarkozy  vows  reform:  How  fa 
can  he  go?" 
businessweek.com/go/tbw 


Stock  Shenanigans? 

The  world  is  flat— even  when 
it  comes  to  alleged  insider 
trading.  On  May  3  federal 
authorities  collared  Hafiz 
Naseem,  an  investment  banke 
with  Credit  Suisse  in  New  Yor! 
He's  charged  with  providing 
nonpublic  information  about 
nine  deals  to  a  banker  in 
Pakistan.  Naseem's  lawyer  sa 
he  will  contest  the  charges. 
Separately,  the  feds  on  May  8 
froze  the  brokerage  accounts 
a  Hong  Kong  couple,  allegin; 
in  a  civil  suit  "highly  profitab 
and  highly  suspicious"  tradii 
in  Dow  Jones  stock  shortly 
before  Rupert  Murdoch's  bid  fc 
the  company  became  public. 
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GM:  Still  in  the  Ditch 

Wall  Street  groaned  when 
General  Motors  reported 
earnings  on  May  3,  and  not  j 
because  subprime  mortgage 
problems  whacked  profits  at 


34  I  BusinessWeek  I  May  21,  2007 


financier  GMAC,  of  which  GM 
jwns  49%.  No,  GM's  scant  $62 
million  profit  can  be  attributed 
dso  to  an  $85  million  loss 
Tom  its  all-important  North 
\merican  business.  Analysts 
lad  hoped  that  after  taking 
>ut  $7  billion  in  costs  over  the 
Dast  two  years,  GM  would  be 
kicking  up  speed  by  now. 


selling  online  via  an  electronic 
catalog.  The  companies  will 
also  cross-license  patents.  The 
settlement  gives  Big  Blue  a  big 
boost  in  claims  against  other 
e-commerce  players. 


turnover  at  HBO 
4BO  Chairman  and  CEO  Chris 
Vlbrecht  stepped  down  on 
vlay  9  in  the  wake  of  his 
vlay  6  arrest  in  Las  Vegas 
or  allegedly  assaulting  his 
;irlfriend  after  attending 
i  boxing  match.  Albrecht 
ittributed  his  downfall  to  a 
eturn  to  drinking  after  years 
if  sobriety.  His  departure  is  a 
>low  to  the  Time  Warner  unit, 
ince  he  was  a  key  player  in 
leveloping  such  megahits 
.s  The  Sopranos  and  Sex  and 
he  City.  For  now,  he'll  be 
ucceeded  by  COO  Bill  Nelson. 


Pain  at  the  Pump 

The  gasoline  market  caught 
a  break  on  May  9  when 
Washington  reported  big  gains 
in  crude  oil  supplies  and  a  small 
rise  in  gasoline  inventories— the 
first  increase  in  13  weeks. 
Refining  profit  margins  are  huge 
because  average  pump  prices,  at 
$3.03  a  gallon,  are  only  pennies 
below  their  post-Katrina  highs. 
Pricey  gas  has  hurt  growth 
while  stoking  inflation,  leaving 
the  Federal  Reserve  in  a  tough 
spot.  On  May  9  it  left  its  key  rate 
unchanged  at  5.25%. 


Jig  Blue  Wins  One 

t  looked  like  a  batde  of  titans 
ast  fall  when  IBM  and 
>mazon.com  sued  each  other 
ver  e-commerce  patent 
laims— but  on  May  8,  Amazon 
lirew  in  the  towel.  It  has  agreed 
a  pay  IBM  for  infringement 
n  its  patents— some  of  them 
xtremely  basic,  such  as 


Grasso's  Gains 
Dick  Grasso  may  yet  hang  on  to 
the  $187.5  million  pay  package 
that  cost  him  his  job  as  head 
of  the  New  York  Stock  Exchange 
in  2003.  A  New  York  appeals 
court  on  May  8  tossed  out  four 
of  six  claims  against  him  as 
being  "not  within  the  scope" 
of  the  New  York  Attorney  General. 
Governor  Eliot  Spitzer,  who  as 
AG  charged  that  Grasso's  pay 
was  excessive,  expects  the  state 
to  appeal,  but  that  will  be  up  to 
his  successor,  Andrew  Cuomo. 


PERSONAL  CHEF  OF  THE  WEEK 

Can  Martha  cook  up  a  good  thing  with  groceries?  On  May  3, 
Martha  Stewart  Living  Omnimedia  announced  the  domestic 
diva's  latest  recipe:  a  partnership  with  wholesale  retailer 
Costco  to  merchandise  an  exclusive  line  of  fresh  and  frozen 
food.  The  meals,  which  will  likely  be  sold  under  Costco's  in- 
house  Kirkland  brand  as  Kirkland  Signature  by  Martha  Stewart, 
will  mark  MSLO's  first  move  into  the  high-risk  realm  of  food. 
Taste  testing  is  under  way,  says  CEO  Susan  Lyne,  but  she's  not 
naming  any  specific  dishes  yet.  Shoppers  should  expect  a 
2008  rollout.  The  deal  comes  as  MSLO  attempts  to  turn 
around  its  financial  performance.  It  has  undertaken  several 
new  partnerships  in  recent  months,  including  a  line  of  crafts 
at  Michaels  Stores  and  an  endorsement  deal  for  Singer  sewing 
machines.  On  May  3  the  company  said 
losses  had  fattened  to  almost 
$12  million  in  the  quarter  ending 
Mar.  31.  Shares  have  been  trading 
roughly  6%  lower  than  they  were 
a  year  ago. 

feKlliil*  "Martha  Stewart  loves 
Costco.  Now  we  know  why,'' 
businessweek.  com/go/tbw 

MARTHA  STEWART 
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All  you  need 

to  know  about 
Circular's 

"global" 
coverage. 


It's  way  behind 
in  America. 


Sprint  Mobile  Broadband 
covers  2x  more  U.S.  cities  than 
Cingular's  BroadbandConnect. 


Do  more  on  the  nation's  largest 
mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
a  mobile  broadband  card  for  free. 


FREE 

CARD 


with  new  card  activation  on  unlimited 
data  access  plan.  Requires  2-yr 
agreement  and  S49.99  mail-in  rebate. 

No  voice  plan  required. 


1-800-Sprint-l 
px-soo  by  Pantech*      sprint.com/mobilebroadband 


Sprint  J!*  POWER  UP 


Together  with  NEXTEL 


Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Rev.  A-enhancements  reach 

over  193  million  people.  Coverage  not  available  everywhere -see  sprint.com/coverage  for  details. 

k  ations.  Coverage  comparison  based  on  most  recent  available 

information  regarding  Cingular  broadband  market  coverage  as  of  4/12/07.  Free  CardOffer:  Subject 

I  noval.  Additional  restrictions  apply  Mail-in  Rebate:  Requires  purchase  by  7/14/07and 

activation  by  7/28/07  of  new  line  on  Unlimited  Data  Plan  ($59.99)  and  two-year  agreement.  $36 

■  and  $200  early  termination  fee  apply.  Rebates  cannot  exceed  purchase  price.  Taxes 

excluded.  Line  must  be  active  30  consecutive  days.  Allow  8-12  weeks  for  rebate.  ©2007  Sprint 

Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logoand  other  trademarks  are  trademarks 

of  Sprint  Nextel.  All  other  trademarks  are  property  of  their  respective  owners. 
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Battered  by  the 
bust,  they're  filing 
for  Chapter  11  and 
begging  hedge 
funds  for  help 

BYDEANFOUST 
AND  DAWN  KOPECKI 


HOUSING 

WATCH 


HEN  KARA  HOMES 
Inc.  began  building 
Horizons  at  Birch 
Hill,  a  community 
for  active  seniors, 
the  plans  were 
ambitious:  228 
spacious  residences  that  weren't  typical 
cookie-cutter  McMansions.  But  four  years 
later,  the  project  in  Old  Bridge,  N.J.,  has 
been  abandoned  by  Kara,  which  is  now 
in  Chapter  11.  A  dozen  or  so  homes  stand 
unfinished,  the  front  doors 
swinging  in  the  wind,  and 
the  half-built  clubhouse 
bears  a  bright  red  sign  that 
reads  "Unsafe  for  Human 
Occupancy."  "Ifs  not  a 
great  situation,  but  we're 
all  hanging  together,"  says 
Frank  Ramson,  one  of  the 
development's  70-odd 
homeowners.  "What's  killing  us  is  the 
uncertainty  of  how  long  it  might  take  an- 
other builder  to  step  in." 

Ramson  isn't  alone  in  his  angst.  The 
downturn  in  the  housing  market  has 
caught  the  nation's  home  builders  by 
surprise,  leaving  many  overextended  with 
cosdy  land  they  can't  develop  and  unfin- 
ished homes  they  can't  sell.  The  financial 
strain  is  starting  to  show.  From  Arizona  to 
Arkansas,  dozens  of  small-  and  midsize 
builders  have  filed  for  bankruptcy  over 
the  past  six  months.  Among  the  casual- 
ties: Turner  Dunn  Homes  of  Phoenix, 
whose  assets  were  snapped  up  by  Frontier 
Homes.  And  in  late  April,  credit  ana- 
lysts at  Moody's  Investors  Service  warned 
that  a  number  of  large  home  builders 
could  fall  out  of  compliance  with  their 
debt  agreements  later  this  year,  leaving 
them  at  risk  of  default  unless  lenders 
come  to  their  rescue  by  granting  a  waiver 
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or  reworking  their  loans.  Some  build- 
ers are  so  desperate,  in  fact,  that  they're 
even  running  into  the  arms  of  hedge 
funds  to  bail  them  out  with  fresh  loans 
at  high  rates  and  onerous  terms. 

Wall  Street  certainly  has  its  concerns 
about  the  industry.  This  year  the  price  of 
credit  default  swaps— in  effect,  a  tool  for 
bondholders  to  hedge  their  risks— has 
risen  sharply  for  several  large  builders, 
including  Pulte  Homes,  Toll  Brothers,  and 
D.R.  Horton.  Toll  Brothers  Chief  Financial 
Officer  Joel  H.  Rassman  says:  "The  people 
buying  the  swaps  may  think  if  s  riskier, 
but  the  people  actually  buying  our  bonds 
don't  [because  our  spreads  with  Treasur- 
ies are  shrinking]." 

But  for  the  industry  as  a  whole,  there 
may  be  even  more  problems  just  below  the 
surface  since  many  builders  entered  into 
land  deals  with  partners,  amassing  billions 
in  debt  that  doesn't  show  up  on  their  bal- 
ance sheets.  "I  think  we're  going  to  see  a  lot 
more  [bankruptcy]  filings  in  the  next  6  to 
12  months,"  says  Tucson  attorney  Eric  Slo- 
cum  Sparks,  who  is  representing  one  local 
builder,  AmericaBuilt  Construction  Inc.,  in 
Chapter  11.  "I've  got  a  couple  of  clients  who 


PRICE  OF  CREDIT  DEFAULT  SWAPS 
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want  to  see  me  next 
week,  and  I  know  these 
aren't  social  visits." 

The  extent  of  the 
industry's  woes  will  de- 
pend on  where  housing 
heads  from  here.  So  far 
analysts  and  executives 
alike  are  unsure  wheth- 
er, or  by  how  much, 
the  slump  will  deepen. 
But  the  trends  aren't 
pretty.  The  National 
Association  of  Realtors 
now  predicts  that  new- 
home  sales  are  likely 
to  drop  18%  this  year, 
a  bleaker  scenario  than  the  9%  decrease 
it  forecast  in  February.  Nonetheless,  the 
current  generation  of  builders  entered  this 
downturn  with  far  better  balance  sheets 
than  their  brethren  in  the  last  housing  bust 
during  the  late  1980s.  And  barring  a  total 
collapse  in  the  market,  lenders  are  also 
likely  to  offer  a  safety  net,  making  conces- 
sions to  keep  the  larger  builders  afloat  in 
the  near  term.  "I  expect  the  lenders  will 
be  willing  to  work  with  them,"  says  Fitch 


WALL  STREET  WORRIES 

The  cost  to  hedge  builders' 
debt  is  rising-  a  sign 
investors  are  concerned 
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Ratings  analyst  Robei 
Rulla.  "They'll  war 
to  maintain  that  rels 
tionship  for  when  th 
turnaround  comes. 
Still,  those  lifeline 
can  come  at  a  big  cos 
namely  higher  intei 
est  rates,  special  loa 
modifications,  an 
tough  stipulation 
that  restrict  everythin 
from  the  builder's  rigr  , 
to  repurchase  shares  t 
its  ability  to  take  o 
new  debt. 

For  some,  the  whit 
knights  may  be  hedge  funds.  Consider  th'1 
plight  of  Dominion  Homes  Inc.,  an  Ohic 
based  builder  that  sold  $257  million  wort 
of  homes  last  year.  When  Dominion  fe 
close  to  default  last  August  on  $216  mi 
lion  in  bank  debt,  hedge  fund  Silver  Poit   ' 
Finance  bought  the  loans  and  negotiate '  a 
tough  terms.  Some  $90  million  of  the  reP 
nancing  came  with  an  interest  rate  of  159 '  . 
vs.  the  9.25%  Dominion  had  been  payini ; 
The  deal  also  stipulated  that  Silver  Pou 
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HOMEOWNERS 


SWEETENING  THE  SALE 


Real  estate  agent  Chris  Elizabeth 
Griffith  tells  her  clients  they 
need  to  be  creative  to  lure 
buyers.  In  Bonita  Springs, 
Fla.,  a  Gulf  Coast  community 
crowded  with  vacation  homes  and  newly 
built  condos,  she  suggests  her  sellers  offer 
to  pay  a  year's  worth  of  association  fees, 
annual  property  taxes,  or  closing  costs.  Her 
favorite  tease  to  put  in  home  listings:  "Call 
for  the  latest  juicy  incentives." 

The  practice,  which  popped  up  last 
year  as  a  way  for  builders  to  move 
unsold  inventory,  has  now  spread 
aggressively  to  the  existing-home 
market,  which  accounts  for  85%  of  all 
sales.  And  it's  not  just  furniture  being 
used  to  sweeten  the  deal.  The  latest 
trend  is  cash  enticements  to  the  tune 
of  tens  of  thousands  of  dollars.  There 
are  no  national  numbers,  but  in  the 
Washington  area,  deals  with  some  form 
of  seller  subsidy  jumped  from  35%  to 
58%  in  two  years,  according  to  Lisa 
Fowler,  a  researcher  at  George  Mason 
University's  Center  for  Regional  Analysis. 
The  average  home  sold  there  for 
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$470,000  in  April,  with  a  subsidy 
of  $9,700. 

Such  a  rise  has  serious 
implications.  The  incentives, 
which  don't  figure  into  the  national 
home-price  data  reported  by 
industry  groups,  may  be  masking 
a  steeper  downturn.  Fowler  found 
that  prices  in  D.C.  fell  by  0.2%  over 
the  past  year  if  incentives  were 
included,  compared  with  a  0.7% 
rise  if  they  weren't. 

Subsidies  aren't  new.  But  the  latest  surge, 
fueled  by  the  huge  run  in  prices  in  recent 
years,  may  have  legs.  Given  all  the  equity  that 
sellers  have  built  up— some  $10.9  trillion, 
according  to  the  Federal  Reserve,  vs.  $7.8 
trillion  in  2002— they  usually  don't  mind 
forking  over  some  of  their  gains  to  get  the 
deal  done.  Buyers  often  find  a  subsidy  more 
appealing  than  a  lower  price,  since  it  means 
they  don't  have  to  put  up  as  much  cash.  "Part 
of  it's  psychological,  but  part  of  it  is  financial," 
says  Fowler. 

The  most  aggressive  deals  may  be 
downright  fraudulent.  Lenders  scrutinize 
transactions  to  make  sure  any  cash 


subsidies  go  toward  legitimate  home 
expenses  and  aren't  a  way  for  the  buyer 
to  avoid  a  required  down  payment. 
Generally,  if  the  incentives  top  6%  of  the 
purchase  price,  it's  a  red  flag.  "These 
days  you  cannot  get  into  a  home  unless 
you're  putting  some  money  down,  at 
least  10%  for  those  with  less-than-stellai 
credit,"  says  Frank  McKenna,  chief  fraud 
strategist  at  BasePoint  Analytics,  which 
analyzes  mortgage  data.  "If  borrowers  ar 
subverting  that  by  getting  cash  back  fron 
sellers,  that's  when  lenders  consider  it  a 
misrepresentation  or  fraud." 

-By  Christopher  Palmeri  with  Peter  C 
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:ould  receive  15%  of  Dominion's  stock 
f  it  wants  it.  "The  [fund  was]  willing  to 
50  where  no  other  regulated  institution 
vould  go,"  says  Ronald  F.  Greenspan,  an 
ittorney  and  restructuring  adviser  for  FTI 
]onsulting  Inc.  Dominion  CFO  William 
]ornely  admits  the  new  rates  are  high, 
mt  says  it  "affords  us  the  opportunity  to 
ontinue  operations  during  the  downturn 
md  positions  us  for  the  rebound." 

If  business  doesn't  stabilize,  more 
>uilders  could  find  themselves  in  the 
ame  hole  in  the  ground  as  Dominion.  Al- 
eady,  some  analysts  are  concerned  about 
he  pace  at  which  many  builders  have 
teen  burning  through  cash.  Moody's 
redit  analyst,  Joseph  A.  Snider,  notes 
hat  11  of  the  21  large  builders  whose 
tebt  his  firm  rates  had  negative  cash  flow 
1 2006  as  many  were  stuck  with  higher- 
han-expected  inventories  of  homes  they 
ouldn't  sell.  Dallas-based  Centex  Corp. 
Dok  a  $150  million  charge  after  walking 
way  from  options  for  more  than  37,000 
Dts  nationwide  and  wrote  down  other 
ind  by  roughly  $300  million,  trigger- 
.lg  a  79%  plunge  in  fiscal  2007  profits. 
We  still  see  uncertainty  in  many  of  our 
aarkets,"  Centex  CEO  Timothy  R.  Eller 
Did  analysts  on  Apr.  30,  warning  that 
le  industry  could  be  in  the  middle  of  a 
nree-year  correction. 

More  bloodletting  may  be  ahead, 
lany  large  builders  also  took  minority 
takes  in  joint  ventures,  allowing  them 
)  stockpile  land  for  future  needs  while 
eeping  billions  in  debt  off  their  balance 
heets.  Alisa  Guyer  Galperin,  an  analyst 
t  the  Center  for  Financial  Research  & 
nalysis,  estimates  that  Lennar  Corp. 
;  on  the  hook  for  up  to  $910  million 
f  $5-6  billion  in  debt  through  partner- 
riips  not  on  its  books. 

One  fear  is  that  if  a  partner  runs  into 
nancial  trouble,  Lennar  and  other  home 
kulders  could  find  themselves  battling 
rith  lenders  that  demand  they  make  good 
n  the  partnership's  total  outstanding 
bbt.  Florida  builder  Technical  Olympic 
SA  Inc.  is  embroiled  in  a  lawsuit  with 
ne  of  its  lenders,  Deutsche  Bank,  which 
aims  the  builder  is  in  "multiple  potential 
efaults"  on  $675  million  in  debt  owed  by 
)int  venture  partners  that  failed.  For  its 
art,  CFO  Bruce  Gross  says  Lennar  has 
litigated  risk  by  partnering  with  strong 
istitutional  investors  like  the  pension 
ind  CalPERS  and  has  structured  the  deal 
)  make  sure  it  isn't  liable  for  partners. 
Dur  joint  ventures  are  very  strategic  and 
re  designed  to  share  the  upside  opportu- 
ity  and  downside  risk  with  other  inves- 
ts," says  Gross.  For  now,  Wall  Street  is 
linking  largely  about  the  downside.  II 


COMMENTARY 


BY  PETER  COY 


The  Roof  Won't  Cave  In 

Homeowners  may  well  spend  through  the  slump 


w 


ITH  BUILDERS, 
lenders,  and  Real- 
tors slashing  jobs, 
the  housing  bust 
is  a  serious  drag 
on  the  economy.  But  there's  a  case 
to  be  made  that  despite  the  weak- 
ness in  home  prices,  homeown- 
ers will  keep  spending  enough  to 
keep  the  economy  on  solid  ground. 
Here's  the  bullish  case  for  the  Ameri- 
can consumer:  First,  people  have  new 
sources  of  spending  money  from  rising 
wages  and  salaries  and  a  booming  stock 
market.  Second,  the  drop  in  home  prices 
so  far  has  been  small.  And  third,  even  if 
there  is  a  big  hit  to  housing  wealth,  re- 
search suggests  that  consumer  spending 
may  not  drop. 

Economists  worry  that  booming 
house  prices  inflated  a  spending  bubble 
that's  being  pricked.  The  game  of  using 
your  house  as  an  ATM— known  as  "net 
equity  extraction"— peaked  in  the  third 
quarter  of  2005  at  a  seasonally  adjusted 
annual  rate  of  $864  billion  in  spending, 
according  to  calculations  by  Federal 
Reserve  senior  economist  James  E.  Ken- 
nedy and  former  Fed  Chairman  Alan 
Greenspan.  The  rate  fell  to  $387  billion 
by  the  last  quarter  of  2006. 

But  pay  and  capital  gains  are  taking  over 
from  housing  as  the  engines  of  spending 
growth.  Wages  and  salaries  grew  about 
$360  billion  in  2006  vs.  average  growth  of 
just  $275  billion  in  the  previous  two  years. 
And  stock  market  wealth  has  risen  about 
13%  over  the  past  year,  judging  by  the  Dow 
Jones  Wilshire  5000  Composite  Index.  That 
more  than  compensates  for  the  roughly  1% 
fall  in  housing  values.  Stock  wealth  is  only 
a  litde  smaller  than  home  values.  So  even 
if  housing  prices  were  to  fall,  say,  by  an 
unprecedented  4%  from  here,  the  hit  to  net 
worth  would  be  fully  offset  if  stocks  rose 
by  just  5%. 

People  look  at  the  devastation  in 


the  housing  sector  and  are  amazed 
that  there  hasn't  been  more  damage  to 
home  prices.  But  that's  just  it:  Build- 
ers have  borne  the  brunt  of  the  slump 
by  cutting  the  supply  of  new  homes. 
Their  cutbacks  are  keeping  the  growing 
backlog  of  unsold  houses  from  getting 
completely  out  of  control,  thus  spar- 
ing homeowners  from  having  to  lower 
their  prices  much,  says  Karl  E.  Case  of 
Wellesley  College. 

Even  if  prices  do  fall  significantly,  it 
may  not  kill  consumption,  judging  from 
research  on  past  regional  price  declines 
by  Case,  Robert  J.  Shiller  of  Yale  Univer- 
sity, and  John  M.  Quigley  of  the  Univer- 
sity of  California  at  Berkeley.  To  their 
surprise,  they  found  that  while  more 
housing  wealth  stimulates  consump- 
tion, less  doesn't  reduce  it.  "People  get 
into  a  spending  pattern  given  their  level 
of  wealth  that  is  hard  to  adjust  down- 
ward," speculates  Case. 

We  aren't  out  of  the  woods.  Case  him- 
self thinks  there's  a  50-50  chance  of  a 
recession,  stemming  from  a  steep  drop 
in  the  housing  sector  itself  and  ancillary 
businesses.  The  good  news  for  the  econ- 
omy is  that,  for  a  majority  of  consumers, 
the  housing  bust  still  hasn't  hit  home.  II 
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WATCH  DOGS 


HOW  SAFE  IS 

THE  FOOD  SUPPLY? 

The  hamstrung  FDA  may  be  unable 
to  prevent  a  contamination  crisis 
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BY  JOHN  CAREY 

TAINTED  INGREDIENTS 
in  pet  food  may  have 
shocked  most  Americans, 
but  not  William  Hubbard. 
As  a  longtime  top  pol- 
icy official  at  the  Food 
&  Drug  Administration, 
Hubbard  a  decade  ago  spotted  two  worri- 
some trends.  Food  imports  were  rising 
dramatically  at  the  same  time  the  FDA's 
ability  to  police  the  food  supply  was  in 
decline.  Agency  officials  tried  to  stem  the 
tide,  but  their  plans  didn't  get  funded  or 
passed  by  Congress.  "We've  been  warn- 
ing about  food  safety  since  the  '90s," 
says  Hubbard,  who  left  the  agency  in 
2005.  "Now  the  people  at  the  FDA  are 
frustrated.  They  have  good  solutions,  but 
they  can't  do  anything." 

Nor  is  Peter  Kovacs  surprised  by  the 
latest  spate  of  food  frights.  Kovacs  has 
spent  four  decades  in  the  ingredient 
industry  as  an  executive  and  consultant. 
Top-tier  companies  like  Kraft  Foods 
Inc.  and  Nestle  have  learned  how  to 
guarantee  the  safety  of  their  products 
for  human  consumption,  he  says.  They 
trace  ingredients  back  to  their  source 
and  regularly  test  them  to  ensure  quality. 
The  very  survival  of  their  brands  depends 
on  it.  But  not  all  companies  are  as 
diligent,  especially  when  the  risks  seem 


lower,  as  with  animal  food.  In  fact, 
contaminated  pet  food  is  just  one  tiny 
part  of  a  huge  problem.  "The  U.S.  is 
sitting  on  a  powder  keg,"  he  says. 

That  powder  keg  hasn't  exploded— yet. 
But  every  month  there  are  a  surprising 
number  of  near  misses.  Europe  just 
had  a  scare  from  harmful  bacteria  in 
vitamin  A  from  China  that  nearly  got 
into  infant  formula.  And  in  the  past 
few  weeks  alone,  the  FDA  has  issued 
warnings  or  recalls  for  brands  of  milk, 
olives,  bottled  water,  bread,  prepared 
fruit  trays,  melons,  oysters,  and  peanut 
butter.  The  pathogens  or  contaminants 
implicated  in  such  scares  form  an  unholy 
litany:  salmonella,  listeria,  norovirus, 
nitric  acid,  arsenic,  even  wire  fragments. 
Toxins  such  as  lead  routinely  show  up  in 
vitamins  and  dietary  supplements. 

SHOCK  TO  THE  SYSTEM 

THESE  KNOWN  CASES  make  up  a  tiny 
fraction  of  the  overall  problem— an  es- 
timated 76  million  illnesses  and  5,000 
deaths  in  the  U.S.  from  food  poisoning 
each  year.  Meanwhile,  imports  of  food, 
some  from  countries  without  strict  con- 
trols, soared  to  more  than  9  million  ship- 
ments last  year— a  doubling  since  2002. 
The  cash-strapped  FDA  is  able  to  inspect 
less  than  1%  of  imports.  It's  a  recipe  for 
disaster.  "Our  food-safety  system  in  this 


country  is  broken," 
warned    former    FDA 
Commissioner  Dr.  David  A. 
Kessler  at  a  recent  congressional 
hearing. 

Few  incidents  ever  have  a  body  coud 
high  enough  to  shock  the  country  id  a 
making  fundamental  changes.  Overs  J  pp 
"we  do  have  a  very  safe  food  supply,"  ssj  to 
Sanford  A.  Miller,  former  director  of  1 1  t 
FDA's  Center  for  Food  Safety  &  Applil   rcl 
Nutrition.  But  the  alarms  over  pet  fo  I  a •; 
and  vitamin  A  have  lit  a  fire  unc 
lawmakers  and  executives.  On  May  2  ti  i 
Senate  rushed  to  pass  a  bill  by  a  vote 
94-0  giving  the  FDA  more  responsibiliti  fcm 
such  as  cheating  databases  of  adulteratt 
food.  Meanwhile,  food  producers  ha 


Food  Scares     SPINACH 


Overall,  America's  food 
supply  has  been  surprisingly 
safe,  but  risks  abound, 
Some  battles  in  the  war 
against  harmful  food: 
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In  California  last 

year,  bacteria  in 

spinach  sickened 

scores  of  people, 

killing  three.  The 

grower  has  applied  strict  testing 

measures  to  prevent  recurrences,  but 

few  producers  have  followed  suit. 


LETTUCE 

One  of  the  leading 
causes  of  food  poisoning 
has  been  lettuce  in  salad  4 
bars.  The  bacteria  may 
come  from  the  fields  of 
Guatemala,  the  hands  of 
a  restaurant  worker  in  New  York 
or  anywhere  in  between. 


ai  i, 


>een  holding  emergency  meetings  with 
uppliers,  looking  for  problems  in  their 
actories  or  supply  chains.  Companies 
ire  "feverishly  examining  their  own 
Hirchasing  policies  and  trying  to  ensure 
hey  are  followed,"  says  Kovacs. 

The  first  big  lesson  from  the  current 
icares  is  that  food  producers  have  to 
to  more  themselves.  "It  is  absolutely 
ippropriate  to  put  the  responsibility 
?n  the  companies,"  says  Alexander 
I'ilz,  spokesman  for  Swiss-based  DSM 


Nutritional  Products, 
the  world's  largest 
ingredient  maker.  Too  often, 
though,  consumers  get  hurt  before 
companies  take  action.  Natural  Selection 
Foods  in  San  Juan  Bautista,  Calif.,  learned 
this  the  hard  way  last  year  when  its 
Earthbound  Farm  organic  spinach  was 
linked  to  204  illnesses  and  three  deaths 
from  contamination  with  a  deadly  strain 
of  E.  coli.  The  company  now  spends 
millions  of  extra  dollars  a  year  testing 
everything  from  seeds  and  irrigation  water 
to  processed  salad  greens  for  pathogens. 
Few  of  its  competitors  do  the  same.  But 
"knowing  what  we  know  now,  it's  the 
right  way  to  go,"  says  Natural  Selection 
Foods  President  Charles  Sweat. 


ConAgra  Foods  Inc.  also  has  taken 

extra   precautions.    In    February,   the 

company  was  forced  to  recall  Peter  Pan 

peanut  butter  because  of  salmonella 

contamination.  The  cause:  a  leaky  roof 

in  a  Sylvester  (Ga.)  plant  that  allowed 

peanuts  to  get  wet  and  bacteria  to 

grow.   The   company   spent   more 

than  $15  million  to  fix  the  problems 

and  upgrade  the  plant,  and  hired 

a  top   food-safety  expert.   "Some 

companies  are  highly  committed  to 

food  safely.  Others  are  just  looking 

for  ways  to  cut  costs,"  says  Michael 

Doyle,  director  of  the  Center  for 

Food  Safety  at  the  University  of 

Georgia,  who  has  worked  with  both 

ConAgra    and    Earthbound.    "I've 

been  incredibly  impressed  with  the 

commitments  [they]  have  made." 

Spotting    problems    in    fields    or 

factories  may  be  the  easy  part.  The  pet 

food  scare  has  revealed  the  difficulty  of 

ensuring  that  ingredients  companies  buy 

are  safe.  The  tainted  products  have  been 

traced  to  Chinese  companies  that  added 

the  chemicals  melamine  and  cyanuric 

acid  to  wheat  products  to  boost  the 

apparent  protein  content— and  the  price. 

"Any  company  can  be  the  victim  of 

adulteration-for-profit  if  they  don't  have 

the  proper  procedures  in  place,"  explains 

Kovacs.  "My  guess  is,  this  sort  of  thing 

has  been  going  on  for  some  time." 

Companies  are  now  scrambling  to 
shore  up  their  defenses.  One  key  is  a 
system  to  trace  shipments  of  ingredients 
back  to  their  original  sources,  rather 
than  just  buying  from  middlemen 
and  taking  their  word  for  it.  "This  has 
forced  our  companies  to  go  back  and 
double-check  their  suppliers,"  says  Sean 
McBride,  spokesman  for  the  Grocery 
Manufacturers  Assn.  Another  safeguard 
seems  like  a  no-brainer:  regular  testing. 
But  this  is  often  skipped  because  of  the 
cost.  Europe  was  spared  a  disaster  this 
year  when  a  German  company  testing 
vitamins  from  China  spotted  harmful 
bacteria  in  time  to  stop  the  supplements 
from  being  added  to  baby  food. 

Industry  can  only  tackle  part  of  the 


IRIMP 

tether  they're  farmed  in 
ntheast  Asia  or  hauled 
m  the  sea  onto  the  hot 
k  of  a  boat,  shrimp  pose 
iater  health  risks  than; 
',  cod  caught  and  quick- 
zen  in  Norway.  But  the  FDA 
ats  all  seafood  as  equally  risky, 
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WHEAT 

In  the  most  recent  food 
scare,  contaminated  wheat 
products  from  China 
wound  up  in  tons  of  pet 
food.  The  lesson:  It's  easy 
for  adulterated  ingredients 
to  sneak  past  the  FDA  and 
into  the  supply  chain. 


BEEF 

Steps  taken  after  hundreds  of 
Americans  were  sickened  by 
Jack-in-the-Box  burgers  in 
1993  made  the  meat  supply 
safer,  thanks  to  efforts  by  the 
Agriculture  Dept.  But  the  FDA, 
which  regulates  80%  of  food,  hasn't  been 
given  similar  powers  or  resources. 
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problem,  though.  Regulators  have  to 
do  the  rest— and  there's  widespread 
consensus  that  the  FDA  is  not  up  to  the 
job.  "We're  not  even  close  to  having  a 
system  in  place  that  gives  assurance  that 
the  food  is  safe,"  says  Georgia's  Doyle. 

STARK  CONTRASTS 

IN  ONE  MICROCOSM  of  the  larger  prob- 
lem, the  FDA  suspected  two  years  ago 
that  illnesses  in  four  states  were  caused 
by  salmonella  bacteria  in  Cold  Stone 
Creamery  ice  cream.  But  the  agency's 
antiquated  labs  couldn't  find  bacteria 
in  samples  of  the  product.  The  samples 
were  sent  to  Doyle's  lab,  which  con- 
firmed the  contamination.  "The  FDA  has 
some  of  the  best  food-safety  experts  in 
the  world,"  says  Doyle,  "but  they  don't 
have  the  resources." 

The  same  problem  afflicts  the  rest  of 
the  FDA's  food-safety  operations.  The 
agency  was  able  to  inspect  only  about 
19,000  of  9  million-plus  imported  food 
shipments  last  year.  The  "FDA  is  not 
proactive.  It  only  responds  to  problems," 
explains  Miller.  "Someone  gets  sick,  and 
the  FDA  rushes  to  plug  the  hole  in  the 
dike,  and  then  another  hole  appears." 

The  FDA's  plight  is  in  stark  contrast 
to  the  U.S.  Agriculture  Dept.  The  USDA 
oversees  meat  while  the  FDA  regulates 
everything  else.  But  after  hundreds  of 
Americans  were  sickened  by  Jack  in  the 
Box  Inc.  hamburgers  in  1993,  "the  meat 
program  got  fixed,"  says  Hubbard.  The 
USDA  has  10  times  as  many  inspectors 
as  the  FDA  and  can  send  inspectors  to 
foreign  plants.  It  denies  entry  to  products 
from  any  company  that  doesn't  meet 
safety  standards.  And  it  limits  shipments 
to  a  handful  of  ports  where  the  imports 
can  be  inspected.  "The  USDA  got  the 
two  things  it  needed— authority  and 
resources,"  says  Hubbard.  "The  FDA 
can't  get  either." 

It's  not  for  lack  of  trying.  Officials 
developed  a  comprehensive  import- 
safety  plan  five  years  ago  that  would  have 
cost  $100  million.  The  FDA  didn't  get  the 
money.  The  agency  asked  for  authority 
to  block  food  from  countries  repeatedly 
linked  to  contaminated  products 
until  they  put  in  their  own  controls. 
Congress  didn't  pass  it,  in  part  because 
food  manufacturers  spend  more  than 
$1  million  each  year  lobbying  against 
new  regulations.  "The  food  supply 
should  not  be  the  Wild,  Wild  West  for 
capitalism,"  says  Caroline  Smith  DeWaal 
of  the  Center  for  Science  in  the  Public 
Interest.  "If  a  country  does  not  have 
systems  in  place  to  ensure  safety,  they 
shouldn't  be  able  to  send  us  food."  ■ 
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Big  Media  is  spending 
millions  on  monitors 


BY  TOM  LOWRY 

AS  VIACOM'S  $1  BILLION 
copyright-infringement 
lawsuit  against  Google 
and  YouTube  grinds 
through  the  courts,  an- 
other drama  is  unfold- 
ing behind  the  scenes. 
In  a  cramped  office  in  New  York's  Times 
Square,  dozens  of  twentysomethings 
work  day  and  night  scouring  YouTube  for 
Viacom  TV  shows  and  movies  that  have 
been  uploaded  by  just  about  anybody.  For 
each  clip  deemed  stolen,  Viacom's  team 
sends  out  a  "takedown"  notice  requir- 
ing YouTube  to  remove  it  immediately. 
Back  in  San  Bruno,  Calif.,  a  crew  of  young 
YouTubers  finds  the  specified  clips  and 
pulls  them. 

Naturally,  Viacom  is  deeply  displeased 
that  it  is  spending  upwards  of  $100,000 
a  month  to  scan  someone  else's  site  for 
its  own  content.  NBC  Universal,  Time 
Warner,  and  others  have  set  up  their  own 
war  rooms;  they  aren't  too  happy  either. 
They'd  rather  get  paid  for  their  program- 
ming. And  if  the  whole  process  seems 
strangely  analog,  that's  because  YouTube 
is  not  yet  using  filtering  technology  that 
would  automate  the  process.  "It's  frus- 


trating," says  Rick  Cotton,  general  cou 
sel  for  NBC  Universal,  which  is  sendii ;] 
1,000  takedown  notices  a  month  to  Yo 
Tube.  "And... completely  inadequate." 

The  Web  searches  are  time-consumii 
and  inefficient.  Since  November,  Viaco 
says,  it  has  reviewed  2  million  clips  ai 
sent  200,000  takedown  notices  to  ti 
site,  a  10%  hit  rate.  NBCU  says  it  is  spen 
ing  well  over  $1  million  a  month  for  : 
global  anti-piracy  efforts,  which  requi 
the  services  of  25  legal,  policy,  and  te< 
experts  at  NBCU.  And  both  compani 
are  outsourcing  the  work  to  such  outf 
as  BayTSP,  a  Silicon  Valley  firm  that  ei 
ploys  a  team  of  30  tattooed  and  pierc 
youngsters  to  find  stolen  clips. 

For  its  part,  YouTube  has  set  up 
unit  called  the  SQUAD  (Safety  Qual 
User  Advocacy  Department)  Team, 
responds,  24/7,  to  requests  to  take  cli 
down.  Members  were  recruited  from  t 
likes  of  Craigslist  Inc.  and  eBay  Inc.  1 
their  customer-service  expertise,  han 
when  dealing  with  angry  media  reps. 

Another  big  site,  MySpace— own 
by  News  Corp.,  which  feels  the  conte 
guys'  pain— is  already  using  filteri 
technology  from  Audible  Magic  Co: 
It  embeds  fingerprinting  technology 
video  files.  Audible  Magic  CEO  Var 
Ikezoye  says  the  process  is  complex 
automated.  Copyright  holders  add  or 
inal  content  to  an  Audible  Magic  da 
base  so  that,  when  content  is  uploadi 
a  fingerprint  of  the  file  is  compai 
with  those  in  the  database.  If  ther 
a  match,  MySpace's  "takedown  toi 
yanks  the  file. 

On  May  11,  MySpace  announced 
initiative  with  Audible  Magic  called  Tj 
Down  Stay  Down,  which  will  create  a  < 
tabase  that  compiles  fingerprints  of  f 
already  taken  down.  Once  they  are  off' 
site,  they  can't  be  uploaded  again.  ■ 
-With  Paula  Lehrr, 
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not  without  risk.  With  25 


market,  Marsh  has  the  know-how  to  help  you  remove  uncertair 
by  fortifying  supply  chains,  protecting  intellectual  property,  am 
ling  key  talent.  So  much  so  that  we  were  recently  awarde 
la's  first  and  only  Wholly  Owned  Foreign  Enterprise  insurance 
)king  license.  The  upside?  Confidence  that  your  investment 
more,  visit  findtheupside.com 
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News  Insights 


THE  INTERNET 


EQUAL  OPPORTUNITY 
SPEEDWAY 

African  Americans  are  snapping  up 
broadband— and  closing  the  digital  divide 


BY  ROGER  O.  CROCKETT  AND 
SPENCER  E.  ANTE 

SPEEDY  INTERNET  CON- 
nections  once  were  con- 
sidered perks  for  the  privi- 
leged. Robust  Net  access 
was  enjoyed  by  30%  of 
U.S.  households  as  late 
as  2005,  mosdy  in  white 
homes.  Meanwhile,  so-called  broadband 
adoption  by  blacks  was  a  mere  14%,  ac- 
cording to  data  from  the  Pew  Internet 
&  American  Life  Project.  The  resulting 
"digital  divide"  between  white  and  black 
was  considered  a  lasting  socioeconomic 
problem— like  the  protracted  disparity  be- 
tween black  and  white  unemployment. 

Surprise.  In  the  past  two  years,  African 
Americans  have  been  devouring  broad- 
band technology— and  the  digital  divide 
has  shrunk  significantly,  at  least  for  this 
group.  The  share  of  black  households 
with  a  cable  modem,  DSL,  or  satellite 
Internet  connection  climbed  to  40%  this 
year,  Pew  says.  That's  almost  twice  as  fast 
as  the  growth  of  broadband  penetration 
for  the  general  population,  which  grew  to 


47%.  The  income  gap  has  narrowed,  too, 
but  not  as  much:  Households  making 
less  than  $30,000  a  year  doubled  their 
broadband  participation,  to  30%.  That 
still  pales  next  to  76%  for  households 
that  have  incomes  of  at  least  $75,000. 

Some  of  the  closing  of  the  racial  divide 
can  be  traced  to  falling  prices  and  ris- 
ing availability  of  new  technology.  When 
telecom  and  cable  companies  first  offered 
broadband,  they  naturally  started  with  the 


BRIDGING  THE  DIVIDE 

African  American  households  have 
adopted  Internet  technology  in  droves 

PERCENTAGE  WITH  BROADBAND  ACCESS 
BLACK  ADULTS  ALL  ADULTS 


J4% 

40% 

30% 

47% 

LOG  ON,  TAP  IN 

African 

Americans  are 
exploring  online 
video,  movie,  and 
music  libraries 
and  sports  sites 


toniest  neighboi : 
hoods.  Since  200: 
broadband  price 
have  fallen,  by  moi ' 
than  half  in  som 
cases.  "Almost  a 
technologies  sta: 
as  something  only  available  to  a  priv 
leged  group,  whether  if  s  refrigerators  r 
Net  access,"  says  Omar  Wasow,  strateg 
adviser  to  ethnic  Internet  portal  providt 
Community  Connect  and  co-founder  of  i 
site  BlackPlanet.com. 

But  that  masks  a  deeper  shift  in  tr; 
relationship  of  blacks  to  the  Web.  Tr 
Net  today  offers  an  abundance  of  ente 
tainment  riches— digital  music,  picture 
movies,  video  chat,  games— that  can  t 
tailored  to  individual  taste,  not  to  met 
tion  services  such  as  job  networks  an 
training.  Gaining  access  to  that  killer  coi 
tent  without  broadband  speeds  would  t 
like  sucking  hot  fudge  through  a  straw. 

GETTING  PERSONAL 

FIVE  YEARS  AGO,  when  broadbar 
was  just  taking  off,  the  Web's  attractic 
was  less  obvious.  But  experts  in  Africa 
American  marketing  contend  that  blac 
oriented  TV  and  radio  programming  h 
diminished.  Prime-time  network  shov 
starring  blacks  have  all  but  disappear* 
amid  consolidation  and  a  dearth  of  blau 
writers;  radio  stations  play  plenty  of  hi 
hop,  but  far  less  classic  jazz  or  soul. 

In  the  meantime,  the  ever-more-pt 
sonalized  offerings  of  the  Web  have  e 
ploded.  African  Americans  can  downlo; 
the  music  they  like  from  sites  such 
Apple  Inc.'s  iTunes.  Video  and  mo\ 
libraries  abound,  as  do  sports  sites  th 
embellish  standard  TV  offerings  wi 
insider  videos  and  blogs  of  popular  / 
rican  American  athletes.  "The  oppc 
tunity  to  see  yourself  has  all  but  disa 
peared  in  traditional  media,"  says  K 
Smikle,  president  of  Target  Market  Ne\ 
a  newsletter  addressing  the  black  mark 
"Those  things  make  broadband  contin 
ally  appealing  to  African  Americans." 

The  Web  also  offers  social  and  econoi 
ic  services  other  groups  take  for  grant* 
Pew  data  show  that  73%  of  African  Ame 
cans  who  are  online  have  used  the  I 
for  school  or  training,  vs.  54%  of  whit 
Some  67%  of  black  Netizens  have  soug 
jobs  online,  vs.  39%  of  whites.  "Bla 
people  are  recognizing  that  broadba 
plays  a  big  role  in  removing  barrier 
says  Rey  Ramsey,  CEO  of  One  Econoi 
Corp.,  a  nonprofit  that  uses  technology 
help  low-income  people.  "Even  in  put 
housing,  there  is  an  enormous  interest 
getting  a  broadband  connection."  ■ 
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As  costs  continue  to  soar  and  liabilities  extend  farther  into  the 
future,  workers  compensation  demands  heightened  focus  and 
strategic  attention.  Marsh  can  help  you  lower  your  total  cost  of  risk 
and  improve  your  claim  outcomes  with  unrivalled  diagnostic  tools, 
deep  benchmarking  insights,  and  innovative  workforce  safety,  return 
to  work,  and  medical  management  strategies.  The  upside?  A  safer, 
more  productive  workplace.  To  learn  more,  visit  fincltheupside.com 
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ADVERTISING 


BEHIND  THOSE 
WEB  MERGERS 

Marketers  want  smarter,  targeted 
online  ads.  That's  driving  deals 


BY  ROBERT  D.  HOF  AND 
CATHERINE  HOLAHAN 

FORD'S  RECENT  MARCHING 
order  for  its  media  buys 
sounded  more  like  a  person- 
als ad  than  a  marketing 
campaign:  Find  us  women 
online  age  25  to  54  who  are 
independent  and  business- 
minded.  The  prize  for  delivering  this 
special  group  of  potential  buyers?  Ford 
Motor  Co.  would  pay  big  bucks  to  run 
more  than  200  million  ads  for  its  Lin- 
coln Mercury  line  over  three  weeks  on 
thousands  of  Web  sites.  So  Specific 
Media  Inc.,  an  online  ad-targeting 
network,  dove  into  its  massive  data 
troves,  which  contain  anonymous  Web- 
browsing  profiles  of  95%  of  the  U.S. 
online  population. 

Starting  Apr.  1,  anyone  whose  Web 
profile  made  them  appear  female  and 
interested  in  business— such  as  those 
who  had  visited  both  allrecipes.com  and 
CareerBuilder.com— was  served  a  Lin- 
coln Mercury  ad  when  she  surfed  to  a 
Specific  Media  network  site,  such  as 
Merriam-Webster.  Specific  Media  sold  ad 
space  to  Ford  for  a  good  deal  more  than 
Specific  paid  for  it— in  one  case,  62% 
more.  And  Ford  got  a  higher  number  of 
people  requesting  dealer 
locations  and  price  quotes 
than  if  it  had  simply  blan- 
keted random  Web  sites 
with  ads.  Says  Larry  Car- 
ney, digital  group  direc- 
tor for  WPP  Group-owned 
Team  Detroit,  which  hired 
Specific  Media:  "You  want 
to  know  that  every  di 
you're  spending  has  i 
return  on  investment." 

Indeed.  And  that  de 
mand  for  better  returns  or 
ad  spending  is  helping  tc 


drive  a  new  spate  of 
Internet  mergers  and 
acquisitions.  They're 
all  aimed  at  least  in 
part  at  amassing 
better  online  data  to 
help  divine  consumer 
interests  and  inten- 
tions, enabling  Web 
sites  to  serve  up  more 
relevant  ads— and  charge  more  for  them. 
In  a  deal  that  shook  both  Madison  Av- 
enue and  Silicon  Valley,  search  giant 
Google  Inc.  said  in  early  April  that  it  will 
spend  $3.1  billion  to  buy  Doubleclick 
Inc.,  one  of  the  largest  collectors  of  de- 
mographic consumer  data  on  the  Web. 
A  few  weeks  later,  Yahoo!  Inc.  paid  $680 
million  for  the  remaining  80%  it  didn't 
already  own  of  Right  Media  Inc. 

On  May  4  the  possibility  of  a  far  larger, 
multibillion-dollar  merger,  Microsoft 
Corp.  and  Yahoo,  was  the  talk  of  Wall 
Street  until  it  turned  out  that  discus- 
sions involving  a  purchase  of  Yahoo  had 
ended  months  ago.  Nonetheless,  some 
people  think  data  could  be  a  prime  mo- 
tive behind  any  partnership  that  may 
yet  emerge:  Microsoft's  valuable  demo- 
graphic data  provided  by  users  of  its  Hot- 
mail, MSN,  and  other  services  combined 
with  data  from  Yahoo's 


THE  STAT 


32% 

Google's  expected 
share  of  total 
Internet  advertising 
iollars  in  2007 


array  of  personalized  ser- 
vices could  offer  a  cred- 
ible challenge  in  ad  tar- 
geting to  Google's  highly 
relevant  search  ads. 

In  other  words,  the  rest 
of  online  advertising,  from 
banner  ads  to  video  spots 
to  pop-up  ads,  is  getting 
Googlified.  Google  made 
the  business  of  selling  ads 
against  search  results  a 
runaway  success— in  the 
process   making   display 


ads  less  attractive  to  advertisers.  Ncj 
only  can  advertisers  target  just  the  rigr I 
customers  based  on  search  terms  theJ 
type  in,  no  guessing  required,  but  thosj 
advertisers  also  can  track  exactly  ho1 
many  people  click  on  the  ad  and  whetht  | 
they  bought  something  as  a  result. 

MEASURABILITY  MINDSET 

NOW  MARKETERS  are  spoiled.  And 
big-brand  advertisers  move  online  ij 
greater  force,  they're  demanding  th 
ability  to  apply  the  same  kind  of  targej 
ing  and  measurability  they  get  froil 
paid  search  to  all  the  other  ads  they  rui 
"Everybody's  got  the  mindset  that  ever  I 
thing  should  be  measurable,"  says  Er 
Qualman,  head  of  North  America  ma  I 
keting  for  travel  site  Travelzoo  Inc.  Or  | 
reason:  While  targeted  ads  online  m; 
cost  about  twice  as  much  as  untargett  I 
ads,  they  can  produce  twice  the  retuij 
on  investment.  As  a  result,  says  David 
Veridin,  chief  executive  of  Carat  Amei  I 
cas,  the  agency  that  buys  online  ads  f< 
the  likes  of  Pfizer  Inc.,  "data  and  da  | 
analytics  are  the  next  big  battleground 
marketing." 

And  on  the  Internet.  Ad  networks  sue  | 
as  Specific  Media,  Blue  Lithium,  and  24, 
Real  Media  appear  to  be  on  the  short  li 
for  acquisition  by  major  media  and  te<  | 
companies.  In  fact,  analysts  believe  24,  i 
Real  Media  already  has  been  courted  1 1 
Microsoft  and  WPP.  ■ 

-With  Burt  Helm  in  New  Yo 
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While  climate  change  presents  a  daunting  array  of  potential 
liabilities,  Marsh  believes  there  are  real  opportunities,  if  you 
know  how  to  look.  We  can  help  you  assess  and  mitigate  your 
climate  related  exposures,  and  along  the  way  you  just  may 
discover  newfound  growth  driven  by  sustainability.  The  upside? 
A  cleaner  reputation,  a  cleaner  balance  sheet  and  possibly, 
a, cleaner  world.  To  learn  more,  Visit  findtheupside.com 
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The  Acura  RL: 


Technology  fialgfrbeen  elevated  to  a  completely  different  social  strata.  A  place  where  th< 
who  are  accir|i^Htd  to  having  power  and  control  now  have  more  of  each.  From  its  Su|  •% 


with  Technology  Package  shown.  'Real-time  traffic  monitoring  available  only  in  select  markets.  First  three  months' 
me  included.  ©2006  Acura.  Acura.  RL  and  Super  Handling  All-Wheel  Drive  are  trademarks  of  Honda  Motor  Co..  Ltd. 


"V^ri. 


andling  All-Wheel  Drive,™  to  its  real-time  traffic'  monitoring,  the'AcUra  RL  is  the  first  luxury 
itomobile  worthy  of  the  Chief  Technology  ^Officer.  Visit  acara.ebm  or  call  1-800-To-Acura. 
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EUROPE 


IMMIGRANTS 
WELCOME 

How  Spain's  open-border  policy  is 
driving  an  economic  and  social  revival 


BY  CAROL  MATLACK 

IMAGINE  WHAT  WOULD  HAPPEN 
if  a  prosperous  Western  nation 
threw  open  its  borders,  allowing 
immigrants  to  flood  in  virtually 
unchecked.  Soaring  unemploy- 
ment, overstretched  social  servic- 
es, rising  crime,  even  rioting  in  the 
streets?  Not  in  Spain. 

Over  the  past  decade,  the  traditionally 
homogeneous  country  has  become  a  sort 
of  open-door  laboratory  on  immigration. 
Spain  has  absorbed  more  than  3  mil- 
lion foreigners  from  places  as  diverse  as 
Romania,  Morocco,  and  South  America. 
More  than  11%  of  the  country's  44  mil- 
lion residents  are  now  foreign-born,  one 
of  the  highest  proportions  in  Europe. 
With  hundreds  of  thousands  more  arriv- 
ing each  year,  Spain  could  soon  reach  the 
U.S.  rate  of  12.9%. 

And  it  doesn't  seem  to  have  hurt  much. 
Spain  is  Europe's  best-performing  major 
economy,  with  growth  averaging  3.1% 
over  the  past  five  years.  Since  2002,  the 
country  has  created  half  the  new  jobs  in 
the  euro  zone.  Unemployment  has  plum- 
meted from  more  than  20%  in  the  1990s 
to  8.6%,  within  shooting  distance  of  the 


7.2%  euro  zone  average.  The  government 
attributes  more  than  half  this  stellar  per- 
formance to  immigration.  "We  are  very 
thankful  for  all  these  people  who  have 
come  here  to  work  with  us,"  says  Javier 
Valles,  economic  policy  chief  for  Prime 
Minister  Jose  Luis  Zapatero. 

If  anything,  the  worry  is  that  Spain  is 
a  bubble  waiting  to  burst.  Construction, 
which  accounts  for  18%  of  the  economy 
and  is  a  major  employer  of  immigrants, 
is  slowing  noticeably  after  a  decade- 
long  boom.  A  steep  decline  could  trigger 
social  conflict,  which  so  far  has  been 
minimal— perhaps  because  about  three- 
fourths  of  immigrants  come  from  Latin 
American  and  European  countries  with 
languages  and  culture  similar  to  Spain's. 

For  now,  Spain  is  keeping  the  wel- 
come mat  out.  Besides  providing  muscle 
for  construction,  immigrants  care  for 
children  and  the  elderly,  allowing  more 
Spanish  women  to  take  jobs  outside  the 
home.  They  do  backbreaking  agricultural 
labor  and  take  minimum-wage  positions 
in  restaurants  and  hotels.  "Spanish  work- 
ers don't  want  these  jobs,"  says  Marta 
Martin,  who  has  recruited  immigrant 
employees  for  the  Madrid-based  hotel 
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chain  NH  Hoteles.  And  the  governme 
says  immigrants'  tax  and  social  secur 
contributions  exceed  by  more  than  2C 
the  cost  of  public  services  they  use. 

Immigrants  are  weaving  vitality  ir 
Spanish  society,  too.  Stroll  throu: 
Tetuan,  a  vibrant  multiethnic  neighbc 
hood  in  north  central  Madrid,  and  yoi 
find  an  Ecuadoran  bakery,  a  Morocc 
furniture  shop,  and  an  everything-for 
euro  store  called  Los  Chinos  because 
owners  are  Chinese.  On  Calle  Bravo  M 
rillo,  Tetuan's  main  drag,  mobile-pho 
stores  and  bank  branches  beckon  w 
discounts  on  international  calls  and  w 
transfers.  "They  understand  now  ti 
we  are  a  good  market  for  them,"  Eci 
doran  immigrant  Mercedes  Factos  S£ 
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FACES  OF  MADRID 

(Clockwise 
from  top)  Dan 
and  Luminita 
Tecu  in  their 
Romanian  bakery 
in  the  suburbs; 
immigrants  at  a 
telecom  store  in 
Tetuan;  a  Chinese 
New  Year  parade 
in  the  capital 


)ver  lunch  at  San  Francisco  de  Quito,  a 
{etuan  cafe  that  serves  Ecuadoran  spe- 
cialties such  as  fried  yucca  and  toasted 
:orn.  Like  many  immigrant  women,  Fac- 
;os  arrived  on  her  own  and  found  a  job  as 
i  domestic  worker,  sharing  a  room  with  a 
■rousin  until  she  saved  enough  to  get  her 
j)wn  apartment  and  send  for  her  child. 

EUROPEAN  ANXIETY 

XRJLD  SPAIN  BE  A  MODEL  for  invigo- 
ating  aging,  slow-growth  societies  in 
Western  Europe  and  elsewhere?  Many 
:conomists  say  yes.  "If  you  make  your 
abor  market  more  open  and  flexible,  in 
I  world  where  populations  are  more  mo- 
)ile  and  economies  are  globalizing,  you 
ittract  people  who  want  to  work,"  says 


Eric  Chaney,  chief  economist  for  Europe 
at  Morgan  Stanley  in  London. 

Yet  in  much  of  the  developed  world, 
immigration  is  seen  as  a  threat.  Anti-im- 
migrant politicians  have  gained  strength 
even  in  tolerant  nations  such  as  Denmark 
and  the  Netherlands.  Nicolas  Sarkozy, 
elected  President  of  France  on  May  6,  ran 
on  a  platform  calling  for  stricter  border 
controls.  A  recent  poll  by  Harris  Interac- 
tive Inc.  showed  that  only  19%  of  British 
and  French  think  immigration  is  helping 
their  countries,  vs.  42%  of  Spaniards. 

Certainly  Spain  has  some  anxieties 
about  immigration.  A  deadly  2004  train 
bombing  in  Madrid,  blamed  on  a  Mo- 
roccan-led terrorist  group,  underscored 
the  risk  of  Islamic  extremism,  although 


there  have  been  no  major  attacks  since 
then.  More  recentiy,  Spaniards  have  been 
alarmed  by  news  reports  showing  African 
boat  people  trying  to  reach  Spain's  Canary 
Islands.  And  there  have  been  scattered 
incidents  of  anti-immigrant  violence. 

Compared  with  its  neighbors,  though, 
Spain  has  had  special  reasons  to  wel- 
come outsiders.  As  recently  as  the  mid- 
1990s  it  was  an  economic  backwater 
with  an  aging  population  and  per  capita 
income  only  80%  of  the  EU  average,  vs. 
96%  now.  But  lower  interest  rates  and  a 
healthy  dose  of  aid  from  Brussels  sparked 
a  recovery— spurring  demand  for  labor. 

GENEROUS  AMNESTY 

TO  FILL  JOBS,  Spain  looked  abroad.  Immi- 
gration rose  from  57,000  in  1998  to  more 
than  600,000  for  each  of  the  past  two 
years.  The  biggest  influx,  about  800,000 
since  the  mid-1990s,  came  from  Ecua- 
dor, followed  by  Morocco  and  Romania. 
Spain,  unlike  France  and  Germany,  places 
no  restrictions  on  immigration  from  the 
EU's  new  members  in  the  old  Soviet  Bloc. 
Many  from  other  countries  arrived  under 
the  radar:  An  estimated  25%  to  35%  of 
the  current  immigrant  population  is  il- 
legal. But  Spain  has  been  generous  with 
amnesty,  granting  legal  status  since  2000 
to  more  than  1  million  who  could  prove 
that  they  were  employed. 

Many  found  work  in  the  booming  con- 
struction sector.  Across  the  suburbs  of 
Madrid,  armies  of  hard-hatted  workers 
speaking  a  Babel  of  languages  are  building 
row  upon  row  of  apartment  high-rises  on 
freshly  bulldozed  hillsides.  "If  you  work 
well,  you  always  have  work,"  says  Constan- 
tin  Nitu,  a  Romanian  who  arrived  in  Spain 
in  1999  to  work  as  a  day  laborer  and  now 
runs  his  own  small  construction  business, 
employing  other  Romanian  immigrants. 

Now  budding  entrepreneurs  are 
branching  out  into  other  sectors.  Take  Lu- 
minita Tecu,  who  runs  a  thriving  bakery 
in  the  Madrid  suburb  of  Coslada  where 
she  sells  poppy  seed  pastries  and  other 
specialties  of  her  native  Romania.  Trained 
as  a  nurse,  she  arrived  in  Spain  in  1997 
with  little  more  than  a  suitcase  and  took  a 
job  caring  for  an  elderly  Spanish  woman 
while  her  husband  did  construction  work. 
By  2001,  they  had  saved  and  borrowed 
enough  from  friends  to  open  the  bakery. 
When  they  wanted  to  expand  the  business 
two  years  ago,  they  easily  got  a  $55,000 
loan  from  a  local  bank.  "At  first  my  idea 
was  to  stay  here  for  a  year,  earn  money, 
and  go  back,  but  now  I  know  I  won't 
leave,"  she  says.  "I  work  hard,  but  my  life 
is  like  a  fairy  tale."  ■ 

-With  Joan  Tarzian  in  Madrid 
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BY  STANLEY  REED 


What  Blair  Could  Teach  Sarkozy 

France's  new  President  might  learn  a  lot  about  building  a  vibrant  economy 


AS  TONY  BLAIR  prepares  to 
leave  10  Downing  St.  and 
Nicolas  Sarkozy  plans  his 
move  into  the  Elysee  Pal- 
ace, the  French  President- 
elect may  be  looking  wistfully  at  the 
big  changes  across  the  English  Chan- 
nel in  recent  years.  Sure,  when  Blair 
steps  down  this  summer,  he'll  do  so 
under  a  cloud,  largely  because  of  his 

support  for  the  U.S.  in  Iraq.  But  the 
Prime  Minister  also  leaves  behind  a 
Britain  that  has  been  transformed 
over  the  past  two  decades  into  a 
top  economic  performer.  More  im- 
portant, perhaps,  Blair  has  helped 
create  a  political  culture  that  is  Eu- 
rope's healthiest. 

Both  ends  of  Britain's  political  spec- 
trum generally  agree  that  the  country 
is  headed  in  the  right  direction.  The  To- 
ries and  Labour  may  not  see  exactly  eye 
to  eye.  No  one  who  has  witnessed  the 
raucous  questions  to  the  Prime  Min- 
ister in  Parliament  every  Wednesday 
would  think  confrontation  is  a  thing 
of  the  past.  But  both  sides  agree  on  the 
fundamentals:  a  free-market  economy, 
minimal  regulation,  and  the  need  to 
unleash  entrepreneurial  activity.  Blair 
"kicked  ideology  out,"  says  Peter  Kell- 
ner,  president  of  pollster  YouGov. 

In  France,  by  contrast,  the  conser- 
vative Sarkozy  and  his  Socialist  rival, 
Segolene  Royal,  fought  bitterly  over 
their  country's  direction.  Now,  Sar- 
kozy must  forge  a  political  consensus 
for  reform.  His  victory  may  have  given 
Sarkozy  momentum  to  push  through  changes  such  as  relax- 
ing the  35-hour  workweek  and  cutting  taxes.  But  the  changes 
France  needs  most  of  all,  namely  downsizing  the  public  sector, 
overhauling  costly  health  care  and  pension  systems,  and  relax- 
ing its  tough  labor  laws,  will  still  be  a  hard  sell  with  the  Social- 
ists and  even  with  some  voters  who  supported  Sarkozy. 

Britain's  relative  harmony  has  led  to  unprecedented  prosper- 
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Britain's  prosperity 
is  unprecedented 


ity.  Since  Blair  took  office  10  years  ago,  the  country  hasn't  had 
single  quarter  of  negative  growth.  The  average  price  of  a  hous 
has  tripled,  to  $350,000,  a  windfall  for  Britain's  millions  ( 
homeowners.  Unemployment,  long  a  chronic  problem,  is  no^ 
just  5-4%  compared  with  7.1%  in  Germany  and  8.8%  in  France 
Blair  didn't  fix  the  economy  single-handedly,  but  he  set  th 
tone.  If  s  easy  to  forget  that  back  in  the  mid-1990s  the  busines 
community  fretted  that  a  Labour  victory  would  mean  a  backlas 
against  Margaret  Thatcher's  free-market  reforms.  Blair  quick 
eased  those  fears,  vowing  on  the  day  after  his  election  that  thei 
would  be  no  return  to  the  leftist  dogma  that  had  kept  Labour  oi 
of  power  for  18  years.  Perhaps  the  greatest  testimony  to  Blair 
legacy  is  that  the  new  Conservative  leader,  40-year-old  Davi 
Cameron,  has  adopted  many  Laboi 
positions,  such  as  the  importance 
improving  the  state-run  national  healt 
system  and  tackling  global  warming 

If  anything,  Blair  has  made  Labot 
even  more  friendly  to  business  tha 
the  Tories  are.  In  the  past  decade,  tr 
City,  as  London's  financial  industi 
is  known,  has  come  into  its  own  as 
global  powerhouse  that  rivals  Ne 
York.  Despite  grumbling  about  tr 
excesses  of  private  equity  and  hedg 
funds,  the  City's  spectacular  dealmal 
ing  showers  wealth  across  the  countr 
"The  deregulation  of  the  financial  ma 
kets  largely  explains  the  success  of  tl 
British  economy,"  says  Eric  Chane 
Europe  economist  at  Morgan  Stanley 
Blair's  probable  successor,  Chai 
cellor  of  the  Exchequer  Gordc 
Brown,  isn't  likely  to  turn  back  tl 
clock.  Brown  may  be  a  curmudgeon 
Scottish  socialist,  but  he's  too  shrew 
a  political  tactician  to  do  anythir 
that  would  jeopardize  growth.  The  major  dangers  for  tl 
British  economy  are  not  from  the  politicians  but  from  tl 
same  risks  stalking  the  U.S.  It  is  possible  that  Britain,  to 
could  be  hurt  by  a  crunch  in  house  prices,  growing  det 
and  high  budget  deficits. 

Sarkozy  has  shown  his  admiration  for  Britain's  reforrr 
even  holding  a  campaign  rally  with  French  expatriates 
London.  And  there's  no  question  that  he  has  proved  himsell 
smart,  tenacious  fighter.  But  he  has  also  been  a  deeply  pols 
izing  figure  for  France.  Now,  as  his  friend  Blair  did,  he  needs 
set  a  new  tone  to  bring  his  countrymen  together.  ■ 

-With  Carol  Matlack  in  Pai 
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Roxanne  Tsosie  was 
thrilled  with  her 
1999  Saturn-until 
she  realized  that  her 
$150  payment  was 
due  twice  a  month, 
not  once 
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Special  Report 


The 


Poverty 
Business 


Inside  U.S.  companies5 
audacious  drive  to  extract 
more  profits  from  the 
nation's  working  poor 

by  BRIAN  GROW  &  KEITH  EPSTEIN 


ROXANNE  TSOSIE  DECIDED  IN  LATE  2005 
to  pull  her  life  together.  She  was  28  years 
old  and  still  lived  in  her  mother's  two- 
room  apartment  in  a  poor  neighborhood  in 
southeast  Albuquerque  known  as  the  War 
Zone.  She  survived  mostly  on  food  stamps 
and  welfare.  The  Tsosies  are  Navajo,  and 
Roxanne's  mother  wanted  to  move  back  to  a  reservation 
in  western  New  Mexico  where  the  family  has  a  dilapidated 
house  lacking  electricity  and  running  water.  Roxanne,  un- 
married and  with  four  children  of  her  own,  could  make  out 
her  future,  and  she  didn't  like  what  she  saw. 

With  only  a  high  school  diploma,  her  employment  op- 
tions were  limited.  She  landed  a  job  as  a  home-health-care 
aide  for  the  elderly  and  infirm.  It  paid  $15,000  a  year  and  re- 
quired that  she  have  a  car  to  make  her  rounds  of  Albuquer- 
que and  its  rambling  desert  suburbs.  A  friend  told  her  about 
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a  used-car  place  called  J.D.  Byrider  Systems  Inc. 

The  bright  orange  car  lot  stands  out  amid  a 
jumble  of  payday  lenders,  pawn  shops,  and  rent- 
to-own  electronics  stores  on  Central  Avenue  in  the 
War  Zone.  Signs  in  Spanish  along  the  street  prom- 
ise "Financiamosa  Todos"— Financing  for  AH.  On 
the  same  day  she  walked  into  Byrider,  Tsosie  drove 
off,  jubilant,  in  a  1999  Saturn  subcompact  she 
bought  entirely  on  credit.  "I  was  starting  to  think  I 
could  actually  get  things  I  wanted,"  she  says. 

In  recent  years,  a  range  of  businesses  have  made  financ- 
ing more  readily  available  to  even  the  riskiest  of  borrowers. 
Greater  access  to  credit  has  put  cars,  computers,  credit  cards, 
and  even  homes  within  reach  for  many  more  of  the  working 
poor.  But  this  remaking  of  the  marketplace  for  low-income 
consumers  has  a  dark  side:  Innovative  and  zealous  firms  have 
lured  unsophisticated  hoppers  by  the  hundreds  of  thousands 
into  a  thicket  of  debt  from  which  many  never  emerge. 
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Tax-prep  and  loan 
fees  cost  Thomas 
(center,  with  her  five 
children)  $453— for 
services  available 
elsewhere  for  free 


Federal  Reserve  data  show  that  in  relative  term 
that  debt  is  getting  more  expensive.  In  198 
households  earning  $30,000  or  less  a  year  paid  a 
average  annual  interest  rate  on  auto  loans  that  w; 
16.8%  higher  than  what  households  earning  mo: 
than  $90,000  a  year  paid.  By  2004  the  discrepanc  *,] 
had  soared  to  56.1%.  Roughly  the  same  thing  ha]  fin 
pened  with  mortgage  loans:  a  leap  from  a  6.4%  gc 
to  one  of  25.5%.  "It's  not  only  that  the  poor  are  pa 
ing  more;  the  poor  are  paying  a  lot  more,"  says  Sheila  C.  Ba 
chairman  of  the  Federal  Deposit  Insurance  Corp. 

Once,  substantial  businesses  had  little  interest  in  chasing  cu 
tomers  of  the  sort  who  frequent  the  storefronts  surrounding  tl 
Byrider  dealership  in  Albuquerque.  Why  bodier  grabbing  for  tl 
few  dollars  in  a  broke  man's  pocket?  Now  there's  a  reason. 

Armed  with  the  latest  technology  for  assessing  cred 

risks— some  of  it  so  fine-tuned  it  picks  up  spending  on  cig;    i 

rettes— ambitious  corporations  like  Byrider  see  profits  in  tho;    ^ 
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thin  wallets.  The  liquidity  lapping  over  all  parts  of  the  financial 
'world  also  has  enabled  the  dramatic  expansion  of  lending 
to  the  working  poor.  Byrider,  with  financing  from  Bank  of 
America  Corp.  and  others,  boasts  130  dealerships  in  30  states. 
At  company  headquarters  in  Carmel,  Ind.,  a  profusion  of  col- 
ored pins  decorates  wall  maps,  marking  the  372  additional 
franchises  it  aims  to  open  from  California  to  Florida.  Compu- 
Credit  Corp.,  based  in  Atlanta,  aggressively  promotes  credit 
cards  to  low-wage  earners  with  a  history  of  not  paying  their 
bills  on  time.  And  BlueHippo  Funding,  a  self- described  "direct 
response  merchandise  lender,"  has  retooled  the  rent-to-own 
model  to  sell  PCs  and  plasma  TVs. 

The  recent  furor  over  subprime  mortgage  loans  fits  into  this 
broader  story  about  the  proliferation  of  subprime  credit.  In 
some  instances,  marketers  essentially  use  products  as  the  bait 
to  hook  less-well-off  shoppers  on  expensive  loans.  "It's  the 
finance  business,"  explains  Russ  Darrow  Jr.,  a  Byrider  fran- 
chisee in  Milwaukee.  "Cars  happen  to  be  the  commodity  that 


With  their  wages 
stagnant  and 
spending  rising, 
the  working  poor 
are  borrowing 
more  to  buy 
cars,  computers, 
and  TVs 


we  sell."  In  another  varia- 
tion, tax-preparation  ser- 
vices offer  instant  refunds, 
skimming  off  hefty  fees.  At- 
torneys general  in  several 
states  say  these  techniques 
at  times  have  violated  con- 
sumer-protection laws. 

Some  economists  ap- 
plaud how  the  spread  of 
credit  to  the  tougher  parts 
of  town  has  raised  home- 
and  auto -ownership  rates. 
But  others  warn  that  in  the 
long  run  the  development 
could  slow  upward  mobil- 
ity. Wages  for  the  working 
poor  have  been  stagnant  for 

three  decades.  Meanwhile,  their  spending  has  consistently  and 
significantly  exceeded  their  income  since  the  mid-1980s.  They 
are  making  up  the  difference  by  borrowing  more.  From  1989 
through  2004,  the  total  amount  owed  by  households  earning 
$30,000  or  less  a  year  has  grown  247%,  to  $691  billion,  ac- 
cording to  the  most  recent  Federal  Reserve  data  available. 

"Having  access  to  credit  should  be  helping  low-income 
individuals,"  says  Nouriel  Roubini,  an  economics  professor  at 
New  York  University's  Stern  School  of  Business.  "But  instead 
of  becoming  an  opportunity  for  upward  social  and  economic 
mobility,  it  becomes  a  debt  trap  for  many  trying  to  move  up." 

HAPPY  AS  SHE  WAS  with  the  Saturn  she  bought 
in  December,  2005,  Roxanne  Tsosie  soon  ran 
into  trouble  paying  off  the  loan  on  it.  The  car 
had  103,000  miles  on  the  odometer.  She  agreed 
to  a  purchase  price  of  $7,922,  borrowing  the  full 
amount  at  a  sky-high  24-9%.  Based  on  her  conversation  with 
the  Byrider  salesman,  she  thought  she  had  signed  up  for  $150 
monthly  installments.  The  paperwork  indicated  she  owed  that 
amount  every  other  week.  She  soon  realized  she  couldn't  man- 
age the  payments.  Dejected,  she  agreed  to  give  the  car  back,  hav- 
ing already  paid  $900.  "It  kind  of  knocked  me  down,"  Tsosie 
says.  "I  felt  I'd  never  get  anywhere." 

The  abortive  purchase  meant  Byrider  could  dust  off  and  resell 
the  Saturn.  Nearly  half  of  Byrider  sales  in  Albuquerque  do  not 
result  in  a  final  payoff,  and  many  vehicles  are  repossessed,  says 
David  Brotherton,  managing  partner  of  the  dealership.  A  former 
factory  worker,  he  says  he  sympathizes  with  customers  who  bare- 
ly get  by.  "Many  of  these  people  are  locked  in  a  perpetual  cycle"  of 
debt,  he  says.  "It's  all  motivated  by  self-interest,  of  course,  but  we 
do  want  to  help  credit-challenged  people  get  to  the  finish  line." 

Byrider  dealers  say  they  can  generally  figure  out  which 
customers  will  pay  back  their  loans.  Salesmen,  many  of  whom 
come  from  positions  at  banks  and  other  lending  companies, 
use  proprietary  software  called  Automated  Risk  Evaluator 
(ARE)  to  assess  customers'  financial  vital  signs,  ranging  from 
credit  scores  from  major  credit  agencies  to  amounts  spent  on 
alimony  and  cigarettes. 

Unlike  traditional  dealers,  Byrider  doesn't  post  prices— which 
average  $10,200  at  company-owned  showrooms— directly  on  its 
cars.  Salesmen,  after  consulting  ARE,  calculate  the  maximum  that 
a  person  can  afford  to  pay,  and  only  then  set  the  total  price,  down 
payment,  and  interest  rate.  Byrider  calls  this  process  fair  and  ac- 
curate; critics  call  it  "opportunity  pricing." 

So  how  did  Byrider  figure  that  Tsosie  had  $300  a  month  left 
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over  from  her  small  salary 
for  car  payments?  Barely 
a  step  up  from  destitution, 
she  now  lives  in  her  own 
cramped  apartment  in  a 
dingy  two-story  adobe- 
style  building.  Decorated 
with  an  old  bow  and  ar- 
row and  sepia- tinted  pho- 
tographs of  Navajo  chiefs, 
the  apartment  is  also  home 
to  her  new  husband,  Joey 
A.  Garcia,  a  grocery-store 
stocker  earning  $25,000  a 
year,  his  two  children  from 
a  previous  marriage,  and 
two  of  Tsosie's  kids.  She 
and  Garcia  are  paying  off 
several  other  high-interest 
loans,  including  one  for  his 
used  car  and  another  for 
the  $880  wedding  ring  he 
bought  her  this  year. 

Asked  by  BusinessWeek  to 
review  Tsosie's  file,  Byrid- 
er's  Brotherton  raises  his 
eyebrows,  taps  his  keyboard,  and  studies  the 
screen  for  a  few  minutes.  "We  probably  should 
have  spent  more  time  explaining  the  terms  to 
her,"  he  says.  Pausing,  he  adds  that  given  Tsosie's 
finances,  she  should  never  have  received  a  24.9% 
loan  for  nearly  $8,000. 


That  still  leaves  her  $900  in  Byrider's  till.  "No      a  c|ass  action 
excuses;  I  apologize,"  Brotherton  says.  He  prom- 
ises to  return  the  money  (and  later  does).  In  most 
transactions,  of  course,  there's  no  reporter  on  the  scene  asking 
questions. 

A  QUARTER-CENTURY  ago,  Byrider's  founder,  the 
late  James  F.  Devoe,  saw  before  most  people  the 
untapped  profits  in  selling  expensive,  highly  fi- 
nanced products  to  marginal  customers.  "The 
light  went  on  that  there  was  a  huge  market  of 
people  with  subprime  and  unconventional  credit  being  turned 
down,"  says  Devoe's  38-year-old  son,  James  Jr.,  who  is  now 
chief  executive. 

The  formula  produces  profits.  Last  year,  net  income  on  used 


cars  sold  by  outiets  Byrider  owns  averaged  $825  ■  1 
Humphries  tried  to  apiece.  That  compared  with  only  $223  for  used  car; 

cancel  an  order  with        s°ld  as  a  sideline  by  new-car  dealers,  and  a  $31  los   s 
BlueHippobutwas  f°r  the  typical  new  car,  according  to  the  National  n 

refused  a  refund.  Now      Automobile  Dealers  Assn.  Nationwide,  Byrider  deal    i 
he's  a  lead  plaintiff  in       erships  reported  sales  last  year  of  $700  million,  u]i 


7%  from  2005.  [I 

"Good  Cars  for  People  Who  Need  Credit,"  thij  s 

company  declares  in  its  sunny  advertising,  bu  s 
some  law  enforcers  say  Byrider's  inventive  sales  technique  ) 
are  unfair.  Joel  Cruz-Esparza,  director  of  consumer  protecl  ac 
tion  in  the  New  Mexico  Attorney  General's  Office  from  200  j  in 
to  2006,  says  he  received  numerous  complaints  from  buyer!  it 
about  Byrider.  His  office  contacted  the  dealer,  but  he  neveJ  b 
went  to  court.  "They're  taking  advantage  of  people,  but  it's  ncl  ie 
illegal,"  he  says.  I  i 
Officials  elsewhere  disagree.  Attorneys  general  in  Kenl  te 
tucky  and  Ohio  have  alleged  in  recent  civil  suits  that  op  j  si 
portunity  pricing  misleads  customers.  Without  admittin|  est 
liability,  Byrider  and  several  franchises  settled  the  suits  i  j  (al 
2005  and  2006,  agreeing  to  inform  buyers  of  "maximur 
1~ 


stail  prices."  Dealers  now  post  prices 
omewhere  on  their  premises,  though 
till  not  on  cars.  Doing  so  would  put 
lem  "at  a  competitive  disadvantage," 
ays  CEO  Devoe.  Sales  reps  flip  through 
harts  telling  customers  they  have  the 
ight  to  know  prices.  Even  so,  Devoe 
ays,  buyers  "talk  to  us  about  the  price 
f  the  car  less  than  10%  of  the  time." 

Tsosie  recentiy  purchased  a  2001  Pon- 
ac  from  another  dealer.  She's  straining 
3  make  the  $277  monthly  payment  on  a 
4.9%  loan. 

Nobody,  poor  or  rich,  is  compelled  to 
ay  a  high  price  for  a  used  car,  a  credit 
ard,  or  anything  else.  Some  see  the 
ebate  ending  there.  "The  only  feasible  way  to  run  a  capitalist 
ociety  is  to  allow  companies  to  maximize  their  profits,"  says 
yier  Cowen,  an  economist  at  George  Mason  University  in 
airfax,  Va.  "That  will  sometimes  include  allowing  them  to  sell 
lings  to  people  that  will  sometimes  make  them  worse  off." 

Others  worry,  however,  that  the  widening  income  gap  be- 
Areen  the  wealthy  and  the  less  fortunate  is  being  exacerbated 
y  the  spread  of  high-interest,  high-fee  financing.  "People  are 
eing  encouraged  to  live  beyond  their  means  by  companies  that 
re  preying  on  low-income  consumers,"  says  Jacob  S.  Hacker,  a 
olitical  scientist  at  Yale. 

Higher  rates  aren't  deterring  low-income  borrowers.  Payday 
aiders,  which  provide  expensive  cash  advances  due  on  the  cus- 
Mner's  next  payday,  have 


BORROWING  BINGE 

BILLIONS  OF  DOLLARS 
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•THOSE  EARNING  $30,000  OR  LESS  A  YEAR,  IN  2004  DOLLARS 
Data:  Brookings  Institution  analysis  of  Federal  Reserve  data 


Mainstream  financial  institutions 
are  helping  to  fuel  this  explosion  in 
subprime  lending  to  the  working  poor. 
Wells  Fargo  &  Co.  and  U.S.  Bancorp 
now  offer  their  own  versions  of  payday 
loans,  charging  $2  for  every  $20  bor- 
rowed. Based  on  a  30-day  repayment 
period,  that's  an  annual  interest  rate  of 
120%.  (Wells  Fargo  says  the  loans  are 
designed  for  emergencies,  not  long- 
term  financial  needs.)  Bank  of  Amer- 
ica's revolving  credit  line  to  Byrider 
provides  up  to  $110  million.  Merrill 
Lynch  &  Co.  works  with  CompuCredit 
to  package  credit-card  receivables  as 
securities,  which  are  bought  by  hedge 
funds  and  other  big  investors. 

Once,  major  banks  and  companies  avoided  the  poor  side  of 
town.  "The  mentality  was:  Low  income  means  low  revenue,  so 
let's  not  locate  there,"  says  Matt  Fellowes,  a  researcher  at  the 
Brookings  Institution  in  Washington,  D.C.  Now,  he  says,  a  grow- 
ing number  of  sizable  corporations  are  realizing  that  viewed  in 
the  aggregate,  the  working  poor  are  a  choice  target.  Income  for 
the  40  million  U.S.  households  earning  $30,000  or  less  totaled 
$650  billion  in  2004,  according  to  Federal  Reserve  data. 

John  T.  Hewitt,  a  pioneer  in  the  tax-software  industry, 
recognized  the  opportunity.  The  founder  of  Jackson  Hewitt 
Tax  Service  Inc.  says  that  as  his  company  grew  in  the  1980s, 
"we  focused  on  the  low-hanging  fruit:  the  less  affluent 


lultiplied  from  300  in  the 
arly  1990s  to  more  than 
5,000.  Savvy  financiers 
re  rolling  up  payday  busi- 
tesses  and  pawn  shops 
3  form  large  chains.  The 
tocks  of  five  of  these  com- 
ianies  now  trade  publicly 
>n  the  New  York  Stock  Ex- 
hange  and  NASDAQ.  The 
nvestment  bank  Stephens 
nc.  estimates  that  the  vol- 
ume of  "alternative  finan- 
ial  services"  provided  by 
riese  sorts  of  businesses 
atals  more  than  $250  bil- 
on  a  year. 


Extreme  Interest 

A  growing  range  of  companies  sell  high-priced  products  to  the  working  poor 
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Reconditioned 
used  cars 

A  $7,922  auto  with 
no  down  payment  and 
a  24.9%  interest  rate 
ends  up  costing 
$10,900 


JACKSON  HEWITT 
TAX  SERVICE 

Tax-preparation 
services 

A  $4351  quick 
income  tax  refund 
costs  $453,  or  10.4%, 
in  preparation  and 
loan  fees 


BLUEHIPPO 
FUNDING 

Computers  and 
televisions 

Payments  on  a 
computer  available 
elsewhere  for  $800 
come  to  $1,348  over 
nine  months 


COMPUCREDIT 

Subprime 
credit  cards 

An  Aspire  VISA  comes 
with  $199  in  fees  and 
initial  payment,  a  $300 
credit  line,  and  starting 
interest  rate  of  21% 

Data:  Companies 
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BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments.  Join  the  conversation  about 
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people  who  wanted  their  money  quick." 

In  the  1990s,  Jackson  Hewitt  franchises  blan- 
keted lower-income  neighborhoods  around  the 
country.  They  soaked  up  fees  not  just  by  prepar- 
ing returns  but  also  by  loaning  money  to  taxpay- 
ers too  impatient  or  too  desperate  to  wait  for  the 
government  to  send  them  their  checks.  During 
this  period,  Congress  expanded  the  Earned-In- 
come  Tax  Credit,  a  program  that  guarantees 
refunds  to  the  working  poor.  Jackson  Hewitt  and 
rival  tax-prep  firms  inserted  themselves  into  this 
wealth-transfer  system  and  became  "the  new 
welfare  office,"  observes  Kathryn  Edin,  a  visiting 
professor  at  Harvard  University's  John  F.  Kennedy 
School  of  Government.  Today,  recipients  of  the  tax 
credit  are  Jackson  Hewitt's  prime  customers. 

"Money  Now,"  as  Jackson  Hewitt  markets  its 
refund-anticipation  loans,  comes  at  a  steep  price. 
Lakissisha  M.  Thomas  learned  that  the  hard  way. 
For  years,  Thomas,  29,  has  bounced  between  gov- 
ernment assistance  and  low-paying  jobs  catering 
to  the  wealthy  of  Hilton  Head  Island,  S.C.  She 
worked  most  recently  as  a  cashier  at  a  jewelry 
store,  earning  $8.50  an  hour,  until  she  was  laid 
off  in  April.  The  single  mother  lives  with  her  five 
children  in  a  dimly  lit  four-bedroom  apartment 
in  a  public  project  a  few  hundred  yards  from  the 
manicured  entrance  of  Indigo  Run,  a  resort  where 
homes  sell  for  more  than  $1  million. 

Thomas  finances  much  of  what  she  buys, 
but  admits  she  usually  doesn't  understand  the 
terms.  "What  do  you  call  it— interest?"  she  asks, 
sounding  confused.  Two  years  ago  she  borrowed 
$400  for  rent  and  food  from  Advance  America 
Cash  Advance  Centers  Inc.,  a  payday  chain.  She 
renewed  the  loan  every  two  weeks  until  last  No- 
vember, paying  more  than  $2,500  in  fees. 

This  January,  eager  for  a  $4,351  earned-income  credit,  she 
took  out  a  refund-anticipation  loan  from  Jackson  Hewitt.  She 
used  the  money  to  pay  overdue  rent  and  utility  bills,  she  says. 
"I  thought  it  would  help  me  get  back  on  my  feet." 

A  public  housing  administrator  who  reviews  tenants'  tax 
returns  pointed  out  to  Thomas  that  Jackson  Hewitt  had  pared 
$453,  or  10.4%,  in  tax-prep  fees  and  interest  from  Thomas' 
anticipated  refund.  Only  then  did  she  discover  that  various  ser- 
vices for  low-income  consumers 
prepare  taxes  for  free  and  prom- 
ise returns  in  as  little  as  a  week. 
"Why  should  I  pay  somebody 
else,  some  big  company,  when 
I  could  go  to  the  free  service?" 
she  asks. 

The  lack  of  sophistication  of 
borrowers  like  Thomas  helps 
ensure  that  the  Money  Now 
loan  and  similar  offerings  re- 
main big  sellers.  "I  don't  know 
whether  I  was  more  bothered  by 
the  ignorance  of  the  customers 
or  by  the  company  taking  ad- 
vantage of  the  ignorance  of  the 
customers,"  says  Kehinde  Pow- 
ell, who  worked  during  2005  as 
a  preparer  at  a  Jackson  Hewitt 
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THE  OTHER  BANKING  SYSTEM 

A  growing  number  of  Americans  seek  financial 
services  from  alternative  institutions 
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office  in  Columbus,  Ohio.  She  changed  jobs  voluntaril 
State  and  federal  law  enforcers  lately  have  objected  to  sorr 
of  Jackson  Hewitt's  practices.  In  a  settlement  in  January  of 
suit  brought  by  the  California  Attorney  General's  Office,  tr 
company,  which  is  based  in  Parsippany,  N.J.,  agreed  to  pE 
$5  million,  including  $4  million  in  consumer  restitution.  Tr 
state  alleged  Jackson  Hewitt  had  pressured  customers  to  tal 
out  expensive  loans  rather  than  encourage  them  to  wait  a  wee  |  |e 

or  two  to  get  refunds  for  free.  Tr 
company  denied  liability.  In  a  sej 
arate  series  of  suits  filed  in  Apr. 
the  U.S.  Justice  Dept.  alleged  th; 
more  than  125  Jackson  Hewi 
outlets  in  Chicago,  Adanta,  Di 
troit,  and  the  Raleigh-Durha] 
(N.C.)  area  had  defrauded  tr  n 
Treasury  by  seeking  undesera  m 
refunds. 

Jackson  Hewitt  stressed  th 
the  federal  suits  targeted  a  sing  1^ 
franchisee.  The  company  ai 
nounced  an  internal  investigatic 
and  stopped  selling  one  type  < 
refund-anticipation  loan,  know,  ; 
as  a  preseason  loan.  The  bulk  > 
refund  loans  are  unaffected.  Mo 
broadly,  the  company  said  in  ML 
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Titten  statement  prepared  for  BusinessWeek  that  customers 
re  "made  aware  of  all  options  available,"  including  direct 
lectronic  filing  with  the  IRS.  Refund  loan  applicants,  the 
ompany  said,  receive  "a  variety  of  both  verbal  and  written 
isclosures"  that  include  cost  comparisons.  Jackson  Hewitt 
dded  that  it  provides  a  valuable  service  for  people  who  "have 
need  for  quick  access  to  funds  to  meet  a  timely  expense." 
he  two  franchises  that  served  Thomas  declined  to  comment 
r  didn't  return  calls. 

INCENT  HUMPHRIES,  61,  has  watched  the  evolu- 
tion of  low-end  lending  with  a  rueful  eye.  Raised 
in  Detroit  and  now  living  in  Atlanta,  he  never 
got  past  high  school.  He  started  work  in  the 
T  early  1960s  at  Ford  Motor  Co.'s  hulking  Rouge 
ilant  outside  Detroit  for  a  little  over  $2  an  hour.  Later  he  did 
onstruction,  rarely  earning  more  than  $25,000  a  year  while 
jpporting  five  children  from  two  marriages.  A  masonry 
usiness  he  financed  on  credit  cards  collapsed.  None  of  his 
tiildren  have  attended  college,  and  all  hold  what  he  calls 
dead-end  jobs." 
Over  the  years  he  has  "paid  through  the  nose"  for  used 
irs,  furniture,  and  appliances,  he  says.  He  has  borrowed  from 
tort-term,  high-interest  lenders  and  once  worked  as  a  deliv- 
-yman  for  a  rent-to-own  store  in  Atlanta  that  allowed  buyers 
)  pay  for  televisions  over  time  but  ended  up  charging  much 
lore  than  a  conventional  retailer.  "You  would  have  paid  for  it 


With  late  fees 
and  interest,  the 
cost  of  McBride's 
original  $45,000 
student  loan  is  up 
to  $159,991 


three  times,"  he  says.  As 
for  himself,  he  adds:  "I've 
had  plenty  of  accounts 
that  have  gone  into  col- 
lection. I  hope  I  can  pay 
them  before  I  die."  His 
biggest  debts  now  are 
medical  bills  related  to  a 
heart  condition.  He  lives 
on  $875  a  month  from  Social  Security. 

Around  the  time  his  health  problems  ended  his 
work  as  a  bricklayer  eight  years  ago,  Humphries 
picked  up  a  new  hobby,  computer  programming. 
The  shelves  of  the  tidy  two-room  apartment 
where  he  lives  alone,  in  a  high-rise  on  Atlan- 
ta's crime-ridden  South  Side,  are  crammed  with 
books  on  programming  languages  Java,  C++, 
and  HTML.  He  spends  most  days  at  his  PC  on  a 
wooden  desk  nestled  in  the  corner. 

When  his  computer  broke  down  in  2005, 
Humphries  fretted  that  he  would  never  be  able  to 
afford  a  new  one.  A  solution  appeared  one  night 
in  a  TV  ad  for  a  company  with  a  catchy  name. 
BlueHippo  offered  "top-of-the-line"  PCs,  no  cred- 
it check  necessary.  He  telephoned  the  next  day. 

He  remembers  the  woman  on  the  other  end 
describing  the  computer  in  vague  terms,  but 
she  was  emphatic  about  getting  his  checking 
account  information.  She  said  BlueHippo  would 
debit  the  account  for  $124,  and  Humphries  then 
would  owe  17  payments  of  $71.98  every  other 
week.  At  the  time,  $800  would  have  bought  a 
faster  computer  at  Circuit  City  Stores,  but  he 
didn't  have  the  cash. 

It  wasn't  until  a  week  after  placing  his  order 
that  he  realized  that  BlueHippo's  terms  meant 
he  would  pay  $1,347.66  over 
nine  months,  Humphries  says. 
He  called  to  cancel.  The  com- 
pany told  him  that  would  take 
as  many  as  10  days,  he  says. 
When  he  called  again,  a  week 
later,  a  customer-service  rep- 
resentative   said    cancellation 
would  take  an  additional  15 
days.  "I  sensed  then  that  I  had 
my  hand  in  the  lion's  mouth," 
Humphries  says.   During  his 
next  call,  a  phone  rep  told  him 
BlueHippo   had   a   no-refund 
policy.  He  would  lose  his  $124, 
even  though  he  had  never  re- 
ceived a  computer. 
Humphries  takes  some  responsibility  for  this  frustrating 
encounter.  "I  should  have  done  my  homework"  before  order- 
ing, he  says.  But  he  also  believes  he  was  "strong-armed"  out  of 
$124.  He  was  angry  enough  to  send  a  detailed  complaint  to  the 
attorney  general  of  Maryland,  where  BlueHippo  is  based.  That 
led  to  his  becoming  a  lead  plaintiff  in  a  private  class  action 
pending  in  California  against  the  company.  The  suit  alleges 
that  scores  of  customers  were  similarly  duped.  BlueHippo 
denies  the  allegation  and  says  it  treats  all  customers  fairly. 
The  attorneys  general  of  New  York  and  West  Virginia  are 
investigating  the  company,  and  the  Illinois  AG  has  filed  a  con- 
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sumer-protection  suit  in  that  state.  In  response  to  a  Freedom 
of  Information  Act  request  by  BusinessWeek,  the  Federal  Trade 
Commission  says  it  has  accumulated  8,000  pages  of  consumer 
complaints  about  BlueHippo.  The  FTC  is  investigating  wheth- 
er the  company  has  engaged  in  deceptive  practices. 

Chief  Executive  Joseph  K.  Rensin  started  BlueHippo  four 
years  ago  at  the  same  Baltimore  address  where  he  had  operat- 
ed a  company  called  Creditrust  Corp.  Creditrust,  which  bought 
other  companies'  bad  customer  debts,  enjoyed  some  success 
but  ultimately  slid  into  Chapter  11  bankruptcy  proceedings. 
In  2005,  Rensin  and  his  insurer  agreed  to  pay  $7.5  million  to 
settle  shareholder  allegations  that  he  made  misleading  state- 
ments in  an  attempt  to  inflate  Creditrust's  stock.  Rensin  and 
the  company  denied  acting  improperly. 

Rensin  established  himself  anew  with  BlueHippo,  whose 
cartoon  mascot  adorns  a  sign  in  the  lobby  of  its  Baltimore 
building.  Most  of  the  200  employees  inside  answer  phones. 
Call-center  training  materials  reviewed  by  BusinessWeek  refer 
to  BlueHippo's  prime  prospects  as  families,  "typically  $25k/yr 
income  &  less"  who  "have  had  trouble  getting  credit." 

BlueHippo  sells  well-known  brands  such  as  Apple  Inc.  com- 
puters and  Sony  Corp.  televisions.  Gateway  Inc.  became  a  major 
supplier  in  December,  2003.  "We've  clearly  been  aware  of  their 
business  model  from  the  get-go,"  says  Gateway  spokesman 
David  Hallisey.  More  recendy,  Gateway  became  troubled  by  cus- 
tomer complaints  and  decided  earlier  this  year  to  sever  ties  with 
BlueHippo.  Given  its  knowledge  all  along  about  BlueHippo's 
methods,  why  did  the  separation  occur  only  this  year?  Hallisey 
explains:  "We're  publicly  traded  and  trying  to  make  a  profit,  so 
that's  a  consideration." 
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Credit  offers 
keep  coming  to 
the  Ajuria  sisters 
despite  their 
already  deep  debt 


Three  former  workers  sa 

BlueHippo    typically   tries    t< 

commit  consumers  to  regula 

electronic  debits,  then,  as  in  fh 

Humphries  case,  stalls  whe: 

they  cancel  orders  or  ask  abou 

receiving  shipment.  Many  cus 

tomers  give  up,  according  t 

these  employees.  Refusing  refunds,  the  company  keep 

whatever  money  it  receives,  whether  or  not  it  ships 

computer,  the  trio  of  former  employees  say.  "We  kne^ 

we  were  misleading  people.  They  weren't  getting  thei 

computers,"  says  Quinn  Smith,  a  former  call-cente 

salesman  who  says  he  was  fired  last  December  afte 

complaining  about  these  practices.  Smith  has  provide 

information  to  the  plaintiffs  in  the  California  class  actio 

but  isn't  a  party  to  the  suit. 

Rensin  declined  to  comment.  In  a  written  statt 
ment,  the  company  denied  any  impropriety.  It  said 
ships  purchases  when  promised,  though  it  acknow 
edged  that  consumers  who  can  purchase  product 
outright  "are  better  off'  doing  so,  rather  than  usin 
its  "hybrid"  layaway  and  installment  financing.  Th 
company  confirmed  that  it  refuses  refunds  but  sai 
customers  may  "use  any  funds  paid  to  purchase  oth( 
items  from  BlueHippo."  It  added  that  its  prices  ai 
relatively  high  because  of  the  "added  risk  of  dealin 
with  customers  who  have  poor  credit."  In  contrai 
to  its  training  materials,  the  company  said  its  typic 
customer  earns  more  than  $40,000  a  year. 

A  few  months  after  his  BlueHippo  experienc 
Humphries  did  buy  a  new  computer.  He  borrows 
$400  from  a  friend  and  bought  a  General  Qualii 
PC  from  Fry's  Electronics,  a  retail  chain.  The  lo£ 
covered  the  purchase  of  a  17-inch  flat-screen  monitor,  a  DV 
burner,  and  a  desktop  computer  with  a  40-gigabyte  hard  driv 
Humphries  tightened  his  belt  and  paid  his  friend  back  in  $1( 
installments  over  four  months,  interest-free. 


JUST  LIKE  EVERYONE  else,  the  working  poor  find  the 
mailboxes  stuffed  with  "pre-approved"  credit  card  c 
fers.  Luisa  and  Rose  Ajuria  have  trouble  saying  no.  Tl 
Ajuria  sisters  live  in  a  brown-brick  bungalow  on  Chic 
go's  financially  pressed  South  Side.  They  care  for  a  nie 
named  Caroline  and  five  cats.  Neither  sister  studied  past  hif 
school  or  married.  "Momma  said  I  wasn't  college  material 
says  Luisa,  57.  She  and  Rose,  54,  lived  most  of  their  lives  u 
der  the  strict  supervision  of  their  father,  Manuel,  who  died 
1993.  A  Mexican  immigrant  and  former  sheet-metal  press  o 
erator,  he  dutifully  paid  all  the  bills.  Every  week,  Luisa  hand- 
him  her  paycheck  from  Warshawsky  &  Co.,  an  auto-parts  sell 
where  she  worked  as  a  supervisor. 

The  sisters  now  manage  their  finances  themselves— 
their  own  admission,  badly.  Their  father  had  paid  off  t 
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RELIABLE  FRIENDS.  RELIABLE  INCOME.  RELIABLE  FUTURE. 

Transamenca  offers  insurance,  investment,  and  retirement 
strategies  designed  with  one  thing  in  mind — helping  you  get 
what  you  want. 


Contact  your  financial  professional  today 
or  call  1-800-PYRAMID. 


Transamerica 

The  Power  of  the  Pyramid' 


nsurance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
and  affiliates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
Purchase,  NY  10577.  Products  may  not  be  available  in  all  jurisdictions. 
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$60,000  mortgage.  But  twice  in  the  past  six  years,  Luisa 
refinanced  the  cluttered  bungalow,  using  the  money  to 
pay  bills  and  repair  aging  fixtures  in  two  bathrooms  and 
the  kitchen  of  the  75-year-old  house.  Now  there's  a  new 
$140,000  mortgage,  with  Wells  Fargo  charging  8%  inter- 
est. The  $1,130  monthly  payments  eat  up  more  than  half  of 
Luisa's  paycheck  from  her  current  job  as  a  secretary  at  the 
IRS.  If  she  also  made  full  payments  on  a  $9,000  home-equi- 
ty line  of  credit  from  HSBC  Finance  Corp.  and  a  half-dozen 
credit-card  accounts,  they  would  consume  the  rest.  In  total, 
Luisa  owes  creditors  $169,585.  "I  don't  read  things.  I  just 
sign  them,"  she  says. 

The  debt  has  forced  the  Ajurias  to  consider  selling  their  house 
and  moving  to  an  apartment.  But  it  hasn't  stopped  companies 
from  offering  more  credit.  Last  year,  Rose  received  a  come-on 
for  a  Tribute  MasterCard.  She  was  surprised  a  company  would 
offer  her  credit,  since  she  brings  in  only  about  $7,500  a  year  in 
disability  benefits  and  wages  as  a  part-time  worker  at  an  adult- 
day-care  center.  She  signed  up  for  the  card. 

Caroline,  the  32-year-old  niece,  who  is  agoraphobic  and 
rarely  leaves  the  house,  quickly  ran  up  $1,268  in  charges  on  the 
Tribute  card,  shopping  online  for  Christmas  and  birthday  gifts. 
Of  her  newest  card,  Rose  says:  "I  regret  this  one.  Truly,  I  do." 

Terms  of  the  Tribute  MasterCard  are  a  world  away  from  the 
money-back  and  frequent-flier  offers  familiar  to  more  prosper- 
ous cardholders.  Marketed  by  Adanta-based  CompuCredit,  a 
giant  in  the  subprime  card  business,  Tribute  MasterCard  offers 
no  such  fringe  benefits.  Rose  Ajuria's  card  carries  an  interest 
rate  of  28%,  compared  with  about  10%  on  a  typical  card.  Since 


she's  paying  only  a  nominal  $10  a  month,  the  debt  her  nieo 
incurred  is  growing  swiftly.  "I  think  we've  painted  ourselve; 
into  a  corner,"  Rose  says.  Many  Tribute  MasterCard  customer; 
pay  a  lower  20%  interest,  but  CompuCredit  typically  charge 
them  a  $150  annual  fee,  a  separate  $6  monthly  fee,  and  a  one 
time  payment  of  $20  required  before  using  the  card. 

This  is  the  sort  of  choppy  water  where  many  of  CompuCred 
if  s  customers  paddle— and  where  the  company  manages  to  fini 
profits.  CompuCredit  was  co-founded  11  years  ago  by  David  G 
Hanna,  scion  of  a  family  that  made  a  fortune  in  debt  collection 
Its  55-member  analytics  team  has  devised  models  to  asses 
more  than  200  categories  of  customer  data,  from  the  duratioi 
of  past  credit-card  accounts  to  the  number  of  bad  debts.  Th 
algorithms  apparently  work:  Last  year,  CompuCredit  reportet 
earnings  of  $107  million  on  $1.3  billion  in  revenue. 

Whether  the  company  will  make  money  on  Rose  Ajuria' 
account  is  uncertain  at  this  point.  CompuCredit  says  that  cus 
tomers  offered  the  Tribute  MasterCard  at  28%  generally  hav  ];«■ 
middling  credit  histories  and  that  it  is  willing  to  work  witi  | 
those  who  have  trouble  paying  their  bills. 

Executives  say  the  company  clearly  discloses  interest  rates  am 
imposes  fees  up  front  so  consumers  won't  be  surprised  later.  Bu 
in  February  CompuCredit  disclosed  that  the  FTC  and  the  FDH 
had  launched  separate  civil  investigations  into  the  marketing  c 
one  of  its  other  credit  cards.  The  company  denies  any  wrongdc 
ing.  As  a  goodwill  gesture,  it  says  it  has  stopped  charging  late  fee 
and  interest  on  accounts  more  than  90  days  past  due. 

On  its  Web  sites  and  in  its  marketing  brochures,  Compu|ln 
Credit  says  it  helps  customers  "rebuild  credit"  by  reportin 
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And  Pay  and  Pay  Later 


T 


■*  housands  of  low-income 
^adults  borrow  at  high  interest 
rates  to  go  back  to  school  to 
learn  new  skills.  Many  end  up 
falling  into  a  debt  spiral. 


John  Liles  of  Cleveland,  Ga.,  dreamed 
of  becoming  a  sports  coach. 
He  had  lost  his  $9-an-hour  job 
as  a  machine  operator  in  2005 
as  a  result  of  a  lengthy  bout 
with  diabetes.  His  illness  hadn't 
stopped  him  from  coaching  his 
children's  sports  teams,  however, 
and  he  hoped  to  turn  the  hobby 
into  a  career.  He  needed  an 
associate's  degree,  so  he  signed 
up  to  study  online  with  American 
Intercontinental  University  (AIU). 

To  obtain  loans,  the  school 
guided  him  to  SLM  Corp.,  better 
known  as  Sallie  Mae.  Liles,  now 
47,  says  he  explained  to  AIU  that 
he  couldn't  afford  interest  of  more 
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than  9%,  and  the  school  encouraged  him 
to  move  ahead  with  the  loan  application. 
Several  months  into  his  courses,  he  says 
he  was  shocked  to  discover  in  a  form  Sallie 
Mae  sent  him  that  one  of  his  loans,  for 
$6,000,  was  growing  at  18.1%.  It  would 


EXPENSIVE  DEBT 

As  private  lending  for  education  proliferates,  more 
students  are  carrying  debt  with  higher  interest  rates 

18  BILLIONS  OF  DOLLARS 

PRIVATE  LENDING 
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require  monthly  payments  of  $110  for  the 
next  15  years,  totaling  $19,924.  "I  can't 
afford  it,"  he  says. 

Cases  like  Liles'  are  proliferating  as 
the  cost  of  education  has  far  outpaced 
the  availability  of  low-interest  loans 
whose  repayment  the  federal  government 
guarantees.  With  enrollment  rising  in  trade 
schools,  more  lower-income  students  are 
relying  on  high-interest  private  loans,  such 
as  the  one  Liles  received.  "For  hundreds  of 
thousands  of  citizens,  the  worst  mistake 
they  ever  made  was  to  go  back  to  school," 
says  Alan  Collinge,  founder  of  advocacy 
group  Student  Loan  Justice. 

Many  borrowers  describe  the 
loan  process  as  opaque,  saying 
schpols  and  lenders  don't  explain 
interest  rates  or  postgraduation 
payments.  Some  borrowers  say 
they  were  unaware  that  private 
loans  are  different  from  less 
expensive  federally  guaranteed 
loans.  "When  you  hear  'Sallie 
Mae,'  you  think  of  somebody's 
favorite  aunt  baking  them  a  pie," 
says  borrower  Molly  Cosgrove  of 
Portland,  Ore.  "You  don't  think 
of  high-interest  loans."  Once  a 
federally  sponsored  organization, 
Sallie  Mae  became  a  fully 


From  Thin  Wallets,  Big  Money 

>ome  major  companies  do  a  substantial  business  in  the  market  for  the  working  poor 


HSBC  FINANCE 

Offers  subprime  mortgages 
and  credit  cards;  among  the 
largest  institutions  that 
finance  tax-refund  loans  sold 
by  tax-preparation  firms 


SALLIE  MAE 

Makes  private  loans  for 
education  that  tend  to  have 
much  higher  interest  rates 
than  federally  guaranteed 
loans 


WELLS  FARGO 

Extends  cash  advances, 
repaid  on  the  next  payday, 
to  customers  who  directly 
deposit  their  paychecks  into 
checking  accounts 


GMAC  FINANCIAL 
SERVICES  Owned  by 
General  Motors  and  Cerberus 
Capital,  it  finances  auto  loans 
to  subprime  borrowers  referred 
by  car  dealers 

Data:  BusinessWeek  the  companies 


ill  of  their  loan  payments  to  credit  bureaus,  unlike  traditional 
>ayday  lenders.  Not  that  altruism  drives  the  operation,  says 
:o-founder  Hanna.  "We're  not  going  to  chase  somebody  where 
ve  can't  make  money." 

EVEN  FOR  THOSE  WHO  climb  above  the  lowest 
rungs  of  the  economic  ladder,  a  legacy  of  debt  can 
threaten  to  undercut  progress.  Connie  McBride, 
a  44-year-old  computer  programmer  who  lives 
near  Tacoma,  Wash.,  grew  up  in  foster  homes 
tnd  has  led  an  adult  life  notably  lacking  in  stability.  She  has 
leld  decent  jobs  but  sometimes  has  subsisted  on  food  stamps. 
>he  earns  $47,000  a  year  as  a  freelance  programmer,  working 
irom  the  weather-beaten  aluminum  trailer  she  rents  for  $590 


hi 

i\ 

1    ^r- 

independent  corporation  in 
2004.  It  offers  both  private  and 
federally  backed  loans. 

After  losing  her  $20,000- 
a-yearjobata  call  center, 
Cosgrove  enrolled  in  Western 
Culinary  Institute  in  Portland 
in  2004,  planning  to  become 
a  chef.  She  says  the  school  lined  up  student 
loans  for  her  with  assurances  that  the  terms 
would  be  reasonable  and  her  diploma  would 
attract  appealing  job  offers.  She  asked  few 
questions.  Today,  Cosgrove,  33,  has  her 


Culinary  school 
left  Cosgrove  with 
$43,000  in  loans, 
mostly  at  an  interest 
rate  of  18.5% 


a  month.  Wind  whisdes  through  small  holes  in  the  walls,  and 
she  keeps  warm  in  the  winter  by  feeding  a  wood-fired  stove  on 
a  cracked  cement  foundation. 

McBride  showed  an  early  aptitude  for  math  and  received  a 
GED  at  age  16.  In  the  late  1980s,  she  studied  computer  science 
at  Washington  State  University,  sometimes  arriving  for  class 
with  her  three  young  children.  "Taking  those  classes,  given  my 
life,  I  felt  this  was  the  only  way  out,"  she  says. 

She  graduated  in  1992,  owing  $45,000  on  student  loans. 
That  debt  became  her  main  financial  burden,  she  says.  The 
9.5%  interest  rate  isn't  particularly  steep,  but  she  tended  to 
view  the  payments  as  less  pressing  than  putting  food  on  the  ta- 
ble or  paying  rent.  Late  fees  piled  up.  Today  she  owes  $159,991, 
up  from  $117,000  only  18  months  ago.  When  dunning  notices 
arrive,  she  tosses  them  in  the  stove. 

Personal  bankruptcy  proceedings  in 
2003  dissolved  dozens  of  McBride's  li- 
abilities. But  by  law  her  debt  to  student 
lender  SLM  Corp.,  better  known  as  Sal- 
lie  Mae,  wasn't  affected.  Every  month, 
$450  is  garnisheed  from  her  wages, 
reducing  her  take-home  pay  to  $1,338. 
The  garnishment  doesn't  even  cover 
interest  and  penalties,  let  alone  the 
principal.  Says  McBride:  "There's  no 
way  this  thing  will  ever  be  paid  off." 

New  obligations  are  piling  up.  She 
pays  $385  a  month  on  a  21%  car  loan. 
And  now  she's  buying  baby  supplies. 
McBride  says  her  adult  son  can't  deal 
with  his  4-month-old  daughter,  who 
has  medical  problems.  McBride  can't 
bear  the  thought  of  her  granddaughter 
going  to  a  foster  home.  So  she  is  post- 
poning nonessential  expenditures  such 
as  fixing  a  badly  chipped  front  tooth. 

McBride  acknowledges  her  mis- 
takes. "My  life  is  full  of  bad  decisions," 
she  says.  But  if  she  had  started  out 
with  the  funds  for  college,  she  wonders 
whether  she  would  at  least  be  able  to 
afford  an  apartment  and  a  trip  to  the 
dentist.  "If  you  have  money  to  begin 
with,  you  don't  have  these  issues  or 
these  kinds  of  bills,"  she  says.  "You 
don't  have  to  worry  about  the  rent  or 
pay  double  for  a  car."  ■ 

-With  Ben  Elgin  and 
Mara  Der  Hovanesian 


degree-and  $43,000  in  debt,  most  of  it 
accruing  interest  at  18.5%.  Unable  to  get  a 
job  as  a  chef  for  more  than  $8.50  an  hour, 
she  went  back  to  answering  phones  for 
$13  an  hour.  She  owes  Sallie  Mae  $553  a 
month  but  doesn't  have  anything  close  to 
that  to  spare.  "I  can't  see  a  way  out  of  the 
mess  I  inadvertently  created,"  she  says. 

Career  Education  Corp.,  which  owns  both 
AIU  and  Western  Culinary  Institute,  says  it 
is  not  responsible  for,  and  often  not  aware 
of,  loan  terms,  which  are  agreed  to  by  the 
student  and  lender.  It  adds  that  its  schools 
inform  students  that  private  loans  carry 
higher  interest  rates. 

Sallie  Mae  says  the  terms  of  its  private 
student  loans  are  made  clear  in  writing 
to  would-be  borrowers  before  any  money 
is  disbursed.  "These  are 
college  students.  At  some 
point  you  have  to  read  what 
you're  signing,"  says  Barry 
Feierstein,  Sallie  Mae's  senior 
vice-president  for  private 
credit  loans. 

The  lender  says  it  recently 
capped  rates  on  new  private 
loans  and  is  exploring  ways  to  relieve  the 
high  rates  facing  some  recent  graduates. 
"We  want  people  to  have  a  fighting  chance," 
says  Feierstein. 

-Ben  Elgin 
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Hyundai 


Still  Gets 
No  Respect 

Marketing  guru  Steve  Wilhite 
has  to  sell  drivers  a  new  story 


BY  DAVID  KILEY 

A  TENSE  STEVE  WILHITE 
paced  in  a  cavernous 
hall  at  New  York's  Jacob 
Javitz  Convention  Center 
on  the  afternoon  of  Apr. 
4,  intently  rehearsing 
his  presentation.  Hyun- 
dai Motor  America's  chief  operating  offi- 
cer was  about  to  introduce  the  South  Ko- 
rean company's  upscale  Genesis  sedan  to 
the  media  at  the  New  York  International 
Auto  Show.  He  was  worrying  over  his 
prepared  comments  about  the  $30,000 
to  $35,000  sedan,  which  he  would  soon 
audaciously  compare  with  both  die  BMW 
5  Series  and  the  Lexus  ES350. 

If  Wilhite  seemed  more  pensive  than 
enthusiastic,  it  was  because  his  briefcase 
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held  a  binder  of  consumer  data  spelling 
out  just  how  tough  it  was  going  to  be 
to  sell  the  Genesis,  or  in  fact  the  rest  of 
Hyundai's  higher-priced  models,  like  the 
$30,000  Azera  sedan  and  the  Veracruz 
SUV.  "We  have  no  brand,"  said  Wilhite, 
swigging  from  a  bottle  of  water  after  45 
minutes  of  running  his  lines.  "Zip." 

Wilhite,  54,  was  well  aware  of  Hyun- 
dai's challenge  before  taking  on  the  top 
job  at  Hyundai  Motor  America  last  Au- 
gust. As  senior  vice-president  for  glob- 
al marketing  at  Nissan  in  Tokyo  and 
vice-president  for  marketing  at  Nissan's 
North  American  operation  before  that, 
he  was  used  to  looking  at  Hyundai  as 
a  competitor.  He'd  seen  its  quality  im- 
prove "to  scary  levels,"  he  says— and 
sales  stall.  It  was  clear  that  the  company 


needed  a  new  "big  idea"  to  redefine  i 
brand  and  move  it  away  from  an  associ 
tion  with  cheap,  tin-pot  vehicles.  Wilhi 
had  reinvigorated  brands  before,  earnir 
marketing-guru  status  at  Volkswage 
in  the  1990s  when  he  led  the  Germr 
carmaker's  comeback,  largely  throug 
clever  advertising.  Then  he'd  gone  ( 
to  become  Apple  Computer  Inc.'s  tc 
marketer.  That  Hyundai  chose  Wilhite 
run  its  entire  U.S.  operation  says  volum 
about  how  critical  a  strong,  new  brar 
identity  is  to  Hyundai's  future. 

'MOST  IMPRESSIVE' 

THE  SOUTH  KOREAN  automaker  is  de 
perate  to  convince  consumers  that  its  ca 
and  SUVs  are  worth  premium  prices.  1 
impatience  to  see  results  is  understan 


Creating  and  migrating  CDS 
to  the  world's  most  advanced  settlement 
system  with  zero  error. That's 


certainty 


TATA 


Nowhere  is  the  pace  of  change  better  understood  than  in  global  capital  markets.  Canada's  CDS 
Clearing  and  Depository  Services  Inc.  (CDS)  aimed  to  build  a  trade  settlement  system  that  would 
be  capable  of  meeting  future  standards.  As  one  of  the  world's  fastest  growing  technology  and 
business  solutions  providers, Tata  Consultancy  Services  (TCS)  helped  CDS  to  meet  this  challenge. 
TCS  developed  a  highly  automated  system  that  not  only  slashed  the  trade  settlement  time  but 
also  dramatically  reduced  the  overall  cost  of  processing  securities.  Drawing  on  its  global 
expertise,  TCS  helped  CDS  respond  faster  to  markets,  setting  standards  for  one  of  the  most 
sophisticated  industries  in  the  world.  And  of  course,  enabling  CDS  to  experience  certainty. 

TATA  CONSULTANCY  SERVICES 

Experience  certainty. 

IT  Services  ■  Business  Solutions  ■  Outsourcing 
To  learn  how  your  business  can  experience  certainty,  visit  www.tcs.com 
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able.  Hyundai's  quality  is  actually  ahead 
of  Toyota's  in  J.D.  Power's  Initial  Quality 
Study,  and  behind  only  Lexus  and  Porsche 
(table).  Consumer  Reports  just  tapped 
two  of  Hyundai's  new  vehicles  as  "Most 
Impressive"  among  five  2007  models  it 
recendy  singled  out.  But  only  23%  of  all 
new-car  buyers  last  year  even  bothered  to 
consider  a  Hyundai.  That  compares  with 
65%  for  Toyota  Motor  Co.  and  more  than 
50%  for  Honda  Motor  Co. 

Despite  an  array  of  new  models  with 
quality  and  styling  at  levels  unimaginable 
even  as  recendy  as  five  years  ago— and 
more  discounts  to  boot— sales  growth 
has  flattened.  Hyundai's  inventory  of  un- 
sold vehicles  has  quickly  swelled.  The 
company,  which  was  the  fastest-growing 
carmaker  in  the  U.S.  from  2000  to  2005, 
had  a  target  of  selling  one  million  vehicles 
in  North  America  by  2010.  Forget  that. 
The  goal  has  been  quiedy  scaled  back 
to  700,000,  with  a  2012  benchmark  of 
900,000  sales.  Those  targets  are  still  am- 
bitious: Hyundai  sold  just  455,000  cars  in 
the  U.S.  last  year.  Even  so,  Hyundai  Motor 


GENESIS  The  new, 
upscale  sedan  will  have 
to  battle  Hyundai's 
budget  image 


story,  we  have  no  story,"  says  David  L. 
Zuchowski,  Hyundai's  vice-president  for 
sales.  And  the  price  story  is  under  pres- 
sure. The  Korean  won  has  appreciated 
nearly  25%  against  the  dollar  over  the 
past  three  years.  Wilhite  is  worried  that 
the  trend  will  make  it  tough  to  keep  of- 
fering more  standard  equipment  than 
competitors  do  while  boasting  sticker 
prices  about  6%  to  10%  lower  than  those 
of  rivals.  Hyundai  saw  a  double-digit 
decline  in  exports  to  the  U.S.  and  Europe 


Hyundai's  Dilemma 


QUALITY  IS  HIGH... 


...BUT  CONSUMERS 
AREN'T  BUYING  IT 


»J.D.  Power  Initial 
Quality  Study  2006 

»  New-car  buyers  who 
in  2006  considered  a: 


HYUNDAI      TOYOTA        HONDA 

No.3         No.4         No.6 


23%       65%       50% 


Data:  J  D  Power  &  As 


,  Hyundai  Motor  America 


Co.  CEO  Dong  Jin  Kim  recendy  told  the 
media  that  in  2007  he  expects  his  COO  to 
sell  100,000  more  vehicles  than  last  year. 

THE  YUGO  FACTOR 

THE  URGENCY  OF  Hyundai's  problem 
can  be  seen  in  the  football-field-size 
parking  lots  behind  its  two-year-old,  $1 
billion  plant  in  Montgomery,  Ala.  Sona- 
tas are  piling  up  as  the  factory  turns  out 
the  sedans  about  twice  as  fast  as  dealers 
order  diem.  Chrysler  was  harpooned  by 
Wall  Street  last  year  for  building  cars 
and  SUVs  without  buyers,  but  Hyundai's 
"sales  bank"  has  gone  largely  unnoticed. 
Sonata  sales  fell  30%  in  the  first  quar- 
ter, and  sales  of  the  Tucson  crossover 
and  brand-new  Entourage  minivan  have 
been  disappointing,  too.  Last  year,  the 
Korean  automaker's  earnings  fell  34%, 
to  $1.6  billion,  and  its  operating  profit 
margin  was  halved,  to  4.5%  from  a  heady 
9%  three  years  ago. 

The  bottom  line:  Hyundai  needs  a 
new  story.  "When  we  don't  have  a  price 
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in  2006  because  of  a  narrowing  price  gap 
with  more  highly  regarded  brands.  "If  s 
still  seen  as  an  entry-level  car  and  brand, 
and  we've  got  $30,000-plus  vehicles  ar- 
riving," says  Patrick  Terhaar,  a  Min- 
nesota dealer  with  three  Hyundai  stores 
and  plans  for  two  more.  Terhaar  calls 
Hyundai's  image  problem  "the  Yugo  fac- 
tor." Hyundai  entered  the  U.S.  market  in 
the  late  1980s  at  about  the  same  time  as 
the  much-joked-about  Yugoslavian  cars 
and  went  on  to  have  quality  problems 
that  almost  sank  the  brand. 

Wilhite  is  focused  on  repositioning 
Hyundai  as  an  overachieving,  under- 
appreciated brand  that  smart  people 
are  discovering.  While  briefing  the  ad 
agencies  bidding  for  the  new  Hyun- 
dai campaign,  he  evoked  the  "Drivers 
Wanted"  ad  campaign  that  Arnold  Com- 
munications created  for  Volkswagen  in 
the  mid-1990s,  as  well  as  the  classic  vw 
ads  from  the  1960s,  that  "made  consum- 
ers look  at  a  brand  through  a  different 
lens."  Says  Scott  Goodson,  CEO  of  ad 


agency  Strawberry  Frog 
"Even  when  you  show 
consumer  that  quality  i 
higher  than  Toyota,  the 
don't  believe  you." 

Pitches  ran  from  Sill 
anen  &  Partners'  strai 
egy  around  the  sloga 
"Smart  Move"  to  Straw 
berry  Frog's  somewhat  cosmic-soundin 
theme  around  the  word  "defog,"  mear 
to  play  to  Hyundai  buyers  who  purchase 
their  cars  based  on  facts,  not  the  fo 
of  fancy  imagery.  Arnold's  ad  line  wa  u 
"  Here's  to  More,"  with  the  idea  of  makin  m 
a  hero  out  of  a  brand  that  always  give 
consumers  more  features.  Kirshenbaur  |£| 
Bond   +   Partners'  line  "Why  Doesn 
Everyone?"  asked  why  every  carmake'  " 
doesn't  offer  all  the  standard  features  an  ^  |fj 
safety  engineering  of  a  Hyundai. 

In  the  end,  Wilhite  and  a  con 
mittee  of  managers  and  dealer 
opted  for  San  Francisco-base 
Goodby,  Silverstein  +  Partnern  [j 
Goodby  helped  to  define  Hyur 
dai's  problem  using  researe 
involving  200  people  who  size 
up  the  new  Veracruz  crossove 
When  a  group  was  shown  the  v< 
hide  without  any  identifying  lc 
gos  on  it,  71%  said  they'd  buy  i 
Once  the  Hyundai  logo  went  oi 
however,  that  dropped  to  529 
In  the  same  research,  a  Toyota  logo  lifrj.| 
intent-to-purchase  by  more  than  20% 

Goodby's  campaign,  due  out  by  Jun |  E 
is  expected  to  blanket  TV,  the  Interne 
and  newspapers  with  data  about  safel 
ratings,  quality,  and  value  pricing  u: 
ing  a  tone  that  agency  CEO  Jeff  Goodb 
describes  as  one  of  "disarming  honesty. 
The  idea  is  to  create  an  environment,  t 
says,  where  neighbors  and  co-workers  < 
Hyundai  buyers  completely  understan 
why  they  bought  a  Hyundai.  "Hyundai 
he  notes,  "has  no  social  currency  today.': 
Goodby's  slogan,  "Have  a  Nice  Car. 
bombed  with  Wilhite,  but  the  overa 
strategy  resonated.  It  compared  the  at .  „ 
tomaker's  difficulty  persuading  peop! 
to  trust  and  admire  Hyundai  to  Galileo 
persecution  for  suggesting  the  earth  n ,  £ 
tated  around  the  sun.  Says  Wilhite:  "Lil 
I  said,  we  need  a  big  idea."  ■ 


BusinessWeek  .com 


ONLINE:  For  more  details  on  Hyundai's  ad  review  anc 
the  agency's  pitches,  go  to  businessweek.com/extras. 


|tt 


K 


k 


It 


It! 

te- 


m 


:iTech  Oversight 

A  Shot 
At  Making 
Drugs 
Safer 

]ongress  could 
evamp  the  cozy  ties 
between  drugmakers 
md  the  FDA. 
fill  it? 


Y  JOHN  CAREY 

IN  1992,  THE  FOOD  &  DRUG  AD- 
ministration  made  what  some  now 
see  as  a  deal  with  the  devil.  Chroni- 
cally underfunded,  the  agency  was 
taking  two  years  or  more  to  review 
new  drugs.  The  pharmaceutical 
industry  was  losing  billions  in  po- 
ntial  sales.  AIDS  activists  were  scream- 
:g  that  people  were  dying  while  the  FDA 
Idled.  So  with  budget  increases  un- 
<ely,  the  FDA  and  drugmakers  made  an 
storic  bargain:  The  agency  agreed  to 
view  drugs  faster  if  industry  chipped 
i  to  help  pay  related  salaries  and  costs, 
worked.  For  a  mere  $40  million  in  fees 
1994—23%  of  review  costs— they  got 
Uions  of  dollars  in  extra  sales  by  being 
l  the  market  sooner. 
But  the  deal  turned  out  to  have  a  dark 
de.  Because  the  industry  money  was 
trmarked  for  drug  reviews,  it  wasn't 
mailable  for  other  FDA  functions  that 
ere  starved  for  funds.  One  such  problem 
'one— a  woefully  inadequate  system  for 
lotting  problems  with  drugs  after  they're 
^proved— puts  millions  of  Americans  at 
sk  for  drug-related  side-effects.  In  the 
>92  law,  "the  country  was  sold  a  bill  of 
>ods,"  says  Dr.  Jerry  Avorn,  a  professor 
'medicine  at  Harvard  Medical  School. 
Now  Congress  is  trying  to  tackle  unin- 
nded  consequences  from  the  bargain, 
must  act  because  the  clock  is  ticking, 
ithout  renewal  of  the  law,  the  FDA 


would  have  to  lay  off  hundreds  of  review- 
ers, sending  approval  times  soaring.  On 
the  flip  side,  the  current  debate  offers  a 
golden  opportunity  to  reshape  1992's 
uneasy  bargain. 

BEHOLDEN  TO  INDUSTRY 

SO  WILL  CONGRESS  keep  the  15-year  old 
deal,  or  seize  this  chance  to  negotiate  a 
new  one?  The  difficulties  and  underly- 
ing tensions  were  on  vivid  display  in  the 
debate  leading  up  to  a  May  9  Senate  vote. 
Lawmakers  reauthorized  the  user  fee  law, 
adding  drug  safety  provisions.  But  the 
final  bill  won't  take  shape  until  June  or 
later,  after  the  House  acts,  and  many 
experts  believe  the  final  action  Congress 
takes  will  fall  short  of  what's  really  need- 
ed. "There  are  a  lot  of  opportunities,  but 
many  of  them  will  be  missed,"  predicts 
George  Washington  University  professor 
Susan  F.  Wood,  a  former  top  FDA  official. 


What  is  clear  is  that  the  existing  law 
has  few  fans.  Critics  include  everyone 
from  public  health  interests  and  consum- 
er groups  to  the  pharmaceutical  industry 
itself.  Drugmakers  complain  that  the  fees 
are  soaring  to  a  proposed  $400  million 
in  2008.  "In  effect,  we  have  been  black- 
mailed," says  Peter  Barton  Hutt,  senior 
counsel  at  Covington  &  Burling,  who 
represents  drugmakers.  The  industry  ad- 
mits it  can  afford  the  increases.  But  the 
fact  that  companies  now  pay  more  than 
half  the  costs  of  reviews  "fuels  a  percep- 
tion problem  for  an  agency  that  regulates 
25%  of  the  U.S.  economy,"  argues  Biogen 
Idee  Inc.  Chief  Executive  Officer  James  C. 
Mullen.  If  the  FDA  continues  to  be  seen 
as  beholden  to  the  industry  it  regulates, 
doctors  and  patients  will  be  more  skepti- 
cal about  newly  approved  drugs,  and  that 
could  hurt  sales. 

Meanwhile,  the  shortfall  in  funding 
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Eva  Jeanbart  Lorenzotti 

Founder  and  CEO,  Vivre  Inc. 
Luxury  waies  for  discerning  tastes 


Ask  Eva  Lorenzotti  Why  She  Loves  Her  BlackBerry 

Inc.  isn't  about  luxury  in  a  conventional  sense.  Vivre  Inc.  is  about  discovering  the  world's  most 
special  things;:  It's  about  artistry,  and  most  importantly,  individuality.  Freedom  and  individuality  are 
gives  me.  And  it's  so  easy  to  use.  Wherever  you  go,  you  can  create.  You  can 
:-d  to  find  myself  stuck  in  places-airports,  taxis.  Now  I  never  feel  stuck  anymore. 
I  can  be  ere;.  :ie.  I  have  no  pen,  I  have  no  paper-l  have  my  BlackBerry." 

Find  out  how  BlackBerry  can  help  you  live  a  larger  life  atwww.blackberry.com/ask. 
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>r  FDA  activities  other  than  drug  re- 
news is  hurting  the  agency.  The  biggest 
mcern:  monitoring  drugs  after  they 
:ach  the  market.  Clinical  trials  car- 
ed out  before  approval  don't  detect  all 
ifety  issues.  Many  emerge  only  after 
dllions  of  people  start  taking  the  drugs, 
onically,  back  when  FDA  reviews  were 
ower,  Americans  were  safer  because 
uropeans  got  new  drugs  first,  thus  serv- 
ig  as  guinea  pigs. 

The  agency  relies  on  busy  doctors  to 
:nd  in  reports  of  suspected  injury  from 
rugs.  "That  captures  only  a  tiny  frac- 
on  of  the  adverse  events,"  says  former 


Enzi  (R-Wyo.),  the  chairman  and  rank- 
ing member,  respectively,  of  the  Senate 
Health,  Education,  Labor  &  Pensions 
Committee,  have  been  pushing  a  bill  that 
increases  the  toll  on  industry.  The  mea- 
sure would  beef  up  surveillance  of  drugs 
on  the  market  and  require  the  agency  to 
assess  the  risks  of  pharmaceuticals  dur- 
ing review.  "This  bill  gives  the  FDA  the 
necessary  resources  and  tools  so  moms 
and  dads  can  trust  that  the  products  at 
the  pharmacy  counter  are  safe  and  effec- 
tive," says  Enzi. 

Not  so  fast,  says  Big  Pharma.  Com- 
panies don't  want  to  pay  more  for  more 


An  Uneasy  Bargain 

Under  the  current  law,  drug  companies  must  pay  "user  fees"  to  cover 
more  than  half  of  the  FDA's  costs  for  reviewing  new  drugs.  The  law,  now  up 
for  renewal,  helps  speed  new  medicines  to  market-but  there  are 
trade-offs: 


PROBLEM 


»  User  fees  fund  only  drug  reviews  and 
don't  boost  the  FDA's  ability  to  spot 
safety  problems  with  drugs  that  are 
already  on  the  market. 


PROPOSED  REMEDY 


Over  industry  objections,  the  Senate  bill 
increases  user  fees,  puts  millions  into  a 
surveillance  system,  and  requires  the 
FDA  to  improve  risk  assessment. 


»  When  the  FDA  asks  companies  to  run 
new  trials  once  a  drug  is  approved,  they 
don't  always  comply. 


Congress  wants  to  give  the  agency 
authority  to  make  companies  follow 
through  with  trials  after  drug  approval. 


»  With  industry  paying  a  high 
percentage  of  drug-review  costs,  there's 
a  growing  perception  the  FDA  is 
beholden  to  the  industry  it  regulates. 


A  broad  coalition  of  patient  groups, 
companies,  and  others  is  pushing  for 
more  government  funding  for  the  FDA. 
But  it  faces  an  uphill  battle  in  a  time  of 
tight  budgets. 


DA  Commissioner  Dr.  Mark  B.  McClel- 
n.  Plus,  the  FDA's  staff  is  so  small  that 
Oficials  spend  an  average  of  just  eight 
linutes  on  each  report. 

There's  also  growing  evidence  that  the 
?ency  may  cut  corners  on  drug  reviews 
:cause  of  deadlines  in  the  user  fee  law. 
Drugs  approved  in  the  two  months  be- 
»re  the  deadline  seem  more  likely  to 
ave  problems  once  on  the  market,"  says 
harvard  professor  Daniel  Carpenter.  Such 
rugs  are  more  apt  to  be  withdrawn  or  to 
ave  warnings  added  to  their  labels. 

A  coalition  of  industry,  patient  groups, 
id  health  advocates  is  lobbying  Con- 
ress  to  boost  FDA  appropriations  to 
splace  industry  dollars.  Budget  increases 
re  hard  to  find,  though,  so  it's  virtually 
prtain  that  the  user  fee  law  will  be  re- 
ewed.  "It  will  pass.  The  question  is  what 
will  drag  along  with  it,"  says  Hurt. 

Many  interest  groups  want  to  add 
aw  provisions.  Senators  Edward  M. 
ennedy    (D-Mass.)    and    Michael    B. 


regulation.  Drugmakers  urge  "passage 
of  a  bill  free  of  extraneous  provisions," 
said  Billy  Tauzin,  president  of  the  Phar- 
maceutical Research  &  Manufacturers  of 
America,  in  a  statement. 

Industry  won't  get  exactly  what  it  wish- 
es. The  bill  that  the  Senate  passed  on  May 
9  does  include  the  Kennedy-Enzi  drug 
safety  provisions  and  new  protections 
for  the  food  supply.  But  drugmakers  beat 
back  efforts  to  allow  imports  of  cheaper 
drugs  from  Canada  and  continue  to  fight 
the  added  provisions.  Their  main  strat- 
egy: get  a  "clean"  user  fee  law  passed  by 
the  House  of  Representatives.  When  the 
House  and  Senate  versions  go  to  confer- 
ence to  hammer  out  their  differences, 
Senate  negotiators  will  have  an  uphill 
battle  selling  the  House  on  their  more 
comprehensive  approach. 

The  most  likely  upshot:  The  original 
bargain  will  receive  a  tweak.  But  the  op- 
portunity for  fundamental  change  could 
be  missed.  ■ 
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You  and  TSMC 
The  Power  of  Proven  Partnership. 


Whether  you're  developing  innovative  new  products  or  seizing  opportunities  in 
existing  markets,  TSMC's  proven  approach  to  partnership  can  help  you  reduce  risk, 
accelerate  time-to-market,  and  improve  yields. 

Our  unique  brand  ot  close  collaboration,  involving  multiple  levels  of  both  your 
organization  and  ours,  ensures  you  get  the  full  benefit  of  our  collective  experience- 
applied  across  a  broad  variety  of  technology  platforms,  including  90nm,  65nm, 
and  45nm. 

As  the  worlds  largest  foundry,  committed  to  increasing  capacity  for  advanced  and 
mature  technologies,  our  worldwide  manufacturing  facilities  are  100%  dedicated  to  our 
customers.  Which  means,  our  partnership  begins  with  our  integrated  design  services 
and  ends  only  when  you  achieve  business  success. 

Find  out  why  the  world's  leading  semiconductor  companies  trust  TSMC  with  their 
most  important  innovations.  Visit  www.tsmc.com 
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JTech  Developments  to  Watch 


:IOTECH 

;ancer 

iND  CANINES 

BOUT  20%  of  all  cancer 
atients  succumb  not  to 
le  disease  itself,  but  rather 
i  a  complication  called 
ichexia,  which  causes 
luscle  wasting,  fatigue,  and 
lemia.  Dogs  with  cancer 


can  get  cachexia,  too.  In  both 
man  and  man's  best  friend, 
the  condition  is  debilitating 
and  makes  it  difficult  to 
endure  chemotherapy  and 
radiation. 

Biotech  VGX  Pharma- 
ceuticals is  testing  a  form 
of  gene  therapy  for  canines 
with  cachexia.  Using  shots 
in  the  animals'  thighs, 
scientists  at  the  Blue  Bell 
(Pa.)  company  inject 
genes  that  are  taken  up 

by  cells,  resulting  in 
|^    higher  levels  of  the 
growth  hormone 
IGF-1.  That 
helps  reverse 
some  of  the 
symptoms  of 
cachexia. 
VGX  hopes 
to  develop 
a  similar 
technique 
for  humans. 
In  the 
meantime,  VGX 
is  seeking  approval 
in  Australia  to  use  its 
technique  in  pigs. 
When  the  therapy  is 
given  to  pregnant 
sows,  it  results  in 
bigger,  healthier 
piglets. 
-Arlene  Weintraub 
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INNOVATIONS 


MOBILITY 

NIMBLE  AS 
A KANGAROO 

AN  AUSTRALIAN  quadriplegic 
has  come  up  with  a  better 
wheelchair  design  that 
borrows  from  the  kangaroo. 
Colin  Johanson  of  Kangan 
Batman  Institute  of  Technical 
&  Further  Education  in 
Melbourne  designed  the 
Kangan  Roo  chair  to  have 
five  points  of  contact  with  the 
ground,  like  its  long-tailed 
marsupial  namesake,  instead 
of  the  standard  four— all  to 
make  it  more  maneuverable. 
The  chair's  length  can  be 
shortened  for  turning  in 
tight  spaces  or  stretched  for 
outside  cruising.  It  also  flexes 
at  the  center,  for  a  smoother 
ride  over  bumpy  terrain. 
Johanson  is  collaborating 
with  Georgia  Institute  of 
Technology  on  a  commercial 
version. 


IHEMOTHERAPY 

I0W  A  DIABETES  DRUG  MAY  FIGHT  CANCER 


ESPITE  A  SLEW  of  new  drugs 
tat  more  precisely  target 
imors,  chemotherapy 
rugs  that  kill  healthy  and 
ulcerous  cells  alike  are 
ill  the  most  common 
eatment.  Oncologists  are 
instantly  searching  for 
ays  to  make  these  toxic 
rugs  more  effective.  One 
)lution  may  be  a  widely 
sed  diabetes  treatment, 
laxoSmithKline's  Avandia. 
esearchers  at  Dana-Farber 
ancer  Institute  report  in  the 
lay  issue  of  Cancer  Cell  that 
vandia  dramatically  boosted 
le  efficacy  of  common 
lemotherapy  drugs  against 


a  variety  of  cancers  in  mice. 

Avandia,  approved  in  1999 
to  help  control  blood  sugar 
levels,  enhances  sensitivity 
to  insulin.  Several  years  ago, 
Dana-Farber  researcher 
Bruce  Spiegelman  observed 
that  the  drug  also  caused 
cancer  cells  to  stop  growing 
in  a  test  tube,  but  it  was 
ineffective  on  its  own  when 
tested  against  cancer  in 
humans.  Spiegelman  then 
decided  to  try  it  in  mice  in 
combination  with  platinum- 
based  chemotherapies  such 
as  cisplatin  and  carboplatin, 
which  destroy  cancer  cells  by 
damaging  their  DNA.  When 


tested  on  mice  with  lung 
cancer,  carboplatin  alone 
reduced  the  growth  of  cancer 
cells  by  about  60%.  But  when 
administered  with  Avandia 
the  cell  growth  was  reduced 
by  80%.  Similar  results  were 
reported  against  ovarian  and 
colon  cancer.  Dana-Farber 
oncologists  are  now  drawing 
up  plans  for  human  trials, 
which  could  start  later  this 
year.  "We  really  see  a  way 
forward  here  to  improve 
the  chemotherapy's 
effectiveness  for  multiple 
forms  of  cancer,"  says  Dr. 
George  Demetri,  a  Dana- 
Farber  researcher. 


Of  wired  walls 
and  brain  cells 


»  What  if  the  walls  had  not 

ears,  but  energy?  That's  the 
idea  behind  an  electricity- 
conducting  film  developed  at 
the  University  of  Tokyo  that 
could  one  day  be  used  as 
wallpaper,  wirelessly  powering 
up  electronic  devices.  Now, 
cell  phones,  laptops,  and  the 
like  need  to  be  plugged  into 
a  socket  for  recharging.  The 
researchers,  led  by  Takao 
Someya,  printed  a  matrix  of 
transistors,  position-sensing 
coils,  and  tiny  switches  onto  a 
plastic  sheet  just  1  millimeter 
thick.  It  can  detect  when  a 
gizmo  makes  contact,  then 
channel  up  to  40.5  watts  of 
power  to  it.  Humans  needn't 
worry— only  the  appliances 
would  receive  the  charge.  A 
tablecloth  of  this  material 
could  keep  a  computer  on 
the  table  juiced  up,  and 
wallpaper  might  power  a  flat- 
panel  TV. 

»Researchers  at  Columbia 
University  may  have  learned 
why  shocks  can  relieve 
depression.  They  discovered 
that  monkeys  given 
electroconvulsive  therapy 
(ECT)  grew  new  nerve  cells 
in  the  hippocampus,  the 
brain's  center  of  learning 
and  memory.  ECT  is  used  in 
humans  to  treat  depression, 
and  the  finding  supports  an 
emerging  hypothesis  that 
neuron  growth  is  necessary 
for  alleviating  the  symptoms 
of  the  condition.     -KenjiHall 

SHOCK  TREATMENT  Fresh 

growth  in  the  hippocampus 
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Squeezing  Out  Every  Drop 

In  Brunei,  Shell  has  figured  out  how  to  extract  rich  but  scattered 
deposits  —a  technique  it  plans  to  roll  out  worldwide 
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BRUNEI  Oil  and 

gas  accounts 
for  most  of  its 
$6  billion  in 
export  earnings 
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BY  STANLEY  REED 

AFTER    A    20-MINU'i  I 
flight    from    the    Sm 
tanate  of  Brunei,  t 
helicopter     lands 
a  massive  oil  drilli 
platform    in   the   rci 
ing  blue  waters  of  t 
South  China  Sea.  The  noise  from  whi   ?! 
ing  generators  and  spinning  pipe 
almost  unbearable.  On  the  slick  de< 
roughnecks  in  red  coveralls  wrestle  i  it 
free  up  pipe  stuck  miles  down  the  w 
hole  in  the  field  run  by  Royal  Dutapil 
Shell's  local  affiliate.  "I  have  been  dr; 
ing  for  22  years,  and  this  is  the  mc 
challenging  I've  ever  seen,"  says  Per 
Spencer,  chief  driller  on  the  rig. 

The  project  has  presented  plenty  of  ch  j 
lenges  for  Shell  over  the  years.  The  oil  gk 
discovered  the  field,  called  Champion  We 
back  in  1975.  With  half  a  billion  barrels ;  I 
oil  and  gas,  for  years  it  was  the  largest  i 
developed  find  for  Brunei  Shell  Petrolei 
(BSP),  the  oil  giant's  50-50  joint  venti 
with  the  Brunei  government.  Champi 
West's  rich  deposits  went  untapped 
nearly  three  decades  because  they're  sc  | 
tered  in  hundreds  of  small  pockets  m( 
than  two  miles  beneath  the  seabed,  maki 
them  too  expensive  to  drill.  "This  is  one 
the  most  complex  geological  structures 
the  world,"  says  Brigitte  Dale-Pine,  She 
project  leader  for  Champion  West. 
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MODEL  FIELD 

AFTER  SEVERAL  FAILED  attempts 
open  the  field,  Shell  engineers  in  20 
finally  came  up  with  an  approach  tl 
the  company  says  is  the  first  of  its  kii 
BSP  is  drilling  "snake  wells"  that  be 
horizontally  for  miles  below  the  seabi 
twisting  and  turning  with  precision  to 
computer-modeled  targets  just  a  few  fi 
wide.  BSP  is  now  able  to  connect  as  ma 
as  a  half-dozen  pockets  of  oil  with  each 
these  snake  wells.  Then  BSP  installs  t 
called  smart  equipment— arrays  of  vah 
and  sensors— in  the  wells,  letting  the  co 
pany  adjust  the  flow  of  oil  from  each  1 
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voir  remotely  from  computers 
ishore.  If  too  much  gas  or  water 
eeps  into  a  section,  engineers 
n  close  it  down  but  keep  the 
st  of  the  well  pumping  oil. 
Today,  Champion  West  is  a 
odel  field  for  Shell  and  has 
come  a  prototype  for  its  opera- 
>ns  worldwide.  Shell  plans  to 
troduce  similar  technology  at 
out  20  sites  around  the  world, 
eluding  Oman,  the  North  Sea, 
d  Nigeria. 

With  the  smart  technology,  the 
mpany  expects  to  get  double 
e  oil  that  it  would  have  recov- 
2d  from  Champion  West  had 
used  conventional  methods, 
ich  snake  well  does  the  work 
three  standard  wells,  which 
:lps  cut  development  costs  by 
%  or  more.  BSP  is  investing 
.5  billion  to  drill  20  wells  that 
e  company  hopes  will  eventu- 
y  produce  the  equivalent  of 
ore  than  300  million  barrels 
oil.  By  running  the  wells  re- 
otely,  BSP  can  reduce  operating 
sts  by  some  20%  and  also  limit 
e  risks  associated  with  keeping 
ople  on  the  platform  offshore. 
Tie  technology  that  Shell  is 
veloping  is  critical  for  maxi- 
izing  the  value  of  their  assets," 
ys  Judson  L.  Jacobs,  a  technol- 
y  specialist  at  Cambridge  En- 
gy  Research  Associates. 
The  Brunei  operation  places 
iell  at  the  forefront  of  the 
dustry's  push  to  coax  more 
ude  out  of  existing  fields.  As 
e  likes  of  Venezuela's  Hugo  Chavez 
id  Russia's  Vladimir  Putin  put  the 
ueeze  on  multinational  oil  giants, 
tell  and  its  rivals  are  more  interested 
an  ever  in  getting  every  drop  they  can 
)m  their  wells  worldwide.  And  with 
ices  at  stratospheric  levels,  they've 
it  the  cash  needed  to  experiment  with 
:hnologies  that  will  let  them  eke  out 
ore  from  current  operations  rather 
an  looking  for  new  sources  of  oil  in 
er  more  remote  locations.  If  s  "cheap- 
,  more  secure,  and  more  manageable" 
produce  additional  oil  through  inno- 
tion,  says  Richard  G.  Gordon,  presi- 
:nt  of  Gordon  Energy  Solutions,  an 
rerland  Park  (Kan.)-based  consultant. 
Shell's  warm  relationship  with  Brunei 
is  helped  make  the  country  a  testing 
ound  for  these  new  technologies.  The 
lglo -Dutch  company  has  been  doing 
isiness  in  the  enclave  of  380,000  on 
wneo's  north  coast  since  1913.  Every 


Oil 
Smarts 

How  technology 
is  helping  Shell 
get  more  from 
its  Brunei  fields 


Snake  wells 

connect  up  to  a 
half-dozen  pockets 
of  oil  that  stretch 
horizontally  for  as 
much  as  three  miles 


year,  BSP  Managing  Director  Grahaeme 
Henderson,  a  Shell  veteran,  and  Malcolm 
Brinded,  Shell's  executive  director  for 
exploration  and  production,  visit  Sultan 
Hassanal  Bolkiah  to  review  the  venture 
and  ensure  that  relations  stay  smooth. 
BSP  produces  nearly  all  of  Brunei's  $6 
billion  in  export  earnings  and  is  a  major 
source  of  energy  in  the  region.  So  the 
Sultan— a  technology  buff  and  a  pilot  who 
sometimes  flies  his  own  jumbo  jet— is 
willing  to  help  foot  the  bill  for  innovations 
needed  to  keep  his  fields  pumping  even  as 
they  age  and  output  starts  to  tail  off.  That 
attitude  "has  made  it  good  for  us,"  says 
Peter  E.  Slaiby,  who  runs  BSP's  operations 
in  the  eastern  portion  of  Brunei.  "In  a  lot 
of  countries  people  are  risk- averse." 

Shell's  cooperation  with  the  govern- 
ment makes  it  a  major  presence  in  Bru- 
nei. About  300  of  BSP's  3,000  employees 
are  expat  engineers  and  geologists  from 
Shell.  They  operate  existing  fields  and 


plot  assaults  on  new  ones. 
Most  of  the  expats  live  in 
a  quiet  compound  on  the 
edge  of  a  rainforest,  where 
enormous  black  hornbills 
perch  in  the  trees,  evil- 
tempered  monitor  lizards 
prowl  the  gardens  hoping 
to  make  a  meal  of  a  house- 
hold pet,  and  "nodding 
donkeys"— old-fashioned 
oil  rigs— pump  crude  from 
a  field  near  the  tidy  bun- 
galows and  apartments. 
There's  even  a  soaring 
monument  celebrating  the 
billionth  barrel  of  oil  pro- 
duced from  that  original 
field,  called  Seria,  in  1991. 

PUSHING  PASTA 

DEVELOPING  THE  tech- 
nologies used  at  Cham- 
pion West  hasn't  always 
gone  smoothly.  Although 
engineers  use  sophisti- 
cated computer  models  to 
design  the  wells,  they're 
miles  long  and  twist  and 
turn,  straining  the  limits 
of  the  equipment.  Some- 
times the  computer  mod- 
els don't  accurately  reflect 
what's  really  going  on  un- 
der the  seabed.  Recently  a 
steel  lining  being  threaded 
down  a  new  well  got  hung 
up  just  600  feet  from  the 
end.  "The  analogy  I  imag- 
ine is  pushing  a  cooked 
spaghetti,"  says  project 
leader  Dale-Pine.  Shell  and  its  drilling 
subcontractor,  Norway's  Seadrill  Ltd., 
had  to  seal  the  hole  and  bore  a  new  one 
for  almost  three  miles— a  glitch  likely  to 
cost  millions  of  dollars. 

Overall,  though,  the  new  techniques 
are  paying  off.  Champion  West  pro- 
duces some  70,000  barrels  of  oil  a 
day,  about  a  third  of  BSP's  output.  And 
five  of  the  eight  wells  already  drilled 
at  Champion  West  are  BSP's  leading 
producers.  Thanks  to  the  strong  perfor- 
mance of  the  wells  and  high  oil  prices, 
Dale-Pine  says  the  early  capital  costs 
of  the  project  were  paid  off  within  a 
few  months  after  production  began  in 
December,  2005.  In  such  a  complicated 
field,  "you  get  ups  and  downs,"  she 
says.  But  as  Shell  prepares  to  deploy 
the  technology  worldwide,  the  com- 
pany is  betting  that  the  lessons  learned 
in  Brunei  will  help  it  keep  output  going 
up  while  holding  costs  down.  II 


Valves  and  seals 

are  placed  in  the  oil 
deposits  so  a  pocket 
can  be  isolated  if  it 
starts  pumping  too 
much  water  or  gas 
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InfoTech  Networks 


Microsoft  and  Cisco: 
Can  They  Still  Be  Pals? 

They  need  each  other,  but  in  the  race  toward 
networked  computing,  each  is  out  to  be  top  dog 


BY  PETER  BURROWS 
AND  JAY  GREENE 

IN  RECENT  YEARS,  CIS- 
CO CEO  John  Chambers 
and  Microsoft  CEO 
Steve  Ballmer  have  met 
each  quarter  to  discuss 
ways  for  the  tech  ti- 
tans to  work  togeth- 
er—and work  through  areas 
where  they  compete.  But  this 
"co-opetition"  relationship  is 
increasingly  tilting  more  to- 
ward competition. 

At  stake  is  which  company 
will  be  best  positioned  to  cash 
in  on  a  critical  technological 
shift  toward  networked  com- 
puting. The  clash  was,  in 
retrospect,  inevitable:  Cisco 
Systems  Inc.  built  its  router 
empire  by  correctly  envisioning  a  world 
in  which  all  manner  of  digital  traffic,  from 
songs  to  sophisticated  corporate  business 
applications,  would  be  doled  out  over 
the  Internet  rather  than  being  trapped  in 
stand-alone  devices  such  as  the  PC. 

Now  that  Cisco  has  sold  most  of  the 
routers  that  make  up  the  foundation  of  this 
network,  the  action  is  moving  to  the  ser- 
vices that  run  on  it.  That's  why  Microsoft 
Corp.  is  racing  to  make  its  PC  programs 
more  network-centric— and  why,  with  far 
more  experience  and  brand  awareness  for 
selling  consumer  and  business  software,  it 
represents  a  threat  to  Cisco's  hegemony. 

The  two  have  a  similar  view  of  the 
future.  They  agree  that  networked  soft- 
ware will  help  users  pull  down  informa- 
tion with  the  device  of  their 
choosing  and  let  them  share  it 
in  ever  more  useful  ways.  The 
moment  an  inventory  manage- 
ment program  spots  a  parts 
shortage,  the  network  could 
send  alerts  to  whichever  de- 
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vice  is  specified,  be  it  PC,  cell 
phone,  or  whatever.  Then  it 
could  arrange  a  Web  confer- 
ence with  the  supplier. 

How  that  happens  is  where 
Cisco  and  Microsoft  diverge. 
Cisco  thinks  the  key  is  to  build  most  of 
these  smarts  into  the  network  itself.  That 
way,  all  programs  and  devices  can  work 
together,  securely  and  glitch-free,  based 
on  one  set  of  rules.  This  could  make  Cisco 
the  reigning  "platform"  player,  positioned 
as  IBM  was  in  the  mainframe  era  or  Mi- 
crosoft when  PCs  were  king. 

Microsoft  executives  believe  the  pri- 
ority is  still  the  programs  people  use 
to  actually  get  things  done.  So  they  are 
introducing  innovations  to  let  key  ap- 
plications, such  as  the  Office 
productivity  suite,  make  bet- 
ter use  of  the  Net.  And  they're 
counting  on  their  experience  in 
building  software  that's  easy  to 
use.  "[Cisco's]  strength  tends 
to  be  on  the  hardware  side  of 


BALLMER,  CHAMBERS 

One  battle  centers  on 
the  office  phone— and 
how  it  works  with 
other  digital  devices 


things,"  says  Jeffrey  S.  Raikes,  presic  I 
of  Microsoft's  Business  Div. 

The  clearest  lines  of  battle  involve  1 
to  get  digital  devices  to  work  in  syr 
particularly  the  office  phone.  Cisco  se 
$10  billion  opportunity  in  software  t 
for  starters,  would  cause  a  speaker  ph 
to  turn  on  the  moment  a  user  launc 
a  Web  conference,  without  having 
dial  a  separate  call-in  number.  Cisco 
grabbed  24%  market  share  in  office  ph 
systems,  with  Internet  technology  that 
ables  free  calling  over  computer  netwo 
That  means  12  million  Cisco  phones 
able  to  use  its  Unified  Communicati 
software.  "Microsoft  has  given  us  a  th: 
year  lead,"  said  Chamber 
a  conference  in  April.  H 
we've  never  lost  a  game  w 
we've  had  a  three-year  lea 
Chambers  sounded  e 
more  feisty  after  report 
the  latest  quarter,  in  wf 
profits  rose  34%.  In  an  ol 
ous  dig  at  Microsoft,  he  ss- 
"When  we  do  move  into  i 
markets,  we  don't  take 
years  to  make  a  profit.  Th 
a  difference  from  our  peei 
Still,  Cisco  must  prove  1 
it  can  sell  products  to  act 
business  users,  not  just 
network  administrators  \ 
support  them.  It  has  tai 
some  surprising  steps 
that  direction.  Last  year  it 
veiled  "telepresence"  syste 
$300,000  videoconferenc 
rooms  outfitted  with  bankk 
video  screens  and  high-i 
audio  devices.  And  on  IV 
15,  Cisco  shocked  competit 
by  buying  Web-conferenc 
leader  WebEx  Commun 
tions  Inc.  for  $3.2  billion. 
That  puts  it  in  direct  competition  w 
Microsoft,  which  is  No.  2  with  its  I. 
Meeting  service.  Microsoft's  big  pi 
will  come  in  June  when  it  begins  prod 
ing  a  host  of  products,  including  Mic 
soft  Office  Communicator  2007. 

Despite  the  jockeying,  this  battle  in 
likely  to  get  as  nasty  as,  say,  Apple 
Microsoft.  Cisco  and  Microsoft  still  n< 
to  cooperate  in  plenty  of  areas— in  p 
because  their  customers  demand  it.  A 
Cisco  wants  to  be  in  the  running  for  hi 
contracts  to  outfit  new  data  centers  be 
built  by  Microsoft.  Says  Cisco  Chief  1 
velopment  Officer  Charles  H.  Giancai 
"Ninety  percent  of  our  businesses  are  v 
synergistic.  We've  been  very  clear  w 
them  [about  areas  where  they'll  compe 
and  they've  been  very  clear  with  us."  I 
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InfoTech  Wi-Fi 


A  Failure 

To  Communicate 

Municipal  Wi-Fi  networks  don't  quite  deliver 
on  the  promise  of  wide-ranging  access 


BY  RONALD  GROVER 

THE  FIRST  RULE  FOR  PRO 
moting  a  new  technology 
is  to  make  sure  it  works. 
So  it's  a  surprise  when 
a  four-person  team  from 
EarthLink  Inc.  tells  me 
that  the  wireless  broad- 
band service  the  company  is  rolling  out 
for  the  city  of  Anaheim,  Calif,  won't  work 
in  a  coffee  shop  there.  This  is  the  same 
Starbucks  where  the  EarthLink  folks  had 
just  spent  an  hour  pitching  their  Feather 
service.  "The  walls  are  too  thick,"  ex- 
plained Cole  Reinwand,  vice-president  of 
products  strategy  and  marketing. 

In  fact,  thick  walls  are  only  one  of  the 
hurdles  EarthLink  needs  to  lick  before  it 
can  deliver  Wi-Fi  to  cities  that  are  clam- 
oring for  cheaper  broadband  Internet 
service.  With  13  cities  under  contract 
and  systems  in  various  stages  of  opera- 
tion in  Anaheim,  Philadelphia,  and  New 
Orleans,  among  others,  EarthLink  is  die 
early  leader  among  municipal  Wi-Fi  pro- 
viders. But  EarthLink  and  other  provid- 
ers have  struggled  with  low  subscriber 
response  and  reliability  problems,  and 
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entrenched  telecom  and  cable  giants  are 
fighting  back  with  alternative  technolo- 
gies. The  question  is  whether  municipal 
Wi-Fi  will  ever  pay  off,  or  if  this  grand 
plan  to  offer  broadband  to  the  masses  is 
headed  for  the  dustbin  of  history. 

In  Anaheim,  as  elsewhere,  EarthLink 
plans  to  undercut  traditional  broadband 
prices.  That  starts  with  a  $21.95  monthly 
plan,  or  $3.95  per  hour,  for  Internet  access 
anywhere  in  the  city,  indoors  or  out.  What 
that  gives  you,  when  it  works,  is  impres- 
sive. Sitting  in  front  of  The  Big  A,  the  sta- 
dium where  the  Los  Angeles  Angels  play, 
I  could  check  in  on  my  fantasy  baseball 
team  at  around  1  megabyte  per 
second,  a  speed  that  rivals  my 
home  DSL  connection.  Outfit- 
ted with  a  wireless  card,  my 
PC  communicates  with  one  of 
the  thousands  of  six-inch  boxes 
with  tiny  antennas  that  Earth- 
Link  crews  install  on  light  posts 
1,000  feet  apart. 

City  officials  love  the  idea 
of  cheaper  service  that  can  cut 
costs  for  meter  readers  and 
other  municipal  employees  on 


Providing 

cheap, 

reliable 

service 

remains 

elusive 


CONNECTED  the  move.  In  San  Fr;  -j 

Grover  found  cisco,    where    Ear  J 

service  in  front  Link  plans  to  offer  i 

of  the  Angels'  service  ^^   Go0: 

stadium  Inc.,  city  officials  w; 

in  Anaheim  .     '„  J    r.        , 

^^m  to  offer  a  free,  slov 

service  so  that  low- 
come  folks  aren't  shut  out. 

But  the  challenge  for  municipal  Wi 
providers  is  to  deliver  broadband-1 
reliability.  Wireless  consultant  Novan 
found  that  it  got  connections  only  7.' 
of  the  time  for  the  20  Anaheim  si 
where  EarthLink's  service  was  workii 
Cell  phones,  Novarum  notes,  work  abc 
86%  of  the  time.  I  failed  to  get  service' 
Disneyland  or  at  any  of  the  themed  ca 
at  the  Downtown  Disney  retail  comp 
outside  the  "Happiest  Place  on  Earth. 

CUT-RATE  COMPETITION 

EARTHLINK  MAINTAINS  that  Featf 
which  is  now  in  40%  of  Anaheim,  cc| 
nects  90%  of  the  time  indoors  and  9, 
outdoors.  But  in  buildings  of  more  tr 
three  stories,  you  need  additional  rect 
ers  to  boost  the  signal.  That's  also  tru 
found  out,  in  Starbucks,  McDonald's,  a 
other  businesses  with  competing  Wi- 
EarthLink  says  it's  negotiating  "roa; 
ing"  deals  with  companies  like  T-Mot 
USA  Inc.,  which  provides  wireless  serv 
to  Starbucks,  and  is  talking  with  Disi  i 
about  putting  "nodes"   on  Disneyk-1 
lampposts.  For  consumers  with  bad  rec  1 
tion,  EarthLink  offers  indoor  receivers  | 
$69.95,  or  free  with  a  year's  subscripti 

For  some  providers,  municipal  Wi| 
fits  into  a  larger  strategy.  The  $5  mill 
EarthLink  is  spending  in  Anaheim 
part  of  its  plan  to  diversify  its  5.3  mill 
mostly  dial-up  customers;  if  s  also  sell 
antivirus  software  and  cell-phone  serv 
But  cable  and  phone  companies  art 
sitting  still.  Time  Warner  Inc.  just  sigi 
with  Spanish  wireless  provider  FON  to 
cable  customers  turn  home  Wi-Fi  rout 
into  public  hotspots  and  tap  into  ot 
FON  users'  hotspots  for  free.  And  by  ye 
end,  Sprint  Nextel  Corp.  plans  WiM 
service  in  Chicago  and  Washington,  v* 
fast  connections. 

EarthLink  knows  it  has 
hustie.  With  only  2,000  si 
scribers  in  the  five  cities  tj  l^. 
are  up  and  running,  CEO  M 
Lunsford  told  analysts  in  A 
that  it  will  reduce  plans  to 
on  more  cities  so  it  can  "de 
onstrate  the  marketability'' 
Wi-Fi.  Giving  folks  wire!    ' 
with  their  latte  is  a  start.  ■ 
-With  Olga  Khan 
Portland,  I 
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Symantec  Vision  2007 

une  1214,  2007    I    The  Venetian    !    Las  Vegas,  Nevada,  U.S.A. 


The  vulnerability  of  your  business 

is  connected  to  the  enormity  of  your  IT  infrastructure 
is  connected  to  an  accurate  assessment  of  the  risks  involved 
is  connected  to  solutions  that  manage  security,  availability,  and  compliance 
is  connected  to  Symantec  Global  Services  for  results  that  shine 
from  assembly  line  to  the  bottom  line. 

■I 


V 


/lanage  IT  risk  and  cost  across  your  entire  operation  with  the  unmatched  expertise  of  Symantec. 

he  first  step  in  dealing  with  IT  risk  is  to  quantify  it  precisely.  Our  expert  assessments  quickly  give  you  the  necessary 
iput  to  select  the  appropriate  solution  to  fit  your  needs  and  budget.  And  once  IT  risk  is  mitigated,  the  cost  advantages 
iroughout  your  enterprise  can  be  dramatic.  Realize  the  potential  in  your  operation  with  the  help  of  the  Global  Services 
am  from  Symantec,  To  contact  a  representative  call  1-877-870-5700  or  visit  symantec.com/confidence 


Confidence  in  a  connected  world. 


^  Symantec 


Innovation  R&D  Hotbeds 

MIT,  Caltech- 
And  the  Gators? 

How  the  University  of  Florida  moved  to  the 
major  league  of  technology  startups 


BY  MICHAEL  ARNDT 

WHEN  IT  COMES 
to  spawning  new 
companies,  a  clique 
of  universities 
has  long  topped 
the  lists:  Massa- 
chusetts Institute 
of  Technology,  California  Institute  of 
Technology,  and  the  10-campus  Univer- 
sity of  California  system.  Their  domi- 
nance seems  almost  preordained.  These 
schools  are  in  high-tech  communities 
brimming  with  scientific  brainiacs  and 
risk-taking  investors.  They  boast  labs 
and  equipment  that  only  the  biggest 
budgets  can  afford.  They  have  world- 
wide name  recognition.  Now,  against  all 
odds,  the  University  of  Florida  is  joining 
their  ranks. 

Florida  is  best  known  as  a  sports  jug- 
gernaut, and  for  a  long  time  the  Gators 
were  its  main  claim  to  fame.  Isolated  in 
Gainesville,  the  university  failed  to  create 
a  single  startup  from  faculty  discoveries  a 
decade  ago.  By  the  2004-05  school  year, 
though,  its  spin-off  tally  was  up  to  13. 
The  Big  Three  still  outdid  Florida,  with 
leader  MIT  generating  20,  according  to 


the  latest  annual  survey  by  the  Associa- 
tion of  University  Technology  Managers 
(AUTM).  But  Florida  whizzed  past  all  the 
rest  of  the  228  survey  respondents,  in- 
cluding such  better-endowed  universities 
as  Johns  Hopkins  and  Harvard.  The  pay- 
off is  tangible:  Florida's  license  income 
jumped  from  $11  million  10  years  earlier 
to  $40.3  million,  more  even  than  MIT  or 
Caltech.  Its  office  of  technology  licensing 
is  now  a  profit  center. 

TURNING  IDEAS  INTO  CASH 

THE  RISE  IS  THE  RESULT  of  a  change 
in  strategy,  which  boils  down  to  treating 
intellectual  property  like  merchandise 
and  then  marketing  these  products  to 
targeted  customers.  In  a  break  from 
conventional  wisdom,  the  university  also 
shuns  its  own  inventors  when  it  comes 
to  running  startups,  relying  instead  on 
hired  guns  who  have  proved  they  can 
make  a  go  of  business.  "Our  scientists 
are  very  good  at  science,  and  they're  at  a 
university  because  they  enjoy  research," 
notes  David  L.  Day,  director  of  the  uni- 
versity's Office  of  Technology  Licensing. 
"  But  I  wouldn't  go  to  my  barber  for  an 
eye  exam.  What  works  best  is  if  they  stay 


PLAYBOOK:  BEST  PRACTICE  IDEAS 


Not  JllSt  for  JOCkS  The  University  of  Florida,  known 
mostly  for  its  Gators  sports  franchise,  is  now  getting  noticed  for  its  skill  in  creating 
business  startups.  Here's  what  Gainesville  has  learned  in  the  process: 


RETHINK  THE  PURPOSE 
OF  RESEARCH 

Breakthrough  ideas  can 
produce  more  than 
published  papers.  Analyzed 
from  a  business  perspective, 
they  may  form  the  basis  of 
a  spin-off. 


ENLIST  OUTSIDERS 

Scientists  often  shine  in  the 
lab,  but  that  doesn't  mean 
they  can  run  companies. 
Universities  should  recruit 
entrepreneurs  to  take 
discoveries  to  the 
marketplace. 


BRING  IN  CAPITAL 

Particularly  in  biotech,  it 
takes  time  to  prove  the 
value  of  an  invention. 
Universities  should  seek 
out  venture  capitalists  who 
will  pay  the  bills  until  the 
product  is  ready. 


i 


tee 
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in  the  lab  and  I  go  and  find  a  been-the  I  kr 
done-that,  made-money-for-invest«i  k 
management  team."  j  If, 

Although  the  value  of  university  |  pr 
search  has  been  evident  ever  sincetj  li 
University  of  California  biochemist  1 1  me 
founded  Genentech  Inc.  in  1976,  much!)  ,  t) 
American  higher  education  is  still  stn  i  t  w 
gling  to  transform  ideas  into  cash.  Bran  tcei 
power  isn't  the  problem:  A  steady  fl 
of  postdoctoral  students  and  itiner; 
professors  seeking  tenured  posts  ensu 
that  bright  minds  are  widely  distribu 
at  schools  around  the  U.S.  Nor  can 
stitutions  blame  a  scarcity  of  fundi 
University-based  research  spending  liflrate 
jumped  nearly  45%  since  2000,  to  $4 
billion  in  fiscal  2005,  according  to 
AUTM  survey. 

Yet  the  pool  of  university  moife 
earned  from  license  fees  has  risen  at  r  i  m 
that  pace,  to  $1.6  billion,  excluding  luiu  Hint 
sum  payments.  Half  of  the  universitie;  i  ft 
the  survey  have  fewer  than  six  people  i  i  die 
tech  transfer.  Venture  capitalists,  ba :  in, 
burned  when  their  dot-com  investme '  lekb 
exploded,  are  still  wary  of  univeni  im; 
spin-offs,  particularly  in  the  life  scienc  I  tea 
While  an  Internet  venture  really  can  I  ftp 
started  by  a  couple  of  undergrads  i:  j 
dorm  room,  it  typically  takes  a  team|  lre 
scientists  years  in  a  lab  to  get  a  new  ds '  L 
approved  by  federal  regulators. 

The  out-of-nowhere  success  at  Flor  I  L 
shows  there  are  effective  ways  to  atti  i  ^ 
capital  and  nurture  campus-born  te  j  r^ 
nology  industries.  "The  cultures  at  m  j\ 
universities  are  beginning  to  chang  |  L 
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FLORIDA  INC.  David 

Day,  technology 
icensing  director, 
and  Sue  Washer, 
CEO  of  a  university- 
sponsored  startup 


oserves  Ross  C.  DeVol,  an  economist 
I  the  Milken  Institute  in  Santa  Monica, 
alif.,  and  the  lead  author  of  a  2006 
cport  on  university  technology  spin- 
as. He  warns:  "If  universities  don't  get 
:;tively  involved  in  technology  trans- 
B  there  are  so  many  others  around 
ke  world  who  will,  and  will  be  more 
uccessful." 


FARTING  SMALL 

LORIDA  ADOPTED  its  new 
mrse  in  2000.  Until  then, 
lie  university  had  been  sit- 
ing back,  waiting  for  cor- 
orate  giants  to  materialize 
id  write  megachecks  for 
lie  rights  to  its  patents.  But 
ie  bigs  almost  never  ap- 
:ared,  because  the  invest- 
ents  and  corresponding 
turns  were  too  small  for 
ultibillion-dollar  outfits. 
i  the  university  chose  instead  to  go 
ter  small  businesses  that  don't  require 
ockbusters  to  thrive.  To  that  end,  Flor- 
a  tripled  the  staff  of  its  tech  licensing 
fice  and  hired  Day,  a  go-getter  director 
ith  private-sector  experience  to  knock 
i  doors.  The  office  also  began  working 
ith  researchers  to  get  an  early  glimpse 
"the  work  going  on  in  their  labs.  And  it 
iked  up  with  two  underutilized  busi- 
es incubators  in  metro  Gainesville  to 
'ovide  subsidized  homes  for  these  just- 
irn  businesses. 

The  university's  Sid  Martin  Biotech- 
)logy  Incubator,  a  40,000-sq.-ft.  facility 


Florida 
stopped 
waiting  for 
business  to 
knock  on 
its  door 


outfitted  with  19  wet  labs  and  $1  mil- 
lion in  gear,  is  fully  occupied  today  by 
a  dozen  startups.  They  include  Banyan 
Biomarkers,  which  is  developing  a  blood 
test  to  detect  brain  trauma,  and  Pasteuria 
Bioscience,  which  is  testing  a  genetically 
engineered  bacterium  that  kills  a  crop- 
damaging  parasite.  Another  is  AxoGen 
Nerve  Regeneration,  an  18-employee 
outfit  on  track  to  hit  the 
market  later  this  year  with 
a  nerve  graft  taken  from 
cadavers.  It  shows  promise 
helping  accident  victims 
regain  function  of  injured 
arms  and  legs. 

AxoGen  has  especially 
high  hopes.  In  2000,  CEO 
James  M.  Grooms  leveraged 
his  own  patented  work  at 
the  university— implanting 
cadaver  tissue  to  spur  bone 
growth— into  a  publicly 
traded  company,  Regeneration  Technolo- 
gies Inc.  The  Alachua  (Fla.)  corporation, 
which  has  grown  to  415  employees  and 
$74  million  in  annual  revenue,  has  net- 
ted the  university  more  than  $65  million 
from  stock  sales  and  royalties  and  turned 
Grooms,  47,  into  the  millionaire  poster 
child  for  Florida's  biotech  efforts.  "When 
I  started  RTI,  I'd  call  [venture  capitalists] 
and  say  'Gainesville,'  and  it  was  just  click, 
they'd  hang  up,"  says  Grooms.  But  now, 
"they're  starting  to  know  us." 

Florida's  tech  transfer  office  has  a  staff 
of  19.  That  puts  it  in  the  same  upper  tier 
as  MIT  and  Hopkins,  though  way  behind 


the  California  system.  The  li- 
censing office  also  has  an  an- 
nual budget  of  $5  million.  One 
of  the  staffs  duties  is  to  keep 
tabs  on  university  research  to 
assess  what  breakthroughs 
might  be  worth  patenting  and 
licensing.  That's  no  small  task:  Florida 
spent  $518.8  million  on  research  in  the 
2005-06  school  year  and  employs  some 
4,000  faculty  members  and  8,000  assis- 
tants in  its  labs. 

Meantime,  Day,  56,  plays  matchmak- 
er, chasing  down  investors  and  execu- 
tives who  might  be  interested  in  com- 
mercializing their  inventions.  He  hits 
dozens  of  biotech  conferences  around 
the  country  each  year  and  recently  host- 
ed a  two-day  exhibit  in  Gainesville  to 
showcase  new  companies  and  technol- 
ogy in  the  pipeline.  He  also  taps  alumni 
to  broaden  his  reach. 

The  university's  catches  include  Sue 
Washer.  A  biochemist,  Washer  had  spent 
seven  years  with  Abbott  Laboratories  in 
suburban  Chicago,  readying  new  diagnos- 
tic products  for  the  commercial  market, 
until  her  husband  joined  the  faculty  at  the 
University  of  Florida  in  1990.  After  going 
back  to  school  to  earn  an  MBA,  Washer 
ended  up  running  a  series  of  startups  in- 
cluding a  construction  company. 

Today,  Washer,  46,  is  CEO  of  Applied 
Genetic  Technologies  Corp.,  a  university- 
sponsored  startup  in  Alachua,  Fla.  She 
oversees  20  researchers  experimenting 
with  a  handful  of  bioengineered  drugs 
that  could  become  treatments  for  inher- 
ited emphysema  and  blindness  within 
the  next  two  to  three  years,  if  later-stage 
human  trials  confirm  safety  and  efficacy. 
"It's  really  a  perfect  position  for  me,"  she 
says.  "Before  that,  I  was  in  an  area  where 
I  was  either  using  my  science  or  using 
my  business.  Not  both."  ■ 


May  21.  2007  I  BusinessWeek  I  87 


Working  Life 


Downtime 


Do  Us  a  Favor, 
Take  a  Vacation 

Business  begins  to  notice  the  perils 
for  wired,  overworked  executives 


BY  MICHELLE  CONLIN 

UTURISTS  IN  THE  1970s 
predicted  that  by  now 
technology  would  have  so 
shrunk  our  workloads  that 
we'd  all  be  paddling  about 
in  a  leisure-and-vacation 
playland. 

How  wrong  were  they?  Vacation  sea- 
son is  upon  us,  and  a  new  survey  by  em- 
ployment firm  Hudson  says  more  than 
half  of  American  workers  fail  to  take 
all  their  vacation  days.  Thirty  percent 
say  they  use  less  than  half  their  allotted 
time.  And  20%  take  only  a  few  days  in- 
stead of  a  week  or  two.  Among  so-called 
extreme  jobholders— what  author  Sylvia 
Ann  Hewlett  calls  the  professional  class 
panjandrums— 42%  claim  they  have 
to  cancel  vacation  plans  "regularly." 
Americans  take  even  less  vacation  than 
the  Japanese,  the  people  who  gave  rise 
to  karoshi— the  phenomenon  of  being 
worked  to  death. 

Even  when  managers  do  go  away,  they 
don't  get  away.  Instead  of  mentally  check- 
ing out  in  cabanas  with  cocktails,  Ameri- 
cans have  become  the  bent-headed  peo- 
ple of  the  handheld  or  laptop— gear  that 
was  supposed  to  be  the  mighty  liberator 
but  has  turned  into  a  wireless  manacle. 
Which  is  why  hotels  are  offering  to  lock 
up  workaholics'  BlackBerrys,  companies 
are  frog-marching  people  off  on  vaca- 
tion whether  they  like  it  or 
not,  resorts  are  springing 
up  that  offer  an  unplugged 
respite  from  the  world  of 
work,  and  doctors  are  start 


Carmel,  Calif.,  for  three 

FUTURISTS  IN  THE  1970s  days  with  his  "mistress" 
predicted  that  by  now  (a.k.a.  Pearl,  the  Black- 
technology  would  have  so  Berry).  Meanwhile  his 
shrunk  our  workloads  that  wife,  Ellen  Hart,  was  ma- 
we'd  all  be  paddling  about  rooned  in  the  hotel  bar, 
in  a  leisure-and-vacation  left  to  hang  out  with  the 
playland.  other  guests  and  their 

dogs.  (Yes,  even  pooches 
take  vacations.)  "I  think 
he  needs  to  go  into  re- 
hab," says  Hart,  adding 
that  no  meal  or  movie 
goes  by  without  her  husband's  assum- 
ing a  head-down  position,  glued  to  his 
PDA.  "Yes,  it's  true,"  says  Lombardo, 
who  with  his  wife— irony  alert— manu- 
factures luggage  for  luxury  travel.  "I  am 
a  total  nutcase." 

He  may  be  right.  Scrolling  through 
e-mail  and  punching  out  text  messages 
fire  up  the  dopamine-reward  system, 
unleashing  a  pleasure-inducing  hit  that 
for  an  estimated  6%  of  Internet  users  has 
become  clinically  addictive,  says  Univer- 
sity of  Michigan  psychology  professor 
David  Meyer. 

It's  as  if  we've  all  become  characters 

in  Graham  Greene's  novel  A  Burnt-Out 

Case.  Everyone  moans  about  how  fiercely 

they're  banging  away,  too  swamped  and 

spent  to  truly  vacate.  But  is  that  true? 

More  often  than  anyone  wants  to  admit, 

vacation  aversion  is  less  about  overwork 

than    about    self-delusion 

>^         -i       ,     -I  and  narcissism.  How  many 

UIlC  nOtei  times  have  you  heard  a  vari- 

in  f^Viif*piP*n        ant  of:  l  cant  g0  on  vaca" 

*■  ^AAJ-V^cl^w  tiop  because  Jim  won't  be 

mg  to  write  prescriptions     nfferS  3  (fetOX     ableto  handle  my  job? 

If  anyone    needs 


no  executive  who  is  so  indispensat  I 
that  the  enterprise  will  collapse  in  Iff 
absence,"  says  Ken  Siegel,  president  U 
Impact  Group,  a  Los  Angeles-based  cc  - 
sortium  of  psychotherapists  who  coun 
CEOs  and  other  executives.  "We're 
going  to  die,  and  our  companies  will 
on  without  us." 


that 

kind  of  intervention,  it's 
Gian  Paolo  Lombardo.  His 
last  faux-cation  was  three 
years  ago.  He  holed  up  in 
his  luxury  hotel  room  in 


program  for 
the  PDA- 
obsessed 


The  always-available 
executive  is  dangerous. 
He  subtly  undermines  the 
people  around  him  by  tele- 
graphing that  his  team  is 
incapable  of  running  things 
on  their  own.  "There  is 


ANGER  MANAGEMENT 

but  THAT  GIVES  those  who  get  m 
tality  another  rationale  for  not  takinj 
vacation.  What  happens  if  Jane  not  oi 
comports  herself  admirably  while  I 
away  but  does  a  better  job  than  I  do?  1 
ecutives  returning  from  vacation  to  fi 
their  teams  haven't  missed  a  beat  n 
never  go  on  holiday  again. 

The  vanishing  vacation  has  mt 
perils.  Refusing  to  take  time  off  bui 
people  out  and  wreaks  havoc  on  prod 
tivity.  Vacation  deprivation  is  one  reas 
workers  are  reporting  more  mistal 
anger,  and  resentment  at  co-workt 
according  to  the  Families  &  Work 
stitute.  Former  NASA  scientists,  wo 
ing  on  behalf  of  Air  New  Zealand  i 
using  testing  tools  normally  reser 
for  astronauts,  recently  found  that 
cationers  experienced  an  82%  incre 
in  job  performance  post- trip.  The  nc 
popular  micro-vacations— taking  twc 
three  days  off— do  not  deliver  the  sa 
stress-reduction  benefits  as  vacatii 
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Unchained  and  Unplugged 


Five  tips  on 
jndoingthe 
jn-vacation 


4ata:  Battley  Performance 
insulting.  BusinessWeek 


GET  OVER  YOURSELF.  They  will  not  need  or  miss  you. 


GO  ON  A  MEDIA  FAST.  The  news  isn't  going  anywhere. 


PICK  AN  INTERESTING  PLACE.  Attraction  neutralizes  work  distraction. 


SET  BOUNDARIES.  If  you  must  check  in,  do  it  once  a  day. 


SET  AN  EXAMPLE.  If  you  don't  vacation,  neither  will  your  employees. 


at  last  one  and  two  weeks,  research 
lows.  Moreover,  experts  agree  that  a 
iy  ingredient  in  peak  performance  is 
drastic  change  of  venue  coupled  with 
utting  down  for  extended  periods  of 
ine.  "Making  yourself  available  24/7 
lies  not  create  peak  performance,"  says 
ychiatrist  Edward  Hallowell,  an  in- 
-uctor  at  Harvard  Medical  School. 
Recreating  the  boundaries  that  tech- 
ilogy  has  eroded  does." 
To  that  end,  Kelly  Services  Inc.  CEO 
irl  T.  Camden  has  started  giving  his  wife 
its  of  time  and  attention  as  opposed  to 
rs  and  baubles.  Every  year,  Camden 
d  his  wife  jet  off  for  a  week  or  two  to  a 
lall  island  near  Maui  that  is  off  the  grid, 
thout  wireless.  Not  that  CEO  getaways 
;  always  looked  upon  with  unwavering 
proval.  President  George  W.  Bush  gets 
aten  up  in  the  press  all  the  time  over 


his  extended  sojourns  at  the  ranch.  When 
Wal-Mart  Stores  Inc.  CEO  H.  Lee  Scott 
Jr.  announced  he  was  taking  an  entire 
month  off  last  year,  rumors  swirled  that 
he  might  be  losing  his  job.  Maybe  the  guy 
just  needed  a  break. 

Unused  vacations,  techno-stress:  The 
situation  has  grown  so  dire  that  the 
Sheraton  Chicago  Hotel  &  Towers  offers 
wrecked  and  wasted  white-collar  types 
a  cold-turkey  detox  program  where  they 
can  hand  in  their  cell  phones  and  PDAs 
for  lockup  in  the  hotel  vault  during  their 
stay.  More  than  1,000  guests  have  writ- 
ten the  hotel  to  express  their  thanks. 
Hyatt  hotels  offer  a  BlackBerry-thumb 
massage. 

Then  there's  the  kick-out-the-door 
approach.  Companies  such  as  Price- 
waterhouseCoopers  track  employees  who 
have  not  taken  enough  vacation,  sending 


reminders  to  them  and  their  supervisors 
that  they  should  do  so.  At  Intel  Corp.,  all 
full-time  employees  get  two  consecutive 
months  of  paid  time  off  after  seven  years 
of  work.  They  can  even  stack  the  sabbati- 
cals on  top  of  their  regular  vacation.  Go- 
ing in  a  totally  different  direction,  Netflix 
Inc.  has  done  away  with  vacation  time  al- 
together. The  company  tells  workers  that 
so  long  as  they  get  their  jobs  done,  they 
can  take  as  much  time  off  as  they  like. 

Alden  Cass,  a  clinical  psychologist  and 
performance  coach,  counsels  traders  and 
advisers  on  Wall  Street.  This  gang  finds  it 
particularly  difficult  to  let  go.  One  of  Cass' 
clients,  a  top-tier  financial  adviser,  was  so 
fearful  that  his  clients  would  leave  him  if 
he  took  time  off  for  his  honeymoon  that  he 
wrote  them  all  a  letter  asking  for  permis- 
sion. Clearly,  Wall  Streeters  require  delicate 
handling.  Cass  knows  that  if  he  encour- 
ages them  to  take  vacations  for  their  health, 
they'll  guffaw  in  his  face.  But  if  he  frames 
the  argument  in  terms  of  lifestyle  portfolio 
diversification,  he  makes  headway.  "These 
people  are  all  about  winning  and  losing,  so 
if  I  tell  them  that  they  are  going  to  lose  as- 
sets, they  relate  to  that.  Their  spouses  and 
their  kids— these  are  the  only  commodities 
they  have  any  control  over." 

Last  but  not  least,  there's  the  forced  va- 
cation. The  Professional  Renewal  Center 
in  Lawrence,  Kan.,  is  a  career  rehab  for 
executives  who  have  sexual  harassment, 
substance  abuse,  and  emotional  issues 
in  the  workplace.  Employers  often  refer 
executives  to  the  center  for  treatment 
that  lasts  up  to  seven  weeks.  One  thing 
the  burned-out  patients  usually  have  in 
common,  says  Professional  Renewal  Cen- 
ter CEO  Kirtsen  Judd:  "They  never  took 
vacation."  II 


BusinessWeek  .com 


ONLINE:  To  see  a  video  report  on  the  importance  of 
taking  vacations  to  your  health,  productivity,  and  career, 
go  to  businessweek.com/go/tv/vacation. 
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BUSINESS  INTELLIGENCE 
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Hew  Value  Pr°Positj 


Broader  and  smarter 
deployments  of  Bl  lead 
to  dramatic  revenue  and 
net  income  gains. 

Business  intelligence  tools,  once 
aimed   at   a   small   handful   of 
high-level  executives  and  expert 
users  for  narrow  purposes,  are  sweeping 
across  the  corporate  landscape.  Hewlett- 
Packard,  for  instance,  plans  to  put  BI  tools 
in  the  hands  of  50,000  employees — 
nearly  a  third  of  its  workforce. 

"That  really  changes  the  nature  of  what  business  intelligence 
is,"  says  Ben  Barnes,  vice  president  and  general  manager  of  busi- 
ness intelligence  at  Hewlett-Packard  Software  in  Palo  Alto,  Calif. 
"It  moves  business  intelligence  into  the  operational  structure." 

HP  is  not  alone  in  seeing  the  benefits  of  spreading  BI  widely 
through  the  rank-and-file.  Looking  to  align  strategy  through- 
out the  organization,  some  BI  deployments  have  topped 
100,000  users.  These  companies  want  to  leverage  a  better 
understanding  of  their  data  to  take  costs  out  of  supply  chains, 
improve  manufacturing  processes  and  help  call-center  opera- 
tors put  the  best  offer  in  front  of  a  customer.  Overall,  active  BI 
users  in  corporations  will  double  in  the  next  three  years,  result- 
ing in  a  whopping  39  percent  of  licensed  BI  users  employing 
the  tools  at  least  once  a  week,  according  to  a  recent  study  by 
The  Data  Warehousing  Institute  (TDWI). 

Smarter,  Broader  BI 

This  new  generation  of  BI  deployments  isn't  just  broader;  it's 
smarter.  With  improvements  on  both  the  front  end  and  the 
back  end,  BI  technology  is  tackling  more  sophisticated  pur- 
poses— like  complex  analytic  models  that  predict  ideal  price 
points  for  products — while  the  tools  themselves  have  become 
easier  to  use. 


On 


With  these  advantages,  companies  o 

the  leading  edge  of  business  intet- 

gence  are  spending  45  percent  less  o 

business   analysis   process   costs   tha 

their  competitors   while   enjoying  2. 

times  the  return  on  equity,  according  t 

a  new  study  of  200  large  companies  t 

The   Hackett   Group.   Cutting-edge   I 

practitioners  also  have  far  lower  year-b 

year  operating  profit  volatility.  Hackett 

Chief  Research  Officer,  Richard  T  Rot! 

says   the   reason   for   these   Bl-fuek 

advantages  is  "complexity  reduction" 

both  processes  and  technology. 


Complexity  Reduction 

"Complexity  reduction"  is  a  good  catch  phrase  for  the  ne 
direction  of  BI.  Smart  companies  are  consolidating  numeroi 
analytic  silos  into  an  enterprise  data-warehousing  enviro 
ment,  providing  executives  and  employees  with  a  consisted 
view  of  information. 

In  years  past,  for  instance,  LexisNexis,  the  global  provider  j 
legal  information,  sent  out  10  million  direct-mail  pieces  for  i 
1,000  annual  marketing  campaigns.  Pulling  information  from 
wide  range  of  internal  and  external  sources,  LexisNexis  wou 
sometimes  send  the  same  solicitation  more  than  once  to  tr 
same  person  at  a  law  firm. 

Using  cutting-edge  data  quality  technology,  LexisNexis  elin 
nated  the  inconsistencies  of  disparate  databases.  "That  alor|j 
saved  $1  million  in  mailing  costs,"  says  Bill  Welch,  marketing  s\ 
terns  manager  at  the  Dayton,  Ohio-based  company  Ai 
because  LexisNexis  now  has  a  better  grasp  on  its  data — ai 
better  data  quality — more  targeted  campaigns  can  be  executt 
more  quickly  LexisNexis  can  instantly  see,  for  example,  that 
law  firm  that  bought  information  on  asbestos  litigation  is  : 
immediate  candidate  for  related  "products. 

As  HP's  Barnes  notes,  "There's  a  strong  trend  to  really  go  aft 
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RENSSELAER  ADDS  $1.2  MILLION  TO  BOTTOM  LINE  WITH  HYPERION 


Rensselaer  Polytechnic  Institute,  founded  in 
1824,  is  the  nation's  oldest  technological  univer- 
sity. The  university  offers  bachelors,  masters  and 
doctoral  degrees  in  engineering,  She  sciences, 
information  technology,  architecture,  manage- 
ment, and  the  humanities  ant  social  sciences. 
Just  like  corporations,  Rensselaer  needs  timely 
and  accurate  information  from  which  to  make 
solid  decisions.  In  the  late  1990s,  Rensselaer 


SI 


successfully  implemented  the  Banner  Student 
Information  System,  but  reporting  was  limited. 

Rensselaer  selected  an  Oracle  data  ware- 
house and  Hyperion  as  the  business 
intelligence  solution.  Users  across  the  university 
now  have  access  to  dashboards  and  reports  to 
aid  in  decision-making.  This  solution  delivers 
an  estimated  $1.2  million  annually  to  the  bot- 
tom   line    and    has    given    Rensselaer    a 


competitive  advantage.  Payback  was  appro 
mately  two  and  a  half  years.  The  organizati 
now  makes  accurate,  data-driven  decisions  a 
relies  on  a  single  source  of  informatic 
Rensselaer's  culture  has  shifted  from  "my  dal 
to  "our  information,"  which  improves  both  d. 
quality  and  decision-making. 

For  more  information,  go  to:   http://wv 
hyperion.com/customers/stories/us_rpi_en.pdf 


Leaders  Wanted/CIO  Challenge  Series 


Challenge  #4: 

Deliver  business  intelligence  that  inspires  everyone,  even  your  CEO. 


Solution: 

Hyperion — your  management  system  for  the  global  enterprise. 

Here's  the  paradox:  If  you  give  every  department  the  Bl  they  want,  nobody 
gets  the  Bl  they  really  need.  So  how  do  you  transform  Bl  into  a  strategic  tool 
that  guides  the  enterprise  at  every  level?  Only  Hyperion®  System""  9  BI+™ 
lets  you  produce,  manage  and  deliver  strategic  Bl  that  integrates  your 
financial  and  operational  data.  The  result:  information-rich  reports  that 
allow  management  to  more  accurately  predict  the  future.  More  insights, 
fewer  reports.  Isn't  that  what  smart  Bl  is  all  about? 


FIND  OUT  HOW  TO  PUT  THE  BUSINESS 
IN  BUSINESS  INTELLIGENCE. 

Go  to  http://smartbi.hyperion.com 


#  Hyperion 

The  future  in  sight 


©  2007  Hyperion  Solutions  Corporation.  All  rights  reserved.  "Hyperion,"  the  Hyperion  logo,  and  Hyperion's  product  names  are  trademarks  of  Hyperion.  References  to  other  companies  and  their 
products  use  trademarks  owned  by  the  respective  companies  and  are  for  reference  purpose  only. 
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the  Holy  Grail — really  understand  the  customer.  Having  more 
information  about  customers  makes  targeted  selling,  pricing  and 
services  more  likely  to  succeed." 

Gaining  the  full  advantages  of  BI  requires  companies  to 
focus  on  their  enterprise  architecture.  "Right  now,  it's  not 
unusual  for  individual  departments  to  select  their  own  BI 
tools,  making  it  difficult  to  link  up  processes,"  says  Rob  Rose, 
chief  strategy  officer  at  Cognos  Inc.  "Going  forward,  compa- 
nies are  using  a  broad  foundation  platform  for  business 
intelligence  rather  than  disparate  silos." 

On  the  front  end,  companies  are  trying  to  consolidate  the 
number  of  query,  reporting  and  analysis  tools  they  use  "to  save 
money,  simplify  end-user  navigation  and  uaining,  respond  more 
quickly  to  ad  hoc  queries  and  provide  a  standard  set  of  informa- 
tion throughout  the  enterprise,"  notes  Wayne  W  Eckerson, 
director  of  research  and  services  at  TDWI. 

TDWI  studies  indicate  that,  within  three  years,  most  compa- 
nies plan  to  standardize  on  one  tool  per  functional  BI 
category — down  from  an  average  of  3-2  BI  tools,  three  online 
analytical  processing  (OLAP)  and  production  reporting  tools, 
two  dashboard/scorecard  tools  and  1.5  data-mining  tools. 

The  increased  reliability  and  scalability  of  BI  tools  and  data 
warehouses  have  turned  them  into  enterprise  tools,  creating 


BI  RESOURCES 


Cognos  Inc. 

Hyperion  Solutions  Corp. 

The  Data  Warehousing  Institute 
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http://www.cognos.com 

http://www.hyperion.com 

http://www.tdwi.org 


more  value  through  broader  distribution  of  BI.  Ironicallv, 
broader  distribution  is  resulting  in  more  targeted  information. 
"Most  people  think  of  business  intelligence  as  a  sea  of  data, 
which  they  have  to  reach  into  to  find  something  they  can 
use,"  says  Cognos'  Rose.  "The  next  shift  will  focus  business 
intelligence  around  the  role  of  the  individual,  using  sophisti- 
cated models  to  bring  information  to  the  user  that  he  doesn't 
even  realize  he  needs." 

Customizing  Tools  for  Users 

This  shift  has  resulted  in  BI  tools  that  provide  access  to  data  in 
more  familiar  ways.  The  new  generation  of  tools  is  fast,  intu- 
itive and  customized  to  the  role  of  the  user  in  the  organization. 

"We  realize  the  industry  has  inverted  the  importance  of 
business  intelligence,"  says  John  Kopcke,  chief  technology 
officer  at  Hyperion  Solutions  Corp.  'At  first,  it  was  aimed  at 
senior  executives  and  people  doing  heavy-duty  analytics.  The 
hot  button  of  business  intelligence  today  is  how  to  deliver 
actionable  information  to  knowledge  workers  at  the  bottom 
levels  of  the  organizations." 

Many  BI  tools  now  use  common  interfaces,  like  search  or 
Microsoft  Office,  allowing  technology  neophytes  to  employ 
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advanced  business  intelligence  capabilities  in  their  normal  pa 
tern  of  work.  Holt  Cat,  a  $1  billion  distributor  of  Caterpill; 
equipment  based  in  San  Antonio,  Texas,  has  developed  a  B 
based  budgeting  system  that  reflects  many  of  the  attributes  tc 
companies  now  demand  from  business  intelligence:  It's  forwan 
looking  instead  of  just  rehashing  historical  data;  it  uses  rollir 


BI  Going  Enterprisewide 


Is  your  organization  trying 
to  transform  business 
intelligence  from 
departmental  initiatives 
to  enterprise  initiatives? 


Yes 

I  Already  done 
I  No 


Source:  TDWI  survey  of  594  companies 


plans  instead  of  quarterly  budgeting;  and  it  focuses  on  spec 
and  performance  enhancements.  And,  of  course,  the  systei 
emphasizes  ease  of  use.  "We  want  our  system  to  have  the  fie 
bility  of  a  spreadsheet,"  says  Gretchen  Stepke,  busine: 
systems  manager  at  the  company  "The  system  has  to  be  : 
easy  to  use  as  Excel." 

The  recent  study  of  200  large  companies  by  The  Hacke 
Group  found  that  leading  practitioners  of  BI  tend  to  enab 
Web-based  reports  viewing  to  provide  more  real-time  inform 
tion  exchange,  moving  decision-making  from  a  linear  to 
collaborative  process. 

Where  is  this  all  heading?  Applying  BI  to  transactional  are 
is  one  thing.  After  all,  diagramming  the  way  orders  at 
processed  and  looking  for  better  efficiencies  is  a  straightfc 
ward,  albeit  complex,  exercise.  "The  challenge  will  be 
explaining  and  defining  how  people  make  decisions  in  oth 
areas  that  are  not  as  well  defined,"  Hyperion's  Kopcke  say 
"We  have  to  be  more  rigorous  and  embed  business  intel 
gence  into  the  process." 

All  these  advances  will  help  move  BI  from  a  rearview  m 
ror  of  historical  data  to  a  forward-looking  tool  that  helj 
companies  take  immediate  actions  to  seize  opportunities  ar 
avert  threats.  "When  thinking  about  the  next  wave  of  impl 
mentations,  there's  a  lot  of  discussion  about  predicti1 
analytics,"  says  Greg  Todd,  a  Tampa,  Fla.-based  senior  exec 
tive  at  Accenture  Information  Management  Services.  "Th 
technology  is  getting  more  reai  these  days,  and  it  can  provic 
a  huge  advantage  against  competition  by  helping  to  optimL 
pricing  strategies."  ■ 
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Tough  calls  don't  bother 
you.  CLOSE  ones  do. 


Now  you  can  gain  the  visibility  and  control  you  need 
to  avoid  financial  and  operational  close  calls. 


Only  Cognos'  solution  for  enterprise  planning  provides  the  flexibility  to  automate 

and  link  all  your  financial  plans  and  forecasts  to  their  operational  drivers. 

Which  means  you  always  have  a  complete  view  of  your  organization's  performance. 

With  the  lead  time  and  ability  to  assess  alternatives  and  course-correct. 

86  of  the  top  100  FORTUNE  500®  companies  rely  on  Cognos 

because  it's  the  proven  way  to  help  avoid  close  calls. 

Visit  www.cognos.com/close  today. 


Copyright  ©  2006  Cognos  Incorporated.  All  rights  reserved. 


THE  NEXT  LEVEL  OF  PERFORMANCE1 


ExecutiveLife  I  Workouts 


Running  Safely 
Into  Middle  Age 

Age  is  the  enemy  of  serious  runners.  But  you  can  keep  the  zip  in  your  pace 
without  excessively  straining  your  body-or  your  schedule,  by  peter  coy 
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LIKE  OTHER  OLDER,  OVERCOMMITTED  but  still  com- 
petitive runners,  I'm  no  longer  trying  to  set  per- 
sonal bests.  Those  days  are  gone  with  President 
Reagan  and  the  Bee  Gees.  My  goal  instead  is  to 
race  as  fast  as  I  can,  take  as  little  time  for  training 
as  possible,  and  still  not  get  injured.  Those  of  us 
who  achieve  this  elusive  balance  will  enjoy  a  small 
miracle.  While  our  finishing  times  get  slower  and  slower,  we  get 
closer  and  closer  to  the  front  of  our  age  group.  In  running,  at  least, 
the  greatest  triumph  is  to  decay  at  a  slower  rate  than  our  peers. 

My  recommendation  for  most  busy,      they  break  down  muscle  fibers  so  they 


injury-prone,  type  A  runners  is  to  em- 
phasize quality  of  training  over  quantity. 
This  conclusion  comes  after  consulting 
with  experts  and  fellow  runners  and 
going  by  my  own  35  years  of  experience 
as  a  competitive  runner.  (For  what  it's 
worth,  I  ran  a  half-marathon  last  month 
at  age  49  in  1  hour,  23  minutes.) 

What's  wrong  with  quantity?  Be- 
cause running,  say,  three  tough  work- 
outs a  week  and  resting  or  going  easy 
on  other  days  will  give  you  better 
results,  in  less  time  and  more  safely, 
than  slogging  through  lots  of  mileage 
at  a  mediocre  pace.  Cutting  back  on 
mileage  will  also  free  up  time  for  the 
strengthening  and  stretching  exercises 
you  know  you  need  but  have  been  ig- 
noring. True,  high-quality  workouts 
are  a  strain  on  the  body— by  design, 
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rebuild  themselves  stronger.  But  done 
right,  such  programs  aren't  much  risk- 
ier than  the  ultracautious  approach  of 
going  both  short  and  slow. 

A  new  book  that  takes  this  position  is 
Runner's  World:  Run  Less,  Run  Faster  by 
Bill  Pierce,  Scott  Murr,  and  Ray  Moss, 
a  team  of  health  and  exercise  experts  at 
Furman  University  in  South  Carolina. 
The  Furman  program  involves  only  three 
days  of  running  per  week,  plus  two  or 
three  days  of  cross-training.  Even  mara- 
thoners  in  the  program  do  just  35  miles 
in  their  longest  week. 

Sound  wimpy?  It  isn't.  Each  running 
session  is  intense.  There  is  a  speed  day 
with  roughly  5  kilometers'  worth  of  in- 
tervals on  the  track  (for  example,  10  fast 
laps  with  short  rests  in  between),  a  run  at 
a  rempo  just  slightiy  slower  than  your  5K 


:e  pace,  and  a  long  run  at 
ealthy  clip.  The  twice-or- 
ice-a-week  cross-train- 
I  such  as  swimming  or 
ing,  is  supposed  to  be 
ne  hard,  too,  so  you  get  a 
mine  cardiovascular  and 
iscular  workout  while 
ing  your  legs  a  chance  to 
over  from  the  pounding, 
m  fresher  with  this,"  says 
ward  Nevins,  52,  an  ex- 
rienced  marathoner  who 
a  near-personal-best  of 
lours,  20  minutes  at  the 
ng  Beach  Marathon  in 
05,  his  first  time  on  the 
rman  program.  Nevins, 
:sident  of  Marathon  Fi- 
ncial,  a  small-business 
ider  in  Woodland  Hills, 
lif.,  says  he  appreciates 
:  compactness  of  the  pro- 
mt because  he  works  10-hour  days  and 
3  three  children  at  home.  Plus,  he  says, 
ly  gut  feeling  is,  I  think  I'm  faster." 


INTENSITY,  NOT  MILEAGE 

A  sample  week  from  Furman's  12-week 
training  regimen  for  a  5-kilometer  race* 


SUNDAY  45  minutes  on  stationary  bike. 


MONDAY  Ten  400-meter  runs  at  40  seconds  per  mile  faster 
than  your  5K  race  pace.  Ninety  seconds  of  rest  after  each. 


TUESDAY  30  minutes  of  kicking  in  the  pool. 


WEDNESDAY  One-mile  jog;  four  miles  at  30  seconds 
slower  than  5K  pace;  one-mile  jog. 


THURSDAY  Rest. 


FRIDAY  Eight  miles  at  45  seconds  slower  than  5K  pace. 


SATURDAY  50  minutes  on  spinning  bike  (optional). 


•Furman  also  prescribes  warmups.  cooldowns.  and  stretching  and  strengthening  exercises 
Data:  Runner's  World:  Run  Less.  Run  Faster 


If  you  line  up  exercise  regimens  in 
terms  of  their  stress  on  the  body,  Furman 
is  roughly  in  the  middle.  The  approach 
espoused  by  Jeff  Galloway,  a  former 


Olympian,  occupies  the  ultrasafe  end  of 
the  spectrum.  Like  Furman's,  his  acolytes 
run  just  three  times  a  week.  But  Galloway 
controversially  recommends  taking  walk 
breaks,  not  only  during  training,  but  in 
races  as  well.  He  says  walking  rejuve- 
nates the  legs  so  you  can  finish  strong 
and  beat  people  who  don't  take  breaks. 
"The  intensity  [of  the  Furman  approach] 
is  too  great  for  most  of  today's  runners," 
Galloway  says  in  an  e-mail. 

Robert  Kraftowitz,  a  West  Mifflin 
(Pa.)  physician  who  turns  56  this  month, 
swears  by  Galloway.  He  walked  for  25 
seconds  every  four  minutes  in  the  Boston 
Marathon  in  April  and  still  managed  to 
pass  loads  of  people,  finishing  in  3  hours, 
40  minutes. 

TROPHY  GRABBERS 

OF  COURSE,  SOME  serious  working 
adults  somehow  manage  to  do  heavy 
mileage  at  high  quality  and  not  break 
down.  Those  are  the  ones  up  there  on 
the  stage  grabbing  the  trophies  while 
you  clutch  your  finisher's  medal.  "The 
best  training  is  consistent  training,"  says 
Joseph  McVeigh,  who  managed  to  run  a 
blazing  2  hours,  27  minutes  in  the  New 
York  City  Marathon  last  fall  at  age  43 
despite  holding  a  real  job  at  a  big  New 
York  financial-services  firm. 

Even  older  runners  can  thrive  on  enor- 
mous amounts  of  mileage  if  they  build  up 
to  it  gradually,  says  Kevin  Beck,  a  coach  for 
DistanceCoach.com.  Pete  Pfitzinger,  the 
two-time  U.S.  Olympic  marathoner 
and  exercise  physiologist  who  oper- 
ates DistanceCoach.com  out  of  his 
home  in  New  Zealand,  says  in  an 
e-mail  that  Furman's  low-mileage  ap- 
proach sounds  overly  risk-averse  for  most 
runners.  "I  would  only  recommend  it  to 
those  runners  who  have  a  history  of  injury 
when  running  more  than  [Furman]  recom- 
mends," he  says.  Furman's  Pierce  disputes 
that  but  agrees  that  runners  who  manage 
to  avoid  injury  could  "most  likely"  run 
faster  by  running  more  miles. 

Whether  you  fall  in  with  Gal- 
loway,   Furman,    Pfitzinger,    or 
some  other  training   program, 
you'll  have  to  confront  some  hard 
truths:  You  don't  get  fast  by  run- 
ning slowly.  You  can't  run  at  all  if  you 
get  injured.  And  you  can't  do  a  90-min- 
ute  run  if  all  you  have  to  spare  is  45. 

For  me,  at  least,  the  best  compromise 
is  fewer  running  workouts  but  better 
ones:  zippy,  hard-charging  miles  that 
make  me  feel  like  a  sprinter,  not  a  slog- 
ger.  That  gets  me  home  sooner,  with  my 
sadly  aging  human  infrastructure  intact 
to  run  another  day.  ■ 
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ExecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


A  Yank's  Mantra: 
Quality,  Not  Pedigree 


JEFFREY  DAVIES  IS  NOT  your  typical  Bordeaux  negotiant,  or  wine  broker.  An 
American  who  spent  his  junior  year  in  college  at  the  University  of  Bordeaux 
more  than  30  years  ago,  Davies  returned  to  France  after  graduation  to 
study  at  the  Institute  of  Oenology,  started  writing  for  wine  publications,  an 
eventually  launched  his  own  wholesaling  business,  Signature  Selections.  5 
Davies  represents  a  new  breed  of  broker  who  realizes  quality,  not  historic 
classification  or  pedigree,  is  most  important.  He  works  with  small  produce] 


who  believe  in  hand-harvesting  and 
keeping  quality  high  through  low 
yields.  Below  is  just  a  small  sampling 
ot  his  wines.  For  a  complete  list  ot  his 
Signature  Selection  labels,  go  to  busi- 
nessweek.com/extras. 

2004  Beaulieu  Comtes  de 
Tastes 

88  points.  This  unfiltered  ottering 
from  Bordeaux  Superieur  is  a  blend 
of  50%  merlot,  35%  cabernet  franc, 
and  15%  cabernet  sauvignon.  The 
fleshy  2004  has  an  elegant,  medium 
body  with  sweet  raspberry  and 
cherry  notes.  It  confirms  the  fact  that 
not  all  Bordeaux  need  be  expensive 
or  rare.  $14 


2004  Belle-Vue 
89  points.  Just  coming  on  the  market, 
this  Haut-Medoc  wine  is  a  blend  of  40% 
cabernet  sauvignon,  35%  merlot,  and  25% 
petit  verdot.  It  is  soft,  silky-textured,  and 
qualitatively  well  above  its  modest  pedigree. 
Enjoy  it  sometime  over  the  next  three  to  four 
years.  $19 

2004  Reignac  Blanc 
91  points.  A  blend  of  70%  sauvignon  blanc 
and  30%  semillon,  the  2004  from  this 
Bordeaux  estate  offers  honeysuckle  and 
melony  fruit  characteristics  presented  in  a 
medium-bodied,  crisp,  fieshy  style.  Drink  it 
over  the  next  year.  $25 


2003  Joanin-Becot 

90  points.  This  Cotes  de  Castillon  cuvee 
is  75%  merlot  and  25%  cabernet  franc. 
The  deep  ruby/purple-hued  2003  offers 
sweet  creme  de  cassis  notes  intermixed 
with  notions  of  espresso  roast,  chocolate,  and 
spice.  Rich  and  heady,  it  will  provide  terrific 
drinking  over  the  next  five  to  six  years.  $25 

2004  Fleur  Cardinale 

92  points.  Primarily  a  blend  of  75% 
merlot  and  25%  cabernet  franc  and 
cabernet  sauvignon,  Fleur  Cardinale  is  an 
up-and-comer  in  St.-Emilion.  Moreover 
the  wine  remains  reasonably  priced  for 
such  impeccably  well-made  Bordeaux.  The 


2004  is  outstanding,  reveali 
sweet  black  currant  fruit,  ce 
and  spice  characteristics.  Tl 
beauties  can  be  consumed 
during  their  first  10  to  12  ye, 
of  life.  $26-$47 

2004  Reignac 
87  points.  From  a  good  rath" 
than  great  Bordeaux  vintage! 
the  2004  red  Reignac  exhibi 
sweet  cherry  and  toasty  new| 
oak  notes,  medium  body, 
and  a  pleasant  spicy/earthy  I 
component.  It  can  be  enjoye  | 
over  the  next  three  to  four 
years.  $41 


2003  Chateau  de  la  Ne 
La  Port  du  Ciel 

96  points.  The  inky-blue/purple-tinged  2C 
from  the  Coteaux  du  Languedoc  (which  is 
not  a  Bordeaux  appellation)  exhibits  arorr 
of  cremede  cassis,  bacon  fat,  camphor, 
and  spice  box.  Sweet,  rich,  intense,  and 
full-bodied,  this  mouth-filling,  teeth-stain 
syrah  should  drink  beautifully  for  15  or  mc 
years.  It's  a  revelation  from  an  area  better 
known  for  inexpensive  as  well  as  indifferei 
wines.  $65-$75  ■ 

Robert  Parker  is  the  world's  most  influentii 
wine  critic.  Visit  eRobertParker.com  to  see 

of  thousands  of  tasting  notes,  buy  his  book: 
subscribe  to  his  newsletter  The  Wine  Advoc 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80  -89,  above  average  to  very  good.  For  more  Parker  picks,  go  to  businessweek.eom/e> 
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CONQUER 

new  markets.  Without  new  security  risks. 

You're  pressured  to  grow.  Globally.  But  safely.  We  can  help 
you  design  a  solution  that  accommodates  growth.  And 
incorporates  protective  measures  into  your  network.  In 
other  words,  security.  Delivered.  For  everything  you  need 
for  your  world,  go  to  business.att.com/onwardenterprise. 
And  it's  onward,  business. 


usiness.att.com/onwardenterprise 


Persona! Finance  Investing 


The  Short  Sell 
Made  Simple 

New  funds  are  making  it  easier  and  safer  to  bet 
against  an  aging  bull  market,  by  lewis  braham 


IT'S  NOT  ONLY  THE  BULLS  who  cheer  new  highs  on  the  Dow 
Jones  industrial  average  and  the  Standard  &  Poor's  500- 
stock  index.  Lofty  stock  prices  also  make  the  bears  more 
ferocious.  J  The  reason:  They  sell  stocks  short.  That  is,  they 
borrow  them,  sell  them,  and  hope  to  profit  by  replacing  the 
borrowed  shares  at  lower  prices.  The  lower  prices  go,  the 
more  money  they  make,  and  the  higher  the  starting  point,  the 
more  profit  they  see  below.  J  What's  the  case  for  a  market  swoon?  For 
starters,  bears  point  out  that  the  bull  market  is  long  in  the  tooth.  "The 


typical  bull  market  lasts  3/4  years,  and 
then  you  get  a  1  Ms-year  bear  market,"  says 
John  Hussman,  portfolio  manager  of  the 
Hussman  Strategic  Growth  Fund,  one  of 
relatively  few  mutual  funds  that  hedge 
against  declines.  "This  markef  s  been  in 
rally  mode  now  since  October,  2002." 

There  are  other  arguments:  There's  too 
much  debt  in  the  system;  the  weak  U.S. 
dollar  will  prompt  foreigners  to  dump  U.S. 
stocks  and  bonds;  and  the  private  equity 
funds  that  have  been  sopping  up  stocks 


will  soon  lose  their  sources  of  capital. 

Should  you  feel  bearish,  if  s  getting 
easier  to  act.  A  growing  number  of  mu- 
tual funds  and  exchange-traded  funds 
are  designed  to  short  the  broad  market 
or  narrow  slices  of  it.  Having  launched 
some  29  short-selling  ETFs  in  the  past  10 
months,  ProShares  Advisors  has  already 
gathered  $3.9  billion.  Some  are  even  "ul- 
tra" funds,  which  are  designed  to  deliver 
twice  the  return  of  a  regular  short  fund. 

No  doubt  part  of  the  growing  popular- 


■       I'!"1.1 
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ity  for  these  funds  is  that  they're  less  ris 
than  outright  short-selling.  The  most  y» 
can  lose  is  the  money  you  put  in.  Wi 
conventional  short  sales,  the  cost  of  grj^j 
ting  it  wrong  can  be  far  greater.  Buy  a  $ 
stock,  and  the  worst  case  is  the  compares, 
goes  bust  and  you  lose  $20.  The  most  y> 
can  make  shorting  a  $20  stock  is  $20.  tfafs 
you're  wrong  and  the  $20  stock  you  sc 
short  goes  to  $50,  you've  lost  $30.  Ti 
higher  it  goes,  the  more  you  lose. 
But  with  today's  high  prices,  and  t 
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rest 


Retirement  is  more  than  a  destination.  It's  a  journey. 
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What  the 

Stock  Market  Bears 

Are  Saying 

■  The  average  bull  market  lasts  3Vz  years.  The 
current  bull  market  is  AVi  years  old. 

■  Stocks  are  overpriced,  in  almost  every  sector  of 
the  market.  True  bargains  are  hard  to  find. 

■  The  U.S.  economy  is  debt-ridden  on  every  level. 
A  rise  in  inflation  and  interest  rates  could  spark 
defaults  and  a  downward  spiral. 

■  Private  equity  investors  have  powered  the 
bull  market,  but  their  deep  well  of  money  may 
soon  dry  up. 

■  The  falling  dollar  will  prompt  foreign  investors  to 
dump  their  U.S.  stocks  and  bonds. 

■  Historically,  every  superpower  has  faded  and 
every  economic  bubble  has  burst. 


arp  tools  investors  have  at  their  dis- 
>sal,  why  not  short?  Because  on  the 
reet,  short-selling  is  taboo.  Strategists 
d  analysts  at  the  big  investment  banks 
nost  never  speak  of  it  because  advising 
/estors  to  short  is  effectively  the  same 
telling  them  not  to  buy  stocks,  and 
afs  bad  for  their  business.  Institutional 
restors  and  mutual  fund  companies  are 
am,  too,  because  they  would  only  be 
king  down  the  value  of  their  holdings, 
[edge  fund  barons  do  sell  short,  but  they 


don't  talk  about  their  strategies  in  public.) 
Even  ProShares  Advisors  doesn't  actively 
market  its  short  funds  to  mom-and-pop  in- 
vestors, says  Chief  Executive  Michael  Sapir. 
Instead,  the  firm  targets  financial  advisers 
and  small-to-midsize  pension  funds. 

OPPORTUNISTIC  PLAYS 

ADVISERS  WHO  SERVE  individuals  see 
the  advantages  of  the  short  funds.  An- 
thony Welch,  a  financial  planner  and 
partner  at  Sarasota  Capital  Strategies  in 


Osprey,  Fla.,  uses  ProShares'  short  ETFs 
to  introduce  some  downside  protection 
to  portfolios  that  would  otherwise  have 
none.  "Most  of  our  clients  have  a  mandate 
that  we  don't  actually  short  because  of  the 
unlimited  downside  risk,"  he  says.  "These 
ETFs  have  limited  risk."  Another  plus  for 
the  short  funds:  They're  permissible  in 
IRAs,  but  outright  short-selling  is  not. 

Those  like  Welch  who  use  the  short 
funds  usually  make  small  opportunistic 
plays  rather  than  big  bets  on  a  crash  in 


Call  your  broker,  or  visit 
hartfordinvestor.com. 

Mutual  Funds 
401  (k) 

Annuities 
Life  Insurance 

Prepare  to  Live" 


I  III1 

Hartford 


PersonalFinance  Investing 


Playing  Both  Sides  Now 


By  pairing  certain  short  funds  with  traditional  "long"  funds,  you  can  profit  the  way  hedge  funds  do-from  both 
rising  and  falling  prices.  In  the  following  examples,  you  can  choose  one  fund  from  each  side. 


THE  PLAY 


SHORT  SIDE 


LONG  SIDE 


SMALL  VS.  LARGE  Small-cap  stocks  are  overvalued  relative 
to  large  blue  chips.  In  a  market  sell-off,  it's  likely  the  small 
caps  would  fall  farther  than  the  large  caps,  and  this  hedge 
play  would  pay  off. 


ProShares  Short  SmallCap  600  (SBB) 

ProShares  Ultrashort 

Russell  2000  Value  (SJH) 

Rydex  Inverse  Russell  2000  H  (RYSHX) 


Ameristock  Fund  (AMSTX) 
Vanguard  PRIMECAP  Core  (VPCCX) 
Vanguard  Growth  ETF  (VUG) 


BATTLE  OF  THE  STOCKPICKERS  Top  drawer  stockpickers 
run  these  funds  and  have  a  shot  at  outperforming  the  index 
funds  and  ETFs  on  both  the  short  and  long  sides.  These  funds 
will  invest  in  or  short  any  stock,  regardless  of  market  cap. 


Grizzly  Short  Fund  (GRZZX) 
Prudent  Bear  Fund  (BEARX) 


Fairholme  Fund  (FAIRX) 
Masters'  Select  Equity  (MSEFX) 


BUCKING  THE  TREND  In  a  broad  stock  market  decline, 
consumer  staples-food,  beverage,  drug  companies  and  the 
like-tend  to  buck  the  trend.  After  all,  these  companies  sell 
the  necessities  of  life. 


PIMCO  StocksPlus 
Short  Strategy  (PSSDX) 
ProShares  Short 
S&P  500  (SH) 


Fidelity  Select 
Consumer  Staples  (FDFAX) 
iShares  S&P  Global 
Consumer  Staples  (KXI) 


CHEAP  VS.  DEAR  By  many  measures,  real  estate 
investment  trusts  are  overvalued,  while  technology 
companies  are  still  relatively  cheap  compared  with  their 
prices  at  the  last  market  peak. 


ProFunds  Short 
Real  Estate  Investor  (SRPIX) 
ProShares  Ultrashort 
Real  Estate  (SRS) 


Buffalo  Science  & 
Technology  (BUFTX) 
Vanguard  Information 
Technology  ETF  (VGT) 


\ 
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CREDIT  CRUNCH  Subprime  mortgages  and  other  credit- 
related  problems  could  weigh  on  the  financial  services 
sector,  especially  the  banks,  while  health-care  stocks  usually 
hold  up  well  in  a  bear  market. 


ProShares  Ultrashort 
Financials  (SKF) 


T.  Rowe  Price 
Health  Sciences  (PRHSX) 
Vanguard  Health 
Care  ETF  (VHT) 


stock  prices  (table).  For  instance,  small- 
cap  stocks  have  beaten  the  S&P  500 
seven  years  running,  leaving  many  to 
argue  that  small- cap  stocks  are  over- 
priced. Even  veteran  small-stock  inves- 
tor Charles  Royce  recently  declared  in  a 
shareholder  letter  that  a  "historically  typ- 
ical correction  of  15%  or  better  is  in  the 
near  future."  When  someone  like  Royce, 
whose  firm  Royce  &  Associates  runs  $26 
billion  in  small-cap  investments,  says 
watch  out,  maybe  you  should. 

Here's  a  strategy.  Start  by  buying  the 
ProShares  Short  SmallCap600  ETF.  Then 
pair  that  with  an  investment  on  the  long 
side,  say,  a  large-cap  growth  fund  or  ETF, 
one  of  the  worst-performing,  and  thus 
cheaper,  sectors.  A  possible  choice  is 
Vanguard  PRIMECAP  Core  Fund,  run  by 
top-performing  growth-stock  managers. 
The  bet  pays  off  if  big  blue  chips  outper- 
form small  caps. 

You  can  also  target  industries  or  sec- 
tors you  think  are  overvalued.  One  in- 
dustry many  strategists  believe  to  be 
overvalued  is  commercial  real  estate,  and 
the  way  to  play  thai  is  through  real  estate 
investment  trusts  (REITs).  "REITs  are  at 
the  top  of  my  list  of  overvalued  assets," 
says  Jason  Hsu,  director  of  research  and 
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investment  management  at  Research  Af- 
filiates, a  Pasadena  (Calif.)  money  man- 
agement firm  with  $22  billion  in  assets. 
The  knock:  REITs  are  bought  for  income, 
but  prices  are  so  high  that  yields  are 
at  historic  lows,  nearly  one  percentage 
point  below  Treasury  bills.  Banking  is 
another  overvalued  sector,  says  Hsu.  The 
subprime  mortgage  mess  makes  that  sec- 
tor a  good  short-sale  candidate. 

You  could  pair  these  short  positions 
with  ETFs  or  mutual  funds  that  invest  in 
health  care  or  consumer  staples.  These 
sectors  have  done  poorly  in  recent  years 
but  tend  to  do  well  in  bear  markets,  since 
people  always  need  medicine  and  food. 
"A  lot  of  the  stocks  we  own  are  in  the 
consumer  and  health-care  sectors,"  says 
Hussman.  "The  consumer  is  the  most 
stable  part  of  the  economy." 

TIMING  IS  EVERYTHING 

THE  TRICKIEST  PART  of  putting  your 
money  into  a  bearish  bet  is  the  timing. 
You  can  be  right  that  a  market  or  sector 
is  overvalued  but  wrong  on  the  timing. 
That's  essentially  what  economist  John 
Maynard  Keynes  meant  when  he  said, 
"The  market  can  stay  irrational  longer 
than  you  can  stay  solvent." 


I 


That's  less  of  a  problem  with  she 
funds,  since  losses  are  limited.  Still,! 
you're  getting  aggressive  in  your  wag 
against  the  market,  you  have  to  figi 
out  what  the  bear-market  triggers  mig 
be.  Two  areas  to  watch  closely  are  ti 
private  equity  market  and  interest  rat 
The  billions  private  equity  funds  h£ 
been  pouring  into  stocks  to  buy  out  pi 
lie  companies  have  been  propelling  t 
market  higher.  These  deals  are  financ 
with  low-interest  loans,  but  should 
terest  rates  rise,  private  equity's  che 
money  would  disappear. 

Ultimately,  the  market's  downfijyow 
may  be  its  old  nemesis— inflation, 
consumer  prices  rise  yet  the  econoi 
continues  to  cool,  the  Fed's  hands  v  al 
be  tied.  It  will  not  be  able  to  lower  ra  |j 
to  spark  growth  for  fear  of  causi  wt 
further  inflation.  In  fact,  in  such  a  s<  :br 
nario,  rates  on  private  equity  debt  v  ileg 
certainly  go  up.  What's  more,  since  t 
economy  is  overleveraged  and  indebl  "V 
at  every  level,  from  the  federal  govei 
ment  to  individual  consumers,  higl  | 
rates  would  be  bad  for  every  borrow  is  if 
Inflation  could  be  the  perfect  trigger  nine 
investors  looking  to  make  a  killing  tier  s 
the  short  side.  ■  QiilJ 
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THE BENTS 

Brothers  Ian  and 


V  Costly  Glitch 
"or  401(k)  Heirs 

law  giving  nonspouses  a  tax  break  doesn't  always 
Dply.  How  to  protect  your  kids,  by  annetergesen 


LAST  SUMMER,  SHORTLY 
after  Ian  and  Brody  Bents 
inherited  their  father's 
401(k)  retirement  account, 
Congress  enacted  a  law 
that  seemed  to  give  the 
brothers  a  big  tax  break 
their  six-figure  windfall.  It  allows 
yone  who  inherits  a  401(k)  to  receive 
:  same  favorable  tax  treatment  previ- 
sly  reserved  for  spouses— specifically, 
■  ability  to  minimize  the  up-front  tax 
1  by  withdrawing  the  money  over  their 
peered  lifetime.  But  like  many  others, 
t  brothers  have  discovered  a  catch  in 
t  legislation:  It  lets  the  plans  decide 
(ether  they  want  to  offer  the  new  ben- 
t.  "My  dad's  401(k)  plan  told  us  it's  not 
juired  to  do  anything  for  us,  so  we're 
:  of  luck,"  says  Ian  Bents,  26,  who  ex- 
:ts  to  pay  combined  federal  and  state 
lome  taxes  of  41%  on  his  share  of  his 
her's  401(k)  account  this  year. 
Children,  siblings,  unmarried  partners, 


and  other  "nonspouse"  beneficiaries  have 
long  been  subject  to  onerous  rules  requir- 
ing them  to  cash  out  401(k)  inheritances 
within  one  to  five  years  of  the  account 
owner's  death.  At  that  point,  the  heir 
would  owe  income  tax  on  the  entire  ac- 
count, since  taxes  had  been  deferred.  The 
new  law  was  supposed  to  change  that  by 
putting  all  beneficiaries  on  an  equal  foot- 
ing with  spouses,  who  have  always  been 
free  to  transfer  inherited  401(k)s  to  an 
individual  retirement  account  and  stretch 
the  withdrawals— and  tax  bills— over  their 
own  life  expectancies.  But 
a  recent  Internal  Revenue 
Service  ruling  has  advisers 
warning  that  the  new  law 
doesn't  offer  the  protection 
they  hoped  it  would.  As  a 
result,  they're  instructing 
401(k)  owners  to  take  steps 
to  ensure  that  their  heirs 
don't  get  stuck.  "The  inten- 
tion and  the  reality  of  the 


Transfer  a 
401(k)  to  an 
IRA  when 
you  retire  or 
leave  a  job 


new  law  are  two  different  things,"  says 
Bryan  Sweet,  Ian  Bents's  financial  adviser 
in  Fairmont,  Minn. 

The  IRS  ruling  lets  employers  choose 
whether  to  amend  their  401(k)  plans  to 
make  IRA  transfers  more  widely  available. 
While  some  companies,  including  IBM, 
Eastman  Kodak,  and  MetLife,  have  done 
so,  many  have  yet  to  consider  the  matter. 
Some,  including  the  union  that  over- 
sees the  401(k)  the  Bents  inherited,  say 
they  don't  expect  to  take  action,  in  part 
because  making  a  change  costs  money. 
"Companies  incur  a  cost  to  amend  their 
plans,  revise  their  paperwork,  and  inform 
employees  of  the  change,"  says  Ed  Slott, 
editor  of  newsletter  Ed  Slotfs  IRA  Advisor. 
"They  also  incur  the  ongoing  cost  of  train- 
ing and  paying  employees  to  handle  these 
distributions.  I  don't  see  a  lot  of  compa- 
nies stepping  up  to  the  plate  on  this." 

ACT  FAST 

EVEN  WHEN  AN  EMPLOYER  does  its 
part,  heirs  who  aren't  careful  can  miss 
out  on  the  new  opportunity.  According 
to  the  IRS  ruling,  beneficiaries  have  to 
transfer  their  inheritances  from  a  401(k) 
plan  to  an  IRA  by  a  specific  date,  namely 
the  last  day  of  the  year  after  the  year  in 
which  the  account  owner  dies.  The  heir 
of  someone  who  dies  this  year,  for  ex- 
ample, must  complete  a  transfer  by  Dec. 
31, 2008.  Anyone  who  inherited  a  401(k) 
from  someone  who  died  in  2005  or  ear- 
lier already  has  missed  this  deadline. 

If  the  heirs  don't  meet  the  deadline, 
they  still  can  move  their  money  into  an 
IRA.  But  they'll  lose  the  ability  to  spread 
out  the  income  tax  payments  over  their 
own  life  expectancies,  says  Slott.  Instead, 
he  explains,  they'll  have  to  liquidate  the 
account  on  the  timetable  specified  by  the 
rules  of  the  401(k)  plan  the  money  was 
transferred  from.  Most  require  that  the 
entire  sum  be  withdrawn  and  the  taxes 
paid  within  five  years.  "This  highly  an- 
ticipated benefit  may  not  be  so  beneficial 
at  all,"  says  Theresa  Fry,  retirement  plan- 
ning specialist  at  A.G.  Edwards  &  Sons. 

The  best  way  to  avoid  problems?  When 
you  retire  or  leave  a  job,  transfer  your 
401(k)  to  an  IRA.  That  gets  your  nest  egg 
out  from  under  an  employ- 
er's rules.  You  may  also  be 
able  to  take  a  so-called  in- 
service  distribution.  A  grow- 
ing number  of  businesses  let 
employees  transfer  money 
out  of  the  plan  while  they're 
still  on  the  payroll,  says  Slott. 
With  an  IRA,  your  heirs  will 
be  subject  to  the  more  favor- 
able tax  treatment.  ■ 


May  21,  2007  I  BusinessWeek  I  101 


PersonalFinance  I  Inside  Wall  Street 


BY  GENE  G.  MARCIAL 

WITH  OR  WITHOUT  DOW  JONES,  NEWS  CORP.  COULD  SOAR- 
TRINITY  INDUSTRIES'  RAILCAR  SALES  ARE  PICKING  UP  SPEED. 
NEW  DRUG  COMBOS  DRAW  BIG  INVESTORS  TO  COMBINATORX. 
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News  Corp.'s  Good  News 

WHETHER  OR  NOT  RUPERT  MURDOCH  bags 
Dow  Jones  with  his  surprise  $5  billion  bid,  some 
investors  say  the  stock  to  buy  is  News  Corp.  (NWS), 
which  he  controls.  With  Dow  Jones,  owner  of  The  Wall  Street 
Journal  and  other  properties,  News 
Corp.  would  become  "one  of  the 
premier  players  in  the  news  business," 
says  Sarat  Sethi,  a  partner  at  Douglas  C 
Lane  &  Associates,  which  owns  shares. 
On  May  1,  when  the  $60-a-share  offer 
was  revealed,  Dov/s  stock  jumped 
nearly  60%,  but  News  Corp.  slid  from 
24  to  21— and  is  now  at  23.25.  Dow 
Jones  represents  a  "very  valuable  asset 
for  Rupert,"  says  Sethi.  "It  would  fit 
perfectly  into  his  media  conglomerate" 
as  the  company  launches  Fox  Business 
Channel.  Sethi  sees  News  Corp.  jumping  to  30  if  it  wins  Dow 
Jones.  "But  by  no  means  do  its  fortunes  rely  on  a  Dow  deal,"  he 
asserts.  The  point  most  investors  miss,  says  Richard  Greenfield 
of  Pali  Research,  "is  that  the  bid  shows  how  strongly  News 
Corp.  believes  it  is  performing."  Greenfield  rates  News  Corp.  a 
buy.  Based  on  his  earnings  forecast  of  $1.30  a  share  for  2008, 
he  says  the  "valuation  has  become  compelling."  Even  if  News 
Corp.  pays  $65  a  share  for  Dow  Jones,  it  would  dilute  profits 
in  2008  by  only  2$  a  share  and  in  2009  by  4<t,  he  says.  As  it  is, 
News  Corp.  can  expand  earnings  by  17%  a  year  from  2007  to 
2012  (ending  June  30),  "significantly  higher  than  its  peers," 
says  Greenfield.  He  sees  earnings  of  $1.02  a  share  in  fiscal 
2007,  up  from  2006's  83$. 

A  Railroad  Player 
Headed  for  the  Main  Line? 

WHEN  WARREN  BUFFETT  bought  a  10%  stake  in 
Burlington  Northern  Santa  Fe  in  mid-April,  other 
railroad  stocks  picked  up  steam.  One  company  that 
didn't  get  much  notice  but  is  a  pure  play  in  rails  is  Trinity 
Industries  (TRN),  the  largest  maker  of  railcars  in  North  America. 
"It  is  sure  to  profit  handsomely  from  the  upcoming  boom," 
says  Stephen  Leeb,  president  of  Leeb  Capital  Management, 
which  owns  shares.  He  expects  that,  as  higher  oil  prices  push 
up  the  cost  of  air  and  truck  transport,  railroads  will  change 
from  a  cyclical  business  into  a  growth  industry.  Also,  rail  is  the 
preferred  method  for  moving  ethanol,  which  is  highly  corrosive 
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and  can't  be  shipped  by  pipeline,  he 
adds.  "Railcar  backlog  climbed  48%  in 
the  first  quarter,"  notes  Stewart  Scharf 
of  Standard  &  Poor's,  who  rates  Trinity  a 
"strong  buy."  He  upped  his  2007  profit 
estimate  by  10<t,  to  $3.25  a  share,  and 
raised  his  12-month  price  target  for  the 
stock,  now  at  45,  to  61  a  share. 

CombinatoRx 
Has  a  Rich  Pipeline 

APART  FROM  ITS  NAME,  CombinatoRx  (CRXX),  two 
other  facts  are  unusual  about  this  little-known  biotecl 
Using  its  own  technology,  it  develops  medicines  from 
synergistic  combinations  of  approved  (unpatented)  drugs.  A 
even  though  if  s  tiny,  the  institutional  big  guns  own  stock.  T. 
Rowe  Price  has  2  million  shares,  for  a  7%  stake;  UBS  Global 
Asset  Management  has  2.5%;  and  Barclays  Global  Investors 
has  2%.  The  company  has  pushed  into  Phase  2  clinical  trials- 
a  portfolio  of  drug  candidates  aimed  at  cancer  and  multiple 
immuno-inflammatory  diseases.  "No  other  young  biotech 
has  six  drugs  in  early  Phase  2  trials,"  says  Dr.  Alan  Tuchman 
a  partner  at  Xmark  Funds,  which  owns  shares.  Its  lead  drug, 
CRx-102,  will  start  its  second  Phase  2 
trials  this  year  in  rheumatoid  arthritis 
and  osteoarthritis.  A  "modified-release 
commercial  formulation"  of 
CRx-102  is  expected  by  yearend,  he 
says.  CombinatoRx  has  signed  a 
pact  with  Cystic  Fibrosis  Foundation 
Therapeutics  to  develop  a  drug  for  that 
disease.  The  foundation  is  funding  up 
to  $13.8  million  of  research  plus  75% 
of  development  costs.  Eric  Schmidt  of 
investment  firm  Cowen  rates  the  stock, 
now  at  6.63,  "outperform,"  and  says 
CombinatoRx'  approach  could  cut  costs  and  lead  times  whili 
improving  success  rates.  ■ 
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COMMENTARY 

M&A  activity,  real  and  imagined, 
stoked  the  markets  this 
week.  Shares  of  Alcoa,  which 
announced  a  takeover  ot  Alcan, 
jumped  11%.  Speculation  that 
Countrywide  Financial  might  be 
a  private  equity  target  sent  the 
stock  up  10.7%,  but  OfficeMax 
sagged  9%  on  similar  rumors. 
Investors  soured  on  General 
Motors  after  earnings  came  in 
below  estimates. 

Data:  Bloomberg  Financial  Markets.  Reuters 
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THE  WEEK  AHEAD 


CONSUMER  PRICE  INDEX  Tuesday, 
May  15,  8:30  a.m.  EDT))  Prices 
are  forecast  to  have  increased  by 
0.4%  in  April,  following  a  0.6% 
jump  the  month  before.  That's 
the  median  estimate  among 
economists  surveyed  by  Action 
Economics.  Gasoline  prices, 
just  below  $3  per  gallon,  will 
push  up  the  headline  reading. 
Minus  energy  and  food,  the  index 
probably  rose  0.2%  after  ticking 
up  0.1%  in  March. 


U.S.  MARKETS 

MAI  9 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P 500 

1512.6 

1.1 

6.6 

14.1 

Dow  Jones  Industrials 

13.362.9 

1.1 

7.2 

14.8 

NASDAQ  Composite 

2576.3 

0.7 

6.7 

10.2 

S&P  MidCap  400 

898.8 

1.4 

11.7 

10.1 

S&PSmallCap600 

433.5 

0.9 

8.4 

7.1 

DJ  Wilshire  5000 
SECTORS 

15,230.3 

1.1 

7.1 

13.5 

BusinessWeek  50* 

848.9 

1.4 

6.3 

9.2 

BW  Info  Tech  100** 

471.8 

0.9 

5.4 

16.2 

S&P/Citigroup  Growth 

691.8 

0.8 

6.0 

13.0 

S&P/Citigroup  Value 

819.6 

1.4 

7.2 

15.3 

S&P  Energy 

499.0 

1.3 

9.5 

14.1 

S&P  Financials 

508.6 

15 

27 

11.3 

S&P  REIT 

204.3 

0.1 

2.7 

20.8 

S&P  Transportation 

282.7 

21 

7.2 

-2.6 

S&P  Utilities 

214.7 

0.3 

15.1 

34.0 

GSTI  Internet 

222.5 

16 

114 

15.4 

PSE  Technology 

951.1 

1.0 

8.6 

9.0 

•March  19. 1995 

=1000  •• 

February  7,  2000=1000 

GLOBAL  MARKETS  may  9  week 

S&P  Euro  Plus  (U.S.  Dollar)  2203  6  -0.3 

London  (FT-SE 100)  6549.6  1.0 

Paris  (CAC  40)  6051.6  1.0 

Frankfurt  (DAX)  7476.0  0.3 

Tokyo  (NIKKEI  225)  17,748.1  2.0 

Hong  Kong  (Hang  Seng)  20,844.8  2.2 

Toronto  (S&P/TSX  Composite)  13,895.2  2.3 

Mexico  City  (IPC)  29,992.8  2.5 


%  change 

year  to  las 

DATE  MOti 

10.7  22. 

5.3  7. 

9.2  13. 

13.3  21. 

4.4 
7.6 

13.4 


FUNDAMENTALS  mays 

S&P  500  Dividend  Yield  1.75% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  17.7 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.6 

First  Call  Earnings  Revision*  -0.10% 

TECHNICAL  INDICATORS  mays 

S&P  500  200-day  average  1387.3 

Stocks  above  200-day  average  74.0% 

Options:  Put/call  ratio  0.74 

Insiders:  Vickers  NYSE  Sell/buy  ratio  6.16 


21, 

12,    :" 
37. 

year/  ; 
1.7591 

18.     : 
15.C 
0.03°/i  \. 

•First  Call 

as 

WEEKAGO      YEAR/ 

1380.8  Positivi     - 

73.0%  Negatiw 

0.86  Positivi 

5.57  Negative 


WEEKAGO 

1.75% 

17.5 

15.3 

-0.24% 


BEST-PERFORMING 
GROUPS 

Internet  Retailers 
Consumer  Electronics 
Health-Care  Supplies 
Household  Appliances 
Commerical  Printing 


LAST 
MONTH  % 

28.0 

20.4 
18.4 
18  2 
15.4 


Tires  &  Rubber 
Internet  Retailers 
Leisure  Products 
Office  REIT's 
Intgrd.  Telecmms.  Svcs. 


LAST  12 
MONTHS  % 

133.6 

53.9 
49.9 
44.2 
42.4 


WORST-PERFORMING  LAST 

MONTH  % 


GROUPS 

IT  Consulting 
Residential  REIT's 
Agricultural  Products 
Gold  Mining 
Department  Stores 


LAS" 
MONT 


-7.9 
-6.1 
-5.3 
-4.5 
-4.4 


Gold  Mining 
Electric  Mfg.  Svcs. 
Employment  Services 
Homebuilding 
Agricultural  Products 
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EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN  % 

LEADERS 

Latin  America  4.6 

Health         4.5 

Natural  Resources  4.1 

Large-cap  Value  4.0 

LAGGARDS       _^ 

Real  Estate  -1.3 

Japan  -0.8 

Precious  Metals  -0.2 

Diversified  Pacific/Asia  1.8 

EQUITY  FUNDS 


52-WEEK  TOTAL  RETURN 
LEADERS 


Utilities 

33.7 

Pacific/Asia  ex-Japan 

25.7 

Latin  America 

24.0 

Real  Estate 

LAGGARDS 

22.5 

Japan                                -9.1 

Precious  Metals 

-2.0 

Small-cap  Growth 

3.6 

Technology 

5.3 

INTEREST  RATES 

KEY  RATES  may9 

Money  Market  Funds  4.86% 

90-Day  Treasury  Bills  4.86 

2-Year  Treasury  Notes  4.72 

10-Year  Treasury  Notes  4.66 

30-Year  Treasury  Bonds  4.84 

30-Year  Fixed  Mortgage  f  6.11 


WEEKAGO     YEAR  ,  ::i,. 

4.86%    ti  *P 


4.88 
4.64 
4.64 
4.82 
6.13 
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4-WEEK  TOTAL  RETURN 
LEADERS 

% 

52  WEEK  TOTAL  RETURN 
LEADERS 

% 

ProShrs.  Ult.  Semiconductors 

12.4 

iSharesMSCI  Malaysia  ktx. 

52.3 

DireXn.  Cmdty.  Bull  2X 
ProFunds  UttraDow  30  Inv. 

12.0 
11.8 

Dreyfus  Prem.  Grtr.  China  A 
ProFds.  Utilities  Ultrasector 

51.6 
51.6 

ProShares  Ultra  Dow  30 

LAGGARDS 

11.7 

AIM  China  A 

LAGGARDS 

474 

ProShrs.  UltSh.  Semiconductors 

-11.3 

American  Heritage  Grth. 

-40.0 

ProFunds  Ultrashort  Dow  30 

-10.2 

ProFunds  UltSh.Emrg.Mkts. 

-32.7 

Rydex  Dynamic  Dow  30  H 

-10.2 

DireXn.  Emrg.  Mkts.  Short 

-31.0 

ProShares  Ultrashort  Dow  30 

-10.1 

ProFunds  Precs.  Mtls.  Inv. 

-30.9 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 
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10-YR.BOND 

30-YR.BO 

General  Obligations 

3.78% 

4.20 

lmm 

Taxable  Equivalent 

5.40 

6.0C 

fff 

Insured  Revenue  Bonds 

3.98 

4.47 

STER 

Taxable  Equivalent 

5.69 

6.39 
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RESIDENTIAL  CONSTRUCTION 

Wednesday,  May  16,  8:30  a.m. 
EDT » April  housing  starts  very 
likely  eased  to  an  annual  rate 
ot  1.51  million.  In  March  starts 
unexpectedly  rose  to  a  rate  ot 
1.52  million.  The  gain  was  likely 
the  result  ot  improved  weather 
conditions  after  a  cold  February. 
INDUSTRIAL  PRODUCTION 
Wednesday,  May  16,  9:15  a.m.  EDT 
>>  Factory  output  probably  inched 
up  0.3%  in  April,  after  a  0.2% 


decline  in  March,  driven  by  a  huge 
weather-related  plunge  in  utility 
output.  The  capacity  utilization 
rate  is  expected  to  have  inched 
back  up  to  81.5%,  from  81.4%. 
LEADING  INDICATORS  Thursday, 
May  17, 10  a.m.  EDT  »The 
Conference  Board's  leading 
economic  indicators  index  for 
April  probably  held  steady,  as 
rising  stock  prices  were  offset  by 
weakness  elsewhere.  In  March 
the  index  rose  0.1%. 


rose  to  300.2  for  the  week  ended 
Apr.  28,  up  9.6%  from  the  previou 
year.  Before  calculation  of  the  foul 
week  average,  it  climbed  to  301.1. 
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The  Soul  of  a  New  Suburb 


LAST  HARVEST  How  a  Cornfield  Became  New  Daleville 

By  Witold  Rybczynski;  Scribner;  309pp;  $27 


LAST    HA 


Look  closely  at  U.S.  history,  and  you'll 
find  that  the  original  settlers  and 
pioneers  were  soon  followed  by  another 
group  with  a  less  savory  reputation:  real 
estate  developers.  What,  after  all,  was 
the  great  frontier  but  a  bunch  of  empty 
lots  just  begging  to  be  subdivided  and 
sold  to  folks  looking  for  a  house  with 

a  white  picket  fence? 

In  fact,  much  of  the  history  of  the  U.S. 
can  be  seen  through  the  lens  of  real  estate 
development.  Both  George  Washington 
and  Thomas  Jefferson,  it  turns  out,  had 
extensive  land  holdings  that  they  sought  to 
develop.  And  Washington,  D.C.,  might  never 
have  risen  out  of  the  swampy  banks  of  the 
Potomac  if  a  sharp-eyed  "land  jobber"— as 
developers  were  known— hadn't  rescued  the 
project  by  buying  the  bulk  of  the  lots  in  the 
still-unbuilt  city  for  about  a  fifth  of  what  the 
government  was  asking. 

In  Last  Harvest,  acclaimed  architecture 
writer  Witold  Rybczynski  paints  a  nuanced 
portrait  of  these  men  and  others  who  built 
America,  neighborhood  by  neighborhood. 
The  book  tells  the  saga  of  a  modern-day 
developer  named  Joe  Duckworth  and 
his  five-year  quest  to  turn  a  Pennsylvania  cornfield  into  a 
subdivision  he  would  come  to  name  New  Daleville,  after 
a  nearby  hamlet.  Along  the  way,  Rybczynski  offers  a  rich 
history  of  U.S.  development,  from  the  Founding  Fathers  to 
the  dreamers  who  conceived  the  first  automobile  suburbs 
in  the  early  part  of  the  last  century  and  on  to  today's  foot 
soldiers  in  the  movement  called  New  Urbanism. 

Duckworth  sees  his  project  as  part  of  this  trend.  Inspired 
by  such  New  Urbanist  towns  as  Seaside  and  Celebration  in 
Florida,  Duckworth  envisions  a  tidy  settlement  of  homes 
nestled  closely  together  on  small  lots,  with  front  porches, 
sidewalks,  and  narrow  streets.  New  Urbanism  is  all  the 
rage  in  development  these  days,  in  part  because  buyers  like 
the  idea  but  also  because  it  offers  the  advantage  of  greater 
density— meaning  higher  potential  profits  for  developers.  The 
difficulty  Duckworth  faces  is  that  his  land  lies  in  semirural 
Chester  County  on  the  outskirts  of  Philadelphia,  where  the 
current  residents  aren't  particularly  interested  in  any  new 
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ONLINE:  To  watch  a  video  interview  with  Witold  Rybczynski.  go  to 
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neighbors  at  all,  let  alone  125  houses  crowded  onto  just  90 
acres.  For  the  people  already  in  the  area,  newcomers  only 
mean  extra  traffic,  higher  taxes,  and  blocked  views. 

But  the  force  of  history  and  the  weight  of  the  law  are 
largely  on  Duckworth's  side.  When  the  value  of  agricultura 
land  rises  high  enough,  Rybczynski  points  out,  farmers  hav 
a  powerful  incentive  to  sell  out  to  developers— the  "last 
harvest"  of  the  book's  tide.  And  once  that  occurs,  there's  nc 
lot  residents  can  do  to  stop  new  building. 

That  doesn't  mean,  though,  that  the  locals  can't  put  up 
plenty  of  roadblocks  in  the  hope  that  the  developer  will  tire 
of  the  hassles  and  pull  the  plug  on  the  projec 
Indeed,  Rybczynski  notes  that  in  comparison  i 
with  the  more  freewheeling  South  and  West, 
strict  zoning  policies  of  Northeastern  states 
have  made  the  process  of  getting  permits  for 
subdivision  a  multiyear  ordeal  that  raises  the 
costs  of  development— and  as  a  result,  home 
prices.  In  Duckworth's  case,  the  opposition 
leads  his  architects,  planners,  consultants,  an1 
engineers  into  a  dizzying  series  of  planning 
board  meetings,  design  reviews,  and  even  a 
field  trip  to  nearby  New  Urbanist  developmei 
to  persuade  locals  that  the  project  won't  spell 
the  end  of  their  bucolic  lifestyle.  Ultimately,  a 
nitty-gritty  of  these  goings-on  gets  to  be  a  bit 
much  and  makes  the  story  drag. 

Fortunately,  those  sections  are  intersperse 
with  rich  anecdotes  about  current  developers  j 
and  some  of  their  most  interesting  forebears. 
There's  Thomas  Edison's  ill- 
fated  attempt  to  mass-product  i 
all-concrete  houses,  Frank  Llo 
Wright' s  concept  for  a  low-cos]  | 
home  called  the  Usonian,  and 
assembly-line-style  productioi  I 
postwar  Levittowns  in  New  Yc| 
New  Jersey,  and  Pennsylvania. 

homebuilding  SM^SEf 

^^^^^^^^m  developers.  The  land  jobbers 

who  rescued  Washington,  for 
instance,  saw  their  U.S.  holdings  climb  to  6  million  acres  bu 
ended  up  in  debtor's  prison. 

While  Duckworth  doesn't  appear  headed  in  that  directic 
he  has  seen  his  share  of  disappointments.  New  Daleville 
started  selling  in  early  2006,  just  as  the  U.S.  housing  mark 
was  peaking.  The  first  homes  are  now  occupied,  but  sales 
have  been  slow.  Duckworth  has  had  to  cut  prices  on  his  lot 
even  as  the  builders  have  offered  discounts  on  the  houses. 
The  last  harvest,  it  seems,  isn't  always  as  bountiful  as 
generations  of  developers  might  like.  ■ 

-By  David  Ro 
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WITH  MARIA  BARTIROMO 


Can  the  Market  Stay  This  Hott 

t/  GE 


SIZZLING  IS  TOO  WEAK  a  word  to  describe 
the  current  state  of  the  stock  market.  But 
with  the  Dow  blasting  past  13,000,  and 
the  S&P  breaking  through  1,500,  talk  of 
a  maturing  market  is  in  the  air.  To  get  a 
better  sense  of  where  equities  are  heading 
and  what  the  pros  are  thinking,  I  rang  up 
Chris  Ailman,  chief  investment  officer  of 
the  California  State  Teachers'  Retirement 
System,  one  of  the  biggest  pension-fund 
investors  in  America.  On  the  day  I  called, 
he  was  managing  $168.8  billion. 

What's  behind  the  rally  we're  seeing? 

The  key  is  the  continued  growth  of  corporate  earnings.  I'm  still 
waiting  to  see  the  S&P  500  break  through  its  previous  high.  We 
haven't  seen  a  total  breakout  of  the  market  yet. 

What  do  you  want  to  take  profits  in  at  this  moment? 

Well,  we've  been  overweight  in  non-U.S.  stocks  and  U.S.  stocks 
for  the  better  part  of  18  months  to  almost  two  years.  So  we've 
participated  handsomely  in  this  rally,  and  as  a  result,  we're 
going  to  pare  back  our  holdings  across  those  markets.  Not  any 
particular  industry,  but  rebalancing  back  a  little  bit  into  private 
equity  and  into  fixed  income. 

And  so  when  we  see  the  S&P  or  Russell  3000  rally  to  new 
heights,  what  kind  of  money  are  you  making  on  a  daily  basis? 

On  a  really  good  day  we're  going  to  make  a  billion  dollars.  And 
because  a  good  chunk  of  our  portfolio  is  exposed  to  interna- 
tional stocks  and  nondollar  assets. .some  of  that  depends  on 
how  the  dollar  does  on  a  given  day.  For  example,  April  was  our 
second  best  month  ever.  We  gained  $5  billion  in  value. 

Do  you  think  that  most  of  the  support  for  this  market  has 
come  from  institutions,  or  is  it  also  individual-based? 

It's  institutions,  but  I'm  just  amazed  at  the  high-net-worth 
individual  market.  It  has  always  been  there  in  the  U.S.,  but 
what  we're  seeing  more  and  more  is  the  huge  growth  of 
that  wealth,  the  private  wealth  in  the  Middle  East,  and 
especially  across  Asia.  And  those  people  are  trying  to 
diversify  their  portfolios  out  of  their  home  markets,  and 
the  U.S.  is  still  48%  or  49%  of  the  world's  stock  mar- 
ket. So  there's  constant  demand  and  growth  coming 
nor.  overseas.  I'm  not  sure  Main  Street— other  than 
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through  their  401(k)s- 
a  big  way. 


-has  been  back  into  the  stock  market ■f]I 
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That's  interesting,  because  a  lot  of  people  worry  that 
foreigners  are  going  to  sell  our  securities. 

You  know,  there  are  three  huge  pension  plans  in  the 
Netherlands,  and  when  you  look  at  their  portfolios... 
the  U.S.  is  half  of  their  market.  And  you  want  to  own  a 
GE,  you  want  to  own  a  Coke,  you  want  to  own  a  Morgan 
Stanley,  a  Goldman  Sachs.  You  just  can't  get  that  kind  of 
diversification  and  exposure  to  those  industries  in 
non-U.S.  companies. 


\t. 


cm 


AILMAN 

CalSTERS 

tained 
5  billion 
in  April 


i  mentioned  GE,  yet  it  never  moved. 

it  has  been  an  interesting  one.  We  were 
ning  some  numbers  on  the  10-year  cycle 
JE.  Still  strong  earnings  growth,  but  the 
:khas  really  been  a  laggard.  I'm  sure  [CEO 
']  Immelt  is  feeling  a  lot  of  pressure.  That 
I  surprises  me  because  relative  to  perfor- 
nce,  it  should  be  doing  better. 

that's  a  company  you  want  to  own? 

he  U.S.  we're  heavily  passive,  so  we  own  the 
isell  3000  index.  If  you  look  at  our  U.S.  expo- 
:,  70%  is  in  a  passive  index.  In  general,  active 
lagement  still  doesn't  beat  the  market. 


Our  real 
focus  is 
not  on  how 
much  money  a 
company  is  going 
to  make  but  what 
are  they  doing  with 
those  earnings" 


tion,  and  our  concern  that  overall  it's  not 
going  to  generate  the  kind  of  returns  we're 
looking  for.  We'd  rather  be  in  private  equity 
and  real  estate,  where  we  think  we  can  be 
more  hands-on  and  generate  the  returns. 


at  turns  this  around?  What  worries  you? 

paid  to  worry  all  the  time.  I've  worried  for  a  decade  about 
current-account  deficit.  You  always  worry  that  non-U.S.  in- 
ters will  change  direction  and  move  into  the  euro,  or  even- 
lly  the  Nikkei  turns  around,  and  they  decide  to  invest  more 
re.  I  worry  a  lot  about  the  psychology  on  Main  Street— gas 
:es  going  up  but  the  average  worker's  earnings  not  going 
dramatically.  Main  Street  is  still  going  to  the  mall,  still 
nding.  But  I  always  worry  about  a  slowdown  there  because 
consumer  is  two-thirds  of  the  U.S.  economy. 

ne  say  one  of  the  reasons  this  market  has  been  so  strong  is 
ipanies  buying  back  stock  and  acquiring  companies.  And 
t's  just  making  the  supply  smaller.  Do  you  buy  into  that? 

seen  some  statistics  by  different  people,  some  that  believe  in 
|  and  other  statistics  that  say  [the  market  is  no  smaller]  than 
as  in  prior  times  in  history.  But  without  a  doubt  you  want  to 
e  companies  buying  back  stock,  saying  that  they  think  that's 
r  best  investment.  You  know,  our  fund  has  been  around 
:e  1913,  and  what  I  always  say  to  CEOs— in  fact,  we  said  it  to 
ihael  Eisner  at  Disney  a  couple  years  ago— is  we're  going  to 
n  your  company  longer  than  you're  going  to  be  the  CEO.  And 
so  as  a  long-term  investor,  our  real  focus  is  not  how 
much  money  a  company  is  going  to  make  but 
what  are  they  doing  with  those  earnings. 
How  they  spend  that  capital  is  really  the 
breakpoint  between  good  management 
and  poor  management.  I  think  you're 
seeing  a  general  trend  of  Corporate 
America  making  smarter  decisions, 
which  is  adding  value.  And  that's  help- 
ing drive  the  stock  performance. 

What  do  you  want  to  avoid  in  this 
environment? 

Our  particular  fund  has  not  been 

big  into  hedge  funds.  We  have  not 

gone  into  that  area  because  of  the 

lack  of  transparency  and  regula- 


What  do  you  expect  for  the  rest  of  the  year? 

I  told  the  board  last  week  I  was  hoping  that 
we  would  see  sustained  growth  in  the  market. 
Maybe  something  on  the  order  of  a  6%,  7% 
return  on  the  broad  market  indexes  between 
now  and  yearend.  But  I  could  make  an  easy 
argument  for  why  the  market  should  trade 
sideways.  You  know,  the  Presidential  lame- 
duck  period  isn't  all  that  great.  There's  lots 
of  angst  about  the  Iraq  war.  Those  kinds  of  things  weigh  heavily 
on  Main  Street.  You  could  outline  some  stuff  that  would  slow 
the  economy  down  even  more.  Then  again,  there's  no  reason 
corporate  earnings  shouldn't  remain  strong.  The  forward  guid- 
ance is  still  fairly  decent  in  a  lot  of  cases.  But  this  has  been  a  long 
bull  market.. and  if  s  hard  for  me  to  make  the  case  that  it  should 
continue  to  go  higher  and  higher. 

Looking  around  the  world  right  now,  what  do  you  think  is  the 
single  best  opportunity,  and  what  is  the  riskiest  place? 

If  I  had  a  single  best  opportunity,  I  wouldn't  tell  you  because  I 
don't  want  to  blast  it  to  the  world.  There  are  areas  we  like  be- 
cause we  think  the  future  is  very  optimistic.  But  there  are  things 
that  are  going  to  take  years  to  play  out,  like  climate  change,  the 
demographic  shift  we're  seeing  in  California  and  the  Southwest. 
Those  are  five-year  to  decade-long  trends.  There's  nothing  right 
now  around  the  world  that  we  think  is  dirt  cheap.  From  our  per- 
spective, real  estate  is  overvalued.  We  still  think  private  equity 
has  some  opportunity  play  in  it.  And  I've  been  concerned  that 
emerging  markets  have  had  such  a  powerful  run  that  they  are 
due  for  a  slowdown,  but  not  a  setback. 

How  active  do  you  think  you  ought  to  be  in  terms  of  CEO 
compensation  and  corporate  governance? 

Very  active.  We've  actually  now  got  seven  activist  money 
managers..because,  as  I  told  you,  we're  going  to  own  these 
companies  for  decades.  We're  very  vocal  on  CEO  compensa- 
tion because  we  believe  that  people  should  be  compensated 
for  their  performance.  You  don't  see  a  case  like  [former  Home 
Depot  CEO  Robert]  Nardelli  happening  in  private  equity. 
They're  not  going  to  sign  somebody  to  a  giant  guaranteed  con- 
tract. Private  equity  is  very  focused  and  very  efficient  at  linking 
performance  and  pay.  You  know,  boards  are  getting  better,  and 
I  get  real  frustrated  with  all  the  pushback  on  Sarbanes-Oxley. 
The  bottom  line  with  SarbOx  is  so  far  we  haven't  had  another 
Enron.  Now  that  CEOs  are  accountable  for  their  own  books,  I 
think  they  are  paying  better  attention. 

Maria  Bartiromo  is  the  anchor  of  CNBC 's  Closing  Bell. 
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The  Six  Sigma  Shotgun 


Do  you  still  think  it  is  necessary  to  implement  Six  Sigma 
throughout  an  entire  organization?  Can't  it  just  be  spot-applied 
to  the  routine  processes  where  it  belongs? 

—Arthur  Mok,  Cambridge,  Mass. 

In  a  perfect  world,  your  question  would  make  perfect  sense. 
Six  Sigma,  the  intensive  quality  program  used  by  thousands 
of  companies  around  the  world,  should  just  be  selectively 
applied  to  the  kinds  of  routine  operations  that  benefit  from  its 
effects.  Credit-card  processing  is  a  great  Six  Sigma  target,  for 
instance,  as  are  many  manufacturing  activities,  while  creative 
endeavors  such  as  producing  TV  shows  and  crafting  one-off 
investment  banking  deals  most  definitely  are  not. 

So  why  do  so  many  companies  still  stuff  Six  Sigma  into 
every  nook  and  cranny? 

Because  they  have  to,  especially  if  they're  large  operations. 
Small  companies,  because  of  their  relative  informality  and 
ease  of  communication,  can  sometimes  implement  change 
programs  here  and  there  as  needed.  But  when  it  comes  to 
introducing  radical  change  across  divisions,  departments, 
layers,  and  even  countries, 
employees  rarely  respond  with 
gusto.  They  don't  say:  "Hey, 
this  new  program  that's  going 
to  screw  up  my  job  sounds  just 
great!  Bring  it  on!"  Instead, 
they  mutter:  "Here  comes  the 
new  flavor  of  the  month.  If  I 
can  just  ignore  it  long  enough, 
it  will  pass."  Such  resistance  is 
natural;  sometimes  it  can  even 
be  justified.  But  if  a  company 
lets  those  responses  play  out,  it 
will  get  nothing  in  return. 

By  contrast,  consider  what        ^^^^^^^^m 
happened  when  General 

Electric  decided  to  implement  Six  Sigma  in  1995.  The 
rollout  had  plenty  of  bumps,  but  the  company  made  sure 
the  initiative  wasn't  one  of  many  floating  around.  Similarly, 
a  strong  case  for  it  was  made  over  and  over  again.  Everyone 
was  told  that  if  the  company  could  reduce  its  ship-and- 
fix  mentality  there  would  be  enormous  market  share 
opportunities  and  significant  cost  savings.  That's  why  it  was 
urgent  to  install  Six  Sigma,  a  statistical  approach  originally 
developed  at  Motorola,  to  wring  out  variation  and  ensure 
that  products  were  built  right  the  first  time  and  delivered 
according  to  expectations. 

Now,  when  we  say  "everyone  was  told,"  we  don't  mean  a 
handful  of  senior  executives  stood  on  a  stage  once  or  twice  a 
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year  and  intoned:  "Quality  is  good.  We  like  quality.  Let's  all 
work  toward  better  quality  together."  No,  we  mean  manage 
throughout  the  company  were  in  something  of  a  frenzy.  Th< 
message  was  more  like:  "Six  Sigma  is  all  that  matters.  You 
can't  get  promoted  or  get  a  raise  or  stock  options  unless  yoi 
become  involved  in  a  project." 

Extreme?  Of  course.  And  yes,  that  initially  intruded  on  tt 
activities  of  employees  it  shouldn't  have,  like  marketing  typ 
designing  an  ad  campaign.  It  also  spawned  more  "look-wh; 
we-can-do!"  presentations  than  were  necessary.  Indeed,  in 
Six  Sigma's  early  days,  the  projected  gains  put  forth  in  thes' 
kinds  of  presentations  were  roughly  equal  to  the  free  world 
gross  national  product.  Six  Sigma  did  end  up  delivering 
billions  of  dollars  from  market  share  gains  and  productivitj 
improvements,  but  not  that  much! 

Yet  if  a  company  has  any  scale,  we'd  still  make  the  case 
that  Six  Sigma  demands  a  total- organization  approach.  Yes: 
sometimes  you  make  more  noise  (and  work)  than  necessarr 
but  when  it  comes  to  radical  change,  if  you  want  to  move  til 
needle  even  a  little,  you  have  to  holler  a  lot. 

Our  company  hires  the  best  and  brightest,  mainly  right  out  of 
college,  to  join  our  sales  organization.  We  then  provide  them 
with  world-class  training  for  three  to  five  years— only  to  lose 
them  to  our  competitors  one  after  another  when  it's  done.  Wf 
are  we  doing  wrong? 

—Anonymous,  Atlai 


Our  best  guess  is  that  your  great  talent  is  "graduating"  froi 
your  great  training  program  into  a  company  that  hasn't  pu 
nearly  enough  energy  into  great  job  content.  After  all,  top 
performers  who  are  all  fired  up  to  conquer  the  world— or  al 
least  the  marketplace— don't  want  to  be  told  they  have  to 
wait  in  line  before  they  can  make  an  impact.  Or  that  they're^ 
being  placed  in  a  small  job  that  will  lead  to  a  somewhat  les 
small  job,  and  so  on.  They  want  to  be  told  that  their  future 
will  come  as  fast  and  be  as  big  as  they  can  make  it.  Could  it 
your  competitors  are  saying  that  more  loudly  than  you  are; 
Don't  get  us  wrong.  Talented  young  people  can't  expect 
to  burst  out  of  a  development  program  into  a  corner  office. 
But  unless  you  give  them  a  way  to  move  up  quickly,  with  fu 
and  challenge  along  the  way,  you'll  have  to  be  satisfied  witr 
something  it  seems  you  already  have:  a  reputation  for  bein 
the  best  training  ground  around.  ■ 


1 


Jack  and  Suzy  Welch  look  forward  to  answering  your  questions    fa 
about  business,  company,  or  career  challenges.  Please  e-mail  then 
at  thewelchway@businessweek.com.  For  their  weekly podcai 
go  to  businessweek.com/search/poacasting.htm. 


We  make  cars  with  All-Wheel  Drive,  standard. 

We  make  cars  that  last. 

But  the  most  important  thing  we  make  is  a  difference. 

At  Subaru  we  have  a  very  simple  philosophy:  Better  plants  make     Subaru  was  one  of  the  original  pioneers  of  All-Wheel  Drive. 

better  cars.  And  in  our  humble  opinion,    Today,  our  Symmetrical  All-Wheel  Drive 

there's  no  better  example  of  this  than  our     combined  with  a  Subaru  Boxer  engine 


j=c2J     plant  in  Indiana.  It's  the  first  automotive     for  a  lower  center  of  gravity  provides 
plant  in  the  United  States  to  achieve  zero-landfill  status.  That     every  Subaru  with  one  of  the  safest,  best  handling  rides  anywhere, 
means  99%  of  the  waste  is  recycled.  The  other  one  percent  is     Plus,  we  are  so  committed  to  All-Wheel  Drive  we  make  it  standard 


turned  into  electricity.  In  other  words,  not 
recycling  this  magazine  would  create  more 
landfill  waste  than  our  entire  factory  does. 
That  doesn't  mean  the  land  around  our 
plant  is  empty.  The  truth  is,  it's  filled  with 
deer,  coyote,  beaver,  rabbits  and  blue  heron. 
As  a  result,  it's  also  the  first  U.S.  auto 


on  every  car  we  build.  (Subaru  also  has 
the  most  fuel-efficient  fleet  of  All-Wheel 
Drive  cars  sold  in  the  United  States?*) 
And  Subaru  is  the  only  company  with  the 
highest  possible  crash  test  ratings*"  for 
every  model.  It's  all  part  of  our  dedication 
to   building  the  most  dependable  and 


plant  designated  a  wildlife  habitat.  What's  more,  the  Subaru  durable  vehicles  on  or  off  the  road.  In  fact,  95%  of  all  Subaru 
commitment  to  the  environment  goes  beyond  the  factory.  The  vehicles  sold  in  the  last  ten  years  are  still  going  strong.1  A 
Subaru  Outback®  and  Forester®  are     point  made  even  more  impressive 


certified  EPA  SmartWay  vehicles.  With  considering  how  tough  some  people 

these  two  and  Legacy,®  we  have  three  can  be  on  their  Subaru.  To  learn  more 

Partial  Zero  Emission  Vehicles  (PZEV)?  And  that's  just  the  beginning  about  Subaru,  visit  subaru.com.  We're  not  just  about  building  a 

of  the  long  list  of  features  that  make  a  Subaru,  a  Subaru.  better  car,  we're  about  building  a  better  car  company. 


Tribeca* 


Outback* 


Legacy* 


ways  ready.  It's  what  makes  a  Subaru,  a  Subaru. 


SUBARU 


.1  Zero  Emission  warranty  only  appl.es  in  certain  states.  For  complete  warranty  information,  see  your  dealer.  "Based  on  2007  model  year  EPA  city,  highway,  and  combined  estimated  fuel 
>my  data  for  AWD  and  4WD  models  Subaru  model  lineup  average  EPA  city  estimated  fuel  economy  is  20.9  mpg  and  average  EPA  highway  estimated  fuel  economy  is  27.2  mpg.  Actual 
ge  may  vary.  -Based  on  2007  best  results  from  either  NHTSA  or  IIHS  testing.  -Based  on  R.  L.  Polk  &  Co.  registrat.on  data  in  the  U.S.  from  1997  to  2006. 


'-^ri 


— 


i 


•■  ••   •  . 


* 


READ  ANY  GOOD 
BOOKS  LATELY? 


You  probably  haven't.  In  fact,  the  only  things  you've  read 
lately  are  stacks  of  presentations  detailing  the  options 
for  your  next  strategic  move.  But  that's  why  we're  here. 
We  can  pair  your  dedication  with  the  integrated  power  of 
our  entire  institution-focused  on  emerging  and  mid-sized 
companies  in  select  industries-to  help  you  identify  and 
successfully  execute  on  your  best  opportunities.  Then  we 
can  all  catch  up  on  a  little  light  reading. 
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Capital  Markets 
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For  more  information,  call  Christopher  M.  Gorman,  EVP,  at  216.689.3300,  or  go  to  key.com/kbcm. 


Raising  Capital 


Strategic  Advice 


Capital  Commitment 


Managing  Risk 


KeyBanc  Capital  Markets  is  a  trade  name  under  which  corporate  and  investment  banking  products  and  services  of  KeyCorp  and  its  subsidiaries,  KeyBanc 
Capital  Markets  Inc.,  Member  NYSE/NASD/SIPC,  and  KeyBank  National  Association  ("KeyBank  N.A."),  are  marketed.  Securities  products  and  services  are 
offered  by  KeyBanc  Capital  Markets  Inc.  and  its  licensed  securities  representatives,  who  may  also  be  employees  of  KeyBank  N.A.  Banking  products  and 
services  are  offered  by  KeyBank  N.A.  ©2007  KeyCorp 
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What's  the  Most  Extreme 
Emerging  Market  on  Earth? 


A)  ROMANIA 


C)  VIETNAM 


B)  EGYPT 


D)  COLOMBIA 


If  you  guessed  D,  you're  probably  already 

investing  there.  Behind  the  unlikely  rise 

of  the  onetime  capital  of  crime. 

by  ROB  EN  FARZAD 
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AtflP  Honda  thinking  in  action.  **Ar 

Meet  Small  Oil.  Honda  has  always  been  committed  to  developing  environmentally 
responsible  technology  And  with  cars  like  the  all-new  Fit  along  with  the  legendary 
Civic,  Honda  will  continue  as  the  leader  in  fuel  efficiency'  Through  innovation  and 
hard  work.  Small  Oil  can  make  a  world  of  difference.  That's  our  Environmentology " 

'Based  on  model  year  2005  CAFE  average  fuel  economy  ratings  and  weighted  sales  for  passenger  oar  and  light  tnick  fleets  sold  in  the  US  hy  major  manufacturers. 
'Civic  Hybrid  and  fit  Sport  with  SMT  shown  2007  EPA  mileage  estimates:  49  city  51  highway.  31  citv  38  highway,  respectively  Use  for  comparison 
purposes  only  Actual  mileage  may  vary  £>2006  American  Honda  Motor  Co.  tnc    environmentology  honda  com 
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Hasselberg,  Jonas 

Panel  discussion  in  Chicago 

next  week 


J)     PaneLPresentatton.ppt  (384K) 

Hello  Chris  -  It  looks  like  we  will  need  you  to 
[  join  the  panel  discussion  In 
|  Chicago  next  week.  Give  me  a  call  at  425- 

555-0120  today  or  tomorrow  to 

confirm  that  you  can  attend.  Here  are 
I  directions  to  the  conference  center : 

http;//mappolnt,msn,com/. 
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Leaders  are  always  looking  for  ways  to  move  their  company  forward.  Fidelity  Employer  Services  offers  just  that. 
HR  solutions  that  can  help  increase  employee  satisfaction,  productivity,  and  reduce  costs.  And  the  most 
innovative  retirement  plans  out  there.  With  Fidelity,  you  can  move  your  company  into  the  future  of  business. 


HR  SOLUTIONS 


1  866  733  1 1 64       Fidelity.com/business 
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titutional  products  and  services  provided  bypide 
Devonshire  Street,  Boston,  MA  02109 


i/jest merits  Institutjprjal  Services  Company,  Inc. 
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STREET  JOURNAL. 


When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

Hendrick's 

j30/750ml 

Most^V 
FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green        Best 

Organic  Presentation 

$26.50/750ml 
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What's  Hot  This  Week  Al 

BusinessWeek.com 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  businessweek.com  to  register.  Find  links  to  the  online-only  highlights 
below  at  businessweek.com/magazine/content/07_22/online.htm. 


The  Week-in  a  Podcast 

Need  a  quick  roundup  of  last  week's  news?  Catch  our  digest  of  the 
biggest  business  stories  in  a  new  podcast,  The  Business  Week.  Hosted 
by  Jim  Ellis,  BusinessWeek's  Ideas  &  Opinions  editor,  the  weekly 
program  features  the  magazine's  writers  and  editors  recapping  the 
week's  top  business  and  economic  stories,  behind-the-headlines  analysi' 
of  business  trends,  and  a  look  at  the  most  important  economic  news  in 
the  week  ahead.  Earlier  podcasts  included  segments  on  why  gas 
prices  have  skyrocketed,  the  surging  stock  market,  bequeathing  you 
401(k),  and  how  to  get  the  best  deals  on  college  loans.  This  week's 
edition  will  cover  the  beleaguered  U.S.  auto  industry,  the  steep 
drop  in  network  television  viewing,  and  the  economics  and  ethics 
of  clinical  drug  trials.  To  download  The  Business  Week  podcast,  go 
to  businessweek.com/go/07/thebusinessweek.  For  a  list  of  BusinessWeek 
podcasts,  go  to  businessweek.com/search/podcasting. 


OUR  NEW  COMPANIES  CHANNEL:  BusinessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Hydrogen  car  test  drive  I  King  of  jeans:  VF  Corp.  CEO  j 
Mackey  IvIcDonalri  I  Bakery  with  a  conscience  I  Golf  gear  review:  Putters,  drivers,  and  shafts  I  Check  youi 
local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com. 
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WE  DISCOVERED  STEM  CELLS. 

I  d  I  IIVIE  I  U  UlwUUvtn  Uu.  Ontario  has  been  home  to  one  breakthrough  discovery 
after  another.  In  1961,  Lasker  Award-winning  scientists  James  Edgar  Till  and  Ernest 
Armstrong  McCulloch  proved  the  existence  of  stem  cells.  Today,  Canada  leads  the  world 
in  cancer  research,  according  to  a  2006  study  by  The  FASEB  Journal.  In  Ontario,  Dr.  Tony 
Pawson  has  made  major  discoveries  in  cell  signaling;  other  Ontario  scientists  have  found 
novel  ways  to  treat  cancer  with  viruses;  and  we've  made  advances  in  imaging  to  improve 
mammography,  surgery  and  therapy.  We're  committed  to  even  greater  achievements 
in  the  future.  Our  44  universities  and  colleges  ensure  a  steady  supply  of  graduates  in 
science,  mathematics  and  engineering  every  year.  In  fact,  56%  of  our  workforce  has  a 
post-secondary  education  -  the  highest  rate  in  the  industrialized  world.  And  their  potential 
is  maximized  by  a  competitive  economy  committed  to  the  commercialization  of  research 
and  innovation.  It's  time  to  make  a  major  discovery  of  your  own:  Ontario.  There's  no  better 
place  in  the  world  to  do  business.  ^^ 
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2ontario.com/research 
1-800-819-8701 


Ontario  Paid  for  by  the  Government  of  Ontario. 
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tatic  Chronograph  in  stainless  steel  with  rubber  bezel  and  pushers,  hand-stitched  alligator  strap. 

THE  MASTERY  OF  TECHNOLOGY  AND  DESIGN 

i^ce  collection  for  men.  Watches; of  sophisticated  function,  powered  by  Ebel  COSC-certified 
3;  each  developed,  assembled  and  controlled  in  Ebel's  workshops  in  Switzerland. 

>  :  ?■..,.)■.;,!.      www.  191 1BTR.com  or  call  800  920  31-53 
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"Our  goal  now  will  be  to 
prove  that  Daimler  made  a 
mistake  because  we're  going 
to  make  [Chrysler]  successful." 

-UAW  President  Ron  Gettelfinger,  supporting 

Cerberus  Capital  Managemenfs  acquisition  of  Chrysler 

after  his  initial  opposition  to  a  private  equity  sale, 

reported  in  The  New  York  Times. 


)ITED  BY  DEBORAH  STEAD 


HE  CANDIDATES 


ohn  Edwards5 
onvenient  Nonprofit 


)URING  PERIODS  when  the/re 
out  of  office,  many  politicians 
arrange  jobs  for  loyal  former 
ies.  After  his  unsuccessful  2004 
ce-Presidential  bid,  John  Edwards 
me  up  with  a  creative  approach:  He 
uted  a  nonprofit  dedicated  to  fighting 
verty.  Rather  than  recruiting  outside 
verty  experts,  the  Center  for  Promise  & 
iportunity  became  a  perch  for  several 
ce  and  future  Edwards  staff  members. 
The  line  between  an  ordinary 
inprofit  and  a  group  formed  to  test 
a  political  waters  can  be  blurry. 
it  legally  there's  a  big  difference, 
dinary  nonprofits  aren't  subject  to 
les  on  disclosing  donors  and  limiting 
ntributions;  exploratory  political 
oups  are.  No  one 
s  challenged 
I  status  of  the 
[wards  center,  and 
perts  in  the  field 

y  it  may  technically  pass  muster  as  an 
dinary  nonprofit.  But  at  a  minimum,  it 
pears  to  have  helped  Edwards  prepare 
r  the  2008  Presidential  race. 


CAMPAIGN 


WATCH  +  +  + 


Edwards,  a  former 

Democratic  senator  from  North 

Carolina,  launched  the  center 

in  2005  at  the  Washington 

(D.C.)  address  of  his  PAC.  The 

nonprofit  raised  $1.3  million 

in  2005,  the  only  year  for 

which  data  are  available,  and 

spent  some  of  it  on  a  national 

speaking  tour  for  Edwards. 

It  also  spent  $259,000  on 

consultants.  The  campaign 

declines  to  disclose  the  donors 

or  consultants.  The  center  is 

now  defunct,  and  some  of  its 

key  leaders  are  now  aiding  the 

Edwards  campaign. 

Edwards'  team  defends  the  center. 
"Obviously,  some  of  the 
people  who  had  worked 
for  Senator  Edwards  in 
government  and  on  his 
campaign  continued  to 

work  with  him  in  this  effort,"  says 

spokesman  Eric  Schultz.  "John  Edwards 

and  everyone  involved  is  proud  of 

the  organization's  work."  That  work 


•  •• 
**• 


included  running  a  foundation  that 
awarded  $300,000  in  college  aid  to  86 
North  Carolina  students  in  2006.  The 
Edwards  campaign  put  BusinessWeek 
in  touch  with  recipient  Tony  Tyson,  18, 
who  finished  his  freshman  year  at  North 
Carolina  Agricultural  &  Technical  State 
University.  Tyson  calls  the  scholarship  "a 
golden  opportunity."  When  he  returns  to 
campus  this  fall,  he  adds,  he'll  volunteer 
for  Edwards'  campaign.    -Eamonjavers 


COLLECTIBLES 

RIGHT  OUTTA 
THE  PARK 


fop  prices 
laid  for 
listoric 
lome  run 
sails 


^$3  million"* 

$  Mark  McGwire's  .3 
£70th  home  run  3 

^1998*  0 


te  of  home  run 


THE  BALL  Barry  Bonds  wallops  to  become  the 
all-time  home  run  king  will  be  worth  plenty. 
Sports  memorabilia  dealer  Brandon  Steiner 
estimates  it  may  fetch  $500,000.  Now  all 
the  San  Francisco  Giants  slugger  has  to  do  is 
slam  it.  On  May  16,  he  was  just  10  homers  shy 


of  Hank  Aaron's  record  755.  Keeping  the  price 
to  six  figures  are  baseball's  steroid  scandal 
and  anticipation  of  Bonds'  last  homer.  Says 
Michael  Barnes,  who  has  brokered  the  sale 
of  historic  baseballs:  "That  will  be  the  next 
million-dollar  ball."  -Mark  Hyman 


5      X 


$650,000^ 

Hank  Aaron's  ^ 
%■    755th  career  J$ 
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i      /$517,500\     /$500,00<)\     /$250,00<)\     /$250,00<>\ 

•f   Barry  Bonds'   ,3      £  Eddie  Murray's  ,3      $  Mickey  Mantle's  ^      $  Mark  McGwire's .3 


^   500th  career  % 
home  run    -^ 


V  73rd  home  run  3j      5   500th  career  ^       ^  500fh  career  jQf 
3        $    home  run    3         £    nome  run    -* 


Data:  Michael  Barnes.  Barnes  Sports  Group;  ESPN 
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TOY  STORY 

HASBRO:  MAY  THE  FORCE  STAY  WITH  US 


LUCAS 

Star  Wars 
forever 


A  LONG  TIME  ago  (O.K.,  it  was  1997)  in  a 
galaxy  far,  far  away  (Marin  County,  Calif.), 
George  Lucas  cut  the  most  lucrative  deal  in 
toy  licensing  history  when  Hasbro  licensed 
the  rights  to  make  toys  based  on  the  final 
three  installments  of  the  Star  Wars  franchise. 
Lucas  is  still  cashing  in.  On  May  10,  Hasbro 
paid  the  63-year-old  director  $200  million 
to  repurchase  warrants  it  had  turned  over 
to  him  as  part  of  the  deal— warrants  that 
gave  Lucas  the  right  to  buy  nearly  9%  of 
Hasbro's  shares.  "We've  been  buying  back  a 
lot  of  our  stock,  and  this  seemed  like  a  good 
opportunity  to  pick  up  a  large  block,"  says 


GAS  PAINS 

CASH, 
CHARGE,  OR 
LICENSE? 

WITH  PUMP  PRICES  over 

$3  a  gallon,  it's  not  just 
consumers  who  are  paying 
more.  Gas  stations  are,  too. 
The  credit-card-processing 
fees  they  pay  are  figured  as 
a  percentage  of  a  purchase, 
and  last  year,  the  National 


Association  of  Convenience 
Stores  says,  those  fees  surged 
22%,  to  $6.6  billion— partly 
because  high  gas  prices  also 
drive  customers  to  use  credit 
instead  of  cash. 

National  Payment  Card, 
a  two-year-old  startup  in 
Boca  Raton,  Fla.,  aims  to 
bring  down  both  prices  and 
fees  with  a  card  customers 

12  I  BusinessWeek  I  May  28,  200 


already  have:  their  driver's 
license.  NPC  lets  them  go 
online  to  enter  their  license 
number  and  bank  account 
information,  turning  the 
license  into  a  debit  card  that 
can  be  used  at  the  pump 
with  a  swipe  and  a  PIN  at 
participating  stations.  The 
incentive:  a  discount  of  up  to 
10<t  per  gallon. 

Retailers  get  a  discount, 
too.  Because  NPC  uses  the 
lower-cost  Automated  Clearing 
House  Network  to  process 

payments,  it  charges 
a  flat- rate  fee  of  15<t 
per  transaction— 50<t 
to  70$  less  than 
the  average  Visa  or 
MasterCard  fee. 

In  January,  NPC 
began  piloting 
its  technology  at 
a  handful  of  gas 
stations  in  Central 
-  Texas.  Since  then  it 

has  signed  contracts 
to  roll  out  to  five  regional 
convenience  store  chains 
starting  in  June. 

Is  it  safe  to  give  out  a 
driver's  license  number 
online?  "We  urge  people  to 
be  careful,"  says  Tela  Mange, 
a  spokeswoman  for  the  Texas 
Public  Safety-  Dept.,  "just  as 
they  would  with  any  online 
transaction/'     -Kerry  Miller 


Wayne  Charness,  a  spokesman  for  Hasbro. 
Although  sales  of  Star  Wars  merchandise 
initially  came  in  lower  than  expected,  the 
relationship  with  Lucas  has  been  a  fruitful 
one  for  the  toy  giant.  As  recently  as  2005, 
when  the  series'  final  installment,  Star  Wars 
Episode  III:  Revenge  of  the  Sith,  was  released, 
Star  Wars  products  accounted  for  nearly  $500 
million  of  Hasbro's  total  sales,  or  16%.  Lucas 
is  now  working  on  a  fourth  Indiana  Jones  film. 
With  its  agreement  with  Lucas  good  through 
2018,  Hasbro  hopes  to  get  a  boost  from  two 
TV  shows  he's  planning  based  on  the  Star 
Wars  franchise.  -Christopher  Palmeri 


A CLASS (B)  ACT 


RUPERT  MURDOCH'S  $60-per-share  bid  for  Dow  Jones  &  Co. 
and  press  reports  that  some  in  the  Ford  family  want  to  sell 
their  stake  in  the  carmaker  (reports  denied  by  the  family) 
have  put  the  spotlight  on  dual-class  stock  structures.  The 
auto  dynasty  and  the  clan  behind  The  Wall  Street  Journal 
control  their  companies  through  Class  B  shares,  which  carry 
super  voting  power.  Often  criticized  for  protecting  owners' 
interests  at  the  expense  of  shareholder  returns,  Class  Bs 
can  determine  if  a  deal  gets  done.  Here,  some  notable 
companies  with  two-tiered  shares.  -Alex  Halperin 


COMPANY 

VOTES 
CONTROLLED  BY 

CLASS  B 
SHAREHOLDERS 

Ford 

40% 

New  York  Times 

70%* 

Meredith 

71% 

Cablevision  Systems 

73% 

Dow  Jones 

76% 

Google 

78% 

Estee  Lauder 

88% 

Polo  Ralph  Lauren 

88% 

Martha  Stewart  Living  Omnimedia 

91% 

1-800-Flowers 

93% 

•Class  B  stockholders  can  elect  70%  of  directors 

Data:  Bloomberg  Financial  Markets,  BusinessWeek,  company  documents 


X7  Samsung  Electronics  Amenca.  Inc.  All  rights  reserved  Samsung  is  a  registered  trademark  of  Samsung  Electronics  Co..  Ltd.  Super  clear  panel  is  available  on  selected  Samsung  HD  LCD  models.  Screen  images  simulated. 


Samsung  full  HD  LCD  TV 
with  super  clear  panel. 


imagine  a  revolutionary  black  screen 
designed  to  enhance  beauty. 

Experience  the  latest  HDTV  innovation  from  Samsung.  Its 
revolutionary  super  clear  panel  gives  you  blacker  blacks,  which 
makes  colors  appear  richer  and  truer,  for  the  ultimate  TV 
experience.  With  the  uncompromising  design  and  technology  of 
the  new  Samsung  full  HD  LCD  TV,  it's  not  that  hard  to  imagine.  To 
iearn  more,  visit  www.samsung.com/hdtv 


Available  at  these  and  other  fine  retailer? 


BUY 


^. 
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BOOKSHELF 

THE YEAR 
OF  LIVING 
ABSTEMIOUSLY 

A  GROWING  anti-consumerist 
movement  or  just  another 
example  of  book  publishing's 
copycat  tendencies? 
Suddenly  there's  a  wave  of 
memoirs  about  yearlong 
experiments  in  abstention: 
Think  St.  Augustine  meets 
reality  TV. 

First,  in  2006,  came  Judith 
Levine's  Not  Buying  It:  My 


Year  Without  Shopping,  an 
account  of  how  the  author 
and  her  partner  swore  off 
all  but  the  most  necessary  of 
purchases. 

Just  out— and  at  No.  4  on 
The  New  York  Times'  May  20 
best-seller  list — is  novelist 
Barbara  Kingsolver's  .Am'ma/, 
Vegetable,  Miracle:  A  Year  of 
Food  Life,  about  her  family's 
consuming  only  food  raised 


locally  (not  to  be  confused 
with  Plenty:  One  Man,  One 
Woman,  and  a  Raucous  Year 
of  Eating  Locally,  by  Alisa 
Smith  and  J.B.  Mackinnon). 
In  June,  look  for  business 
writer  Sara  Bongiorni's 
A  Year  Without  "Made  in 
China":  One  Family's  True 
Life  Adventure  in  the  Global 
Economy,  recounting  "a 
series  of  small  human 
dramas"  in  which  "shopping 
trips  for  items  like  birthday 
candles  and  shoes  [became] 
grinding  ordeals." 

What's  behind  the 
proliferation  of  these  titles? 
Carole  Home, 
head  buyer  at 
Harvard  Book  Store  in 
Cambridge,  Mass., 
ties  the  trend  to  a 
"big  awakening 
to  environmental 
issues"  and  "unease 
about  globalization 
and  sustainability." 
Bongiorni  says 
Americans 
increasingly  have  "a 
sense  that  we  should  be  more 
self-reliant."  And  Levine, 
who  terms  such  books 
"ordeal  art,"  suggests  that 
readers  might  be  vicariously 
expiating  their  own  sins  of 
indulgence.  "Americans," 
she  notes,  "are  both  the 
world's  most  extravagant 
consumers  and  the  most 
extravagant  abstainers." 

-Hardy  Green 


MILD  BLUE  YONDER 

FLY  THE  FRIENDLIER  SKIES 

VACATION  SEASON  kicks  in  at  the  end  of  May,  amid  prediction: 
of  another  summer  of  air  travel  hassles.  Perhaps  as  you josde 
your  way  onto  another  packed  plane,  you  can  take  some 
small  comfort  in  this:  Statistics  posted  recendy  by  the  Federal 
Aviation  Administration  show  that  unruly  passenger  incidents 
continue  to  decline.  In  2006  the  number  of  reported  incident 
fell  to  128,  a  drop  from  202  in  the  previous  year  and  a  plunge 
from  2004's  304  incidents. 

Why?  The  FAA  can't  say.  But  the  Air  Transport  Assn.,  an 
airline  trade  group,  credits  efforts  by  its  members.  Spokesma 
David  Castelveter  says  more  carriers  are  training  employees 
handle— or  prevent— bad  behavior.  Gate  attendants  have  bee; 
taught  to  stop  unruliness  before  it  starts— by  blocking  anyon 
visibly  drunk  from  boarding,  for  instance. 

And  when  necessary,  flight  personnel  are  explaining  to 
belligerent  customers  that  interfering  with  a  crew  member's- 
duties  is  a  federal  offense.  (Unruly  passengers  can  be  fined 
by  the  FAA— up  to  $25,000  per  violation— or  brought  up  on 
criminal  charges.)  Corey  Caldwell,  a  spokesperson  for  the 
Association  of  Flight  Attendants,  says  troublemakers  still  get  on 
board.  It's  just  that  crews  are  defusing  incidents  before  they 
wind  up  as  a  statistic  on  the  FAA's  rolls.  Castelveter  adds  tha 
there's  also  a  deterrent  factor:  "Customers  now  know  there 
are  federal  air  marshals  on  board,"  he  says.        -Eamonjave 


BRANDING 

A  NOTE  ON  THE  TYPE 

The  company  logos  to  the  right  have  something  in  common.  They  all  use  the 
same  font:  Helvetica.  Created  by  the  Haas  type  foundry  in  Switzerland,  the 
sleek  typeface-an  element  of  many  a  branding  effort-is  celebrating  its  50th 
anniversary  with  an  exhibit  at  New  York's  Museum  of  Modern  Art.  "Helvetica 
is  almost  a  template"  for  corporate  logos,  says  Christian  Larsen,  curator  of 
the  MoMA  exhibition.  Because  of  its  clarity,  Larsen  says,  "consumers  read 
the  message,  not  the  typeface."  -Reena  Jana 
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S499.99  2-yr.  price  less  $100  instant  rebate  and  S 150  mail-in  rebate  =  $249.99.  Offer  valid  with  new  voice  plan  of  $39.99  monthly  access  or  higher  and  a  data  feature  of  $44.99  monthly  access, 

or  any  new  Voice  and  Data  Choice  Bundle™  plan  starting  at  $79.99  monthly  access,  with  a  new  two-year  activation 

Visit  a  Verizon  Wireless  Communications  Store,  verizonwireless.com  or  call  1.800.899.4249 


Vetl70riwireless 


ption  fee/line:  $35. 
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DISNEY  WORLD 


The  Great  Walt 
Of  China 


CHINA'S  CASUAL  attitude  toward 
product  piracy  costs  foreign  brands 
billions  of  dollars,  has  drawn  withering 
international  criticism,  and  prompted 
the  U.S.  to  file  a  complaint  with  the 
World  Trade  Organization  last  month. 
Yet  when  a  YouTube  video  clip  of  a 
Beijing  area  amusement  park  stocked 
with  Walt  Disney-like  characters  hit  the 
Internet  —and  caught  Disney's  eye- 
Beijing  took  notice. 

This  isn't  the  sort  of  publicity  China 
wants  right  now  as 
Vice-Premier  Wu  Yi 
leads  a  trade  mission 
to  Washington  on 
May  22-24.  Waiting 
for  her  there:  U.S. 
anger  over  the 
mainland's  big  trade 
surplus,  restrictive  currency  policy,  and 
intellectual-property  rip-offs. 

The  Disney  trouble  started  when  a 
Japanese  TV  news  crew  visited  Beijing's 
Shijingshan  Amusement  Park  during 
China's  spring  holidays  in  early  May 
and  shot  footage  of  characters  that 
looked  just  like  Mickey  and  Minnie 
Mouse,  Snow  White,  Donald  Duck, 


On  the  eve  of 
trade  talks, 
Beijing  goes 
after  a  fake 
Disneyland 


SHIJINGSHAN 

Snow  White  by 
any  other  name 


and  other  copyrighted 
properties.  Disney 
lawyers,  not  amused, 
contacted  Beijing's 
Copyright  Bureau, 
pointing  out  that  the  park 
has  no  contractual  rights 
to  use  the  entertainment 
giant's  characters. 

Since  then  Shijingshan 
park  officials  have 
"enacted  emergency 
measures"  to  resolve 
the  matter,  according 
to  the  bureau's  deputy  director,  Wang 
Yefei.  Even  the  Foreign  Affairs  Ministry 
weighed  in,  during  a  May  10  press 
briefing  usually  devoted  to  weightier 
matters.  "We  have  noticed  the  media 
report,"  said  spokeswoman  Jiang  Yu, 
adding  that  while  attention  focused  on 
the  fake  Disneyland,  "there  are  signs 
that  not  only  are  foreign  brands  such 
as  Disney  being  hurt  by  copyright 
infringement,  but  also  Chinese  brands." 

By  May  12,  there  were  no  Disney- 
like creatures  at  the  park,  though 
attractions  with  titles  like  the  Adventure 
of  Cinderella  were  still  running.  Park 


General  Manager  Liu  Jingwang  said 
he  didn't  understand  all  the  fuss.  "We 
have  our  own  mascots,"  he  said.  "We 
don't  need  to  imitate  other  people." 
Disney  officials  seem  satisfied  for 
now.  "The  protection  of  intellectual 
property  and  the  guarantee  of  a  quality 
Disney  experience  for  consumers  is 
vital  to  our  business,"  said  Disney  Asia  \ 
spokeswoman  Alannah  Goss  in  an  e- 
mail  statement  to  BusinessWeek,  adding 
that  "we  appreciate  the  efforts  of  the 
Beijing  Copyright  Bureau  in  dealing 
with  this  situation." 

-Chi-Chu  Tschang  and  Ron  Grovet 


QUESTION  OF 
THE  WEEK 

Warren  Buffett 
is  searching  for 
a  successor  to 
manage  Berkshire 
Hathaway's  $62 
biilion  portfolio.  As 
a  Buffett-watcher, 
whom  do  you 
suggest? 


Mohnish  Pabrai  ofPabrai 
Investment  Funds  has 
gotten  returns  of  29%  every 
year  since  1999— after 
hedge  fund  fees.  He's  a 
pure  value  stockpicker 
who  typically  owns  just 
10  stocks. 

Whitney  Tilson, 
managing  partner, 
12  Partners 


Thomas  Gayner,  CIO  at 
Markel.  He  thinks  a  lot  like 
Warren  in  the  way  he  picks 
securities  for  the  insurance 
company's  portfolio.  He's 
a  long-term 
holder. 

Thomas  Putnam, 
mutual  fund 
manager, 
FAM  Value  Fund 
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Bruce  Berkowitz,  Fairholme 
Capital  Management's 
founder,  would  be  terrific. 
He  has  a  wonderful  record 
and  knows  the  culture 
as  a  longtime  Berkshire 
stockholder. 

Mark  Hirschey, 
Anderson  W. 
Chandler  Professor, 
University  of  Kansas 
School  of  Business 
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Fortifying  Crops 


Improving  Nutrition 


Science  For  A  Better  Life 


All  around  the  world,  harvests  are  under  threat 
from  pests  and  disease.  In  many  regions,  these 
dangers  are  also  compounded  by  enduringly 
poor  conditions  such  as  drought,  excessive 
heat  and  soil  salinization,  resulting  in  huge 
losses.  Bayer  CropScience  is  working  to  mini- 
mize these  problems  and  find  lasting  solutions  - 
productive  plants  and  varieties  that  are  better 
suited  to  their  environment  and  more  resilient  to 
the  stresses  of  climate  extremes. 

Bayer  CropScience  also  cultivates  and  pro- 
duces high-quality  seeds  for  crops,  including 
tomatoes,  carrots,  cucumbers,  onions  and 
melons,  and  conducts  research  into  boosting 
properties  of  crops  that  are  beneficial  to  health. 
With  the  goal  of  achieving  long-term  improve- 
ments in  human  nutrition,  www.bayer.com 


CropScience 
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I  doubt  that  long-term 
accountability  tor  public 
safety  will  be  maintained 
if  critical  infrastructure 
is  privatized." 


BusinessWeel' 


-Greg  Johnson 
Pelorus  International 
Rensselaer,  N.Y. 


THE  PROS  AND  CONS  OF 
PRIVATE  ROADS  AND  BRIDGES 

YOU  RAISE  LEGITIMATE  concerns  about 
fairness  to  the  public  and  quality  of 
service  when  infrastructure  is  privately 
owned  ("Roads  to  riches,"  Cover  Story, 
May  7).  We  have  to  find  creative  ways  to 
finance  new  roads,  including  tolls,  where 
appropriate.  In  many  places,  private  toll 
roads  can  be  built  much  sooner  than 
public  roads  financed  by  gasoline  taxes 
and  other  scarce  government  monies.  By 
law,  environmental  and  safety  standards 
are  the  same  regardless  of  who  builds 
and  operates  the  new  roads. 

The  public  can  be  protected  from  ex- 
ploitation by  insisting  on  transparency 
when  the  projects  to  be  privatized  are  se- 
lected and  when  the  road  concessions  are 
awarded.  Predictable,  commercially  fair 
rules  for  setting  toll  rates  and  operating 
standards  can  be  embedded  in  conces- 
sion terms,  as  they  are  in  other  countries. 
Indeed,  these  factors  are  prerequisites  for 
attracting  sufficient  private  capital. 

Private  investors  can  provide  urgently 
needed  capital  and  expertise  to  meet 
critical  mobility  needs,  supplementing 
limited  public  funds.  The  key  is  to  make 
the  terms  of  that  trade  fair  and  attractive 


to  both  sides  so  that  drivers  can  ull  j 
mately  benefit. 

-Allan  T.Mark 

Milbank,  Tweed,  Hadley  &  McCl  ? 

Los  Angel  u 

I  DOUBT  THAT  LONG-TERM  accoUE  ? 
ability  for  public  safety  will  be  mai:  I 
tained  if  critical  infrastructure  is  priv 
tized.  I  would  expect  that  a  private  fir  I 
will  set  a  much  higher  risk  thresho  j 
before  initiating,  for  example,  a  cost- 
bridge  repair— hardly  a  scenario  that  r 
fleets  the  public's  best  interest.  So  how  < 
we  give  government  the  capital  injectio 
it  needs,  maintain  public  accountabili! 
for  safety,  and  open  public  infrastructui 
to  private  investment? 

What  about  a  sale-leaseback?  TI 
public  entity  would  get  a  large  lump  su 
to  use  for  infrastructure  upgrades,  soci; 
program  investments,  etc.,  while  priva 
investors  would  get  low-risk,  long-ter 
cash  flows  as  the  government  leases  ba. 
the  infrastructure.  Think  of  it  as  the  pu 
lie  sector's  version  of  a  home-equity  lo; 
to  leverage  existing  assets.  The  pub 
entity  would  retain  operating  conti 
of,  and  responsibility  for,  the  infrastn. 
ture  while  the  private  sector  would  § 
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A  people-ready  business  runs  on  Microsoft  software. 

How  to  boost  collaboration  throughout  the  company?  Start  with  the  2007  Microsoft '"  Office  system 
and  its  powerful  group  tools.  Then  add  server  solutions  that  make  those  tools  sing:  Microsoft  Office 
SharePoint   Server  2007,  Microsoft  Exchange  Server  2007,  and  Microsoft  Office  Communications 
Server  2007.  Voila.  Teams  share  information.  And  the  best  minds  in  the  company  come  together,  to 
do  even  better.  Microsoft.  Software  for  the  people-ready  business?"  microsoft.com/peopleready 
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a  solid  investment  in  a  new  asset  class. 
Sounds  like  it  would  serve  everyone's 
best  interest. 

-Greg  Johnson 

Pelorus  International 

Rensselaer,  NY. 

YOUR  STORY  CLASSIFIES  infrastructure 
investment  as  "ultra-low- risk,"  yet  of 
the  major  variables  listed,  public  de- 
mand is  not  one.  Given  the  multitude 
of  moving  variables,  most  notably  the 
price  of  tolls,  the  challenge  of  forecast- 
ing automobile  traffic  over  the  next  10 
years  is  daunting,  not  to  mention  the 
next  50  to  100  years. 

Compounding  this  are  the  unknowns 
of  per-capita  income,  the  inflation  rate, 
and  future  advancements  in  technology 
that  may  greatiy  affect  the  level  of  auto 
traffic.  Scrutiny  of  the  high  price  of  tolls 
on  these  roads  may  be  overblown;  the 
460-mile  round  trip  from  Washington  to 
New  York  can  cost  roughly  $26  in  tolls, 
and  bridges  in  New  York  City  can  cost  $9 
round  trip. 

On  the  plus  side,  higher  toll  rates  are 
likely  to  address  the  growing  problem 
of  congestion,  with  private  operators 
seeking  appropriate  economic  equilib- 


CORRECTIONS  &  CLARIFICATIONS 


"How  safe  is  the  food  supply?"  (News  & 
Insights,  May  21)  incorrectly  reported  that 
cases  of  E.  coli-related  illness  and  death 
were  linked  to  Earthbound  Farm  organic 
spinach  last  fall.  While  Earthbound  Farm 
brand  spinach  was  among  the  30  brands 
voluntarily  recalled  by  Natural  Selection 
Foods,  no  Earthbound  Farm  spinach 
was  found  to  be  contaminated  with  E.  coli. 
Another  brand  of  spinach,  packed  at 
the  same  Natural  Selection  Foods  facility, 
tested  positive  for  E.  coli. 


rium  to  maximize  private  returns  and 
public  enjoyment  by  reducing  time 
spent  sitting  in  traffic. 

-James  Gregoire 

Infrastructure  Management  Group  Inc. 

Bethesda,  Md. 

I  KNOW  THE  GOVERNMENT  is  not  go- 
ing to  be  able  to  understand  the  ethics 
of  this  argument,  but  things  like  the 
Brooklyn  Bridge  and  other  infrastructure 
assets  are  not  owned  by  the  governments 
that  are  selling  them.  They  were  bought 
and  paid  for  by  money  taken  from  citi- 


In  "Cheating— or  postmodern  learning?" 
(News  &  Insights,  May  14)),  Stanford 
University  Design  School  Professor  Robert  I. 
Sutton's  quote  should  have  made  clear  that 
the  D-school  does  not  give  individual  exams. 
Grades  are  based  on  work  in  groups  and 
students'  ability  to  use  outside  networks. 

"Investor  whining  won't  work"  (Up  Front,  May 
21)  incorrectly  stated  that  Dow  Jones  &  Co. 
went  public  with  a  dual-class  share  structure. 
The  company  adopted  that  structure  in  1986. 


zens  under  compulsion  (i.e.,  taxes).  That 
means  selling  them  to  wealthy  interests 
is  nothing  more  than  stealing  from  the 
poor  and  giving  to  the  rich. 

I  hope  everyone  who  buys  these  things 
understands  that  the  day  may  soon  come 
when  some  future  government  may  re- 
nationalize  these  assets  in  the  name  of 
the  common  good.  They  are  probably  not 
going  to  like  the  price  they're  going  to  be 
offered  in  the  buyback. 

-Ron  Tripp 

Cookson  Electronics  Assembly  Materials 
Johnson  City,  N.Y. 
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WHY  WAIT  TO  MAKE 
CLEANER  COAL? 

PEABODY  ENERGY  Chief  Executive 
Gregory  Boyce  sounds  like  an  experi- 
enced gambler,  but  this  time  he's  betting 
against  history  ("Coal?  Yes,  coal,"  The 
Corporation,  May  7).  The  longer  he  re- 
sists the  low-carbon  economy  waiting  at 
the  end  of  this  deck  of  cards,  the  longer 
his  odds  become.  Boyce  is  right  that 
demand  for  coal  will  remain,  but  he's 
wrong  that  America's  energy  future  will 
look  a  lot  like  its  past.  Coal's  place  in  that 
future  will  depend  on  the  industry  help- 
ing to  design  climate  policies  that  target 
the  problem— carbon  emissions— not  the 
coal.  These  policies  are  already  a  topic  of 
discussion  in  Europe  and  elsewhere.  His- 
tory will  not  wait  politely  for  Mr.  Boyce. 
-Peter  Goldmark 
Director,  Climate  &  Air  Program 
Environmental  Defense 
New  York 

THERE  ARE  "CLEAN"  options  for  direct 
firing  of  coal,  and  Peabody  CEO  Boyce 
should  know  about  them.  One  of  these  is 
known  as  CWF,  or  coal-water  fuel.  In  this 
process,  the  coal  is  fine-ground,  just  as  it 
is  for  use  in  a  standard  power  plant.  Then 


it  is  mixed  with  water  and  a  wetting  agent 
and  spun  to  separate  lower-density  (com- 
bustible) organic  matter— "real  coal"— 
from  higher-density  inorganic  or  mineral 
matter.  Another  possible  combustion  step 
is  known  as  HIC,  for  high-intensity  com- 
bustion. With  this  approach,  relatively 
small  changes  in  burner  design  result  in 
much  faster-  and  cleaner-burning  flames. 
Visitors  to  my  lab  who  see  this  for  the 
first  time  think  they're  seeing  a  gas  flame, 
not  a  coal  flame. 

CWF/HIC  won't  solve  all  of  coal's  prob- 
lems, but  they  could  go  a  long  way,  and  they 
can  be  put  to  use  almost  immediately. 

-Robert  H.  Essenhigh 

Mechanical  Engineering  Dept. 

Ohio  State  University 

Columbus,  Ohio 

BEGGING  TO  DIFFER 

OVER  RESUME  BUZZWORDS 

I  HAVE  HAD  human-resources  managers 
and  recruiters  from  many  top  companies 
in  to  speak  to  fellow  MBA  students.  De- 
spite the  advice  in  "The  art  of  the  online 
resume,"  (Personal  Finance,  May  7), 
these  HR  managers  say  that  certain  buzz- 
words are  overused,  including  "results 
driven,"  and  that  if  someone  uses  these 


words,  that  resume  will  be  discarded. 
If  s  also  risky  to  use  Microsoft  resume 
templates  or  any  other  template.  Some 
companies  have  software  that  detects  tem- 
plates and  tosses  out  those  resumes.  MBAs 
also  need  to  articulate  their  career  objec- 
tives to  avoid  cookie-cutter  statements. 

-Derekjoseph 

MBA  Assn. 

University  of  Cincinnati 

Cincinnati 
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BY  STEPHEN  H.  WILDSTROM 


Verizon's  Global  BlackBerry 

Last  week,  when  my  flight  landed  in  Frankfurt,  I  switched  on  the  new 
BlackBerry  I  was  testing,  and  it  promptly  began  to  buzz  with  the  e-mail  thai 
had  come  in  while  the  plane  was  crossing  the  Atlantic.  No  surprise  there— 
I've  carried  BlackBerrys  everywhere  from  Beijing  to  Buenos  Aires.  But  this 
model  is  the  first  from  Verizon  Wireless  that's  fully  functional  overseas. 


BLACKBERRY 
8830 


International  travel  has  been  a  mixed 
experience  for  mobile-phone  toting  Americans. 
If  the  service  comes  from  AT&T/Cingular  or  T- 
Mobile  and  the  phone  operates  on  the  frequencies 
used  outside  the  U.S.,  as  most  current  models  do, 
your  phone  will  work  nearly  everywhere  in  the 
world.  At  most  it  takes  a  call  to  your  carrier  to 
authorize  global  service. 

But  for  customers  of  Verizon  Wireless, 
Sprint,  or  any  carrier  whose  service  is  based  on 
Qualcomm's  CDMA  technology,  roaming  service 
has  been  available  in  just  a  handful  of  countries 
outside  North  America,  notably  Korea  and  Japan. 
Suppose  you  wanted  to  keep  your 
mobile  number  while  traveling 
abroad.  Your  choices— until  now- 
have  been  limited  to  a  couple  of  clunky  dual-mode 
world  phones  from  Verizon  or  a  plan  where  you  rented  a 
phone  running  on  the  global  GSM  standard,  which  would  be 
assigned  your  regular  mobile  number  temporarily.  The  new 
Verizon  phone  is  a  breakthrough,  the  first  BlackBerry  that 
works  on  both  of  the  world's  major  mobile  technologies. 

RESEARCH  IN  MOTION'S  BLACKBERRY  8830  World  Edition 
($300  after  rebate,  with  a  two-year  contract)  provides 
an  elegant  solution  for  globe-trotters.  Its  appearance 
and  features  are  nearly  identical  to  the  BlackBerry  8800 
introduced  earlier  this  year  (BW— Mar.  5),  save  for  the 
inclusion  of  a  much-improved  media  player  and  its  lack  of 
Global  Positioning  System  navigation.  But  it  is  really  two 
phones  in  one.  If  Verizon  is  not  available,  it  will  attempt  to 
roam  on  another  CDMA  network,  such  as  Telus  in  Canada. 
If  that  doesn't  work,  the  BlackBerry  turns  on  its  GSM  radio 
and  becomes  a  GSM  handset  running  on  Vodafone's  network. 
(Vodafone  owns  45%  of  Verizon  Wireless.)  This  process  is  all 
but  invisible  to  users.  The  main  thing  you'll  notice  is  that  data 
speeds  will  resemble  bad  dial-up  on  the  GSM  network.  This 
drawback  isn't  so  obvious  when  the  BlackBerry  downloads 
mail  in  the  background,  but  big  attachments  will  be  slow 
coming  in,  and  don't  even  think  about  Web  browsing. 

Verizon  has  made  international  data  pricing  attractive, 
though  voice  calls  are  still  a  painful  $1.29  or  $2.49  a  minute. 

22  !  BusinessWeek  I  May  28,  2007 


fot 


You  get  unlimited  e-mails  and  other  data  in  60 
countries  for  a  $20  surcharge  to  the  $45  month 
ly  BlackBerry  Service,  on  top  of  a  domestic  voic 
plan.  This  is  a  bit  less  than  AT&T's  internationa 
BlackBerry  service.  Verizon  is  also  offering 
worldwide  24/7  tech  support  for  the  BlackBerr 
World  Edition.  That's  a  step  up  from  the  GSM 
versions  offered  by  AT&T,  T-Mobile,  and  oth- 
ers, which  work  around  the  world  but  leave  yoi 
mostly  on  your  own  if  something  goes  wrong. 
The  World  Edition  is  aimed  at  BlackBerry1 
core  market  of  mobile  executives  who  use  it 
mainly  for  corporate  e-mail.  But  RIM  wants 
to  expand  into  consumer  markets  as  well.  It 
has  had  considerable  success  with  the  Pearl, 
launched  last  fall;  company  officials  say  abou 
a  third  of  Pearl  sales  have  been 
to  consumers  buying  them  for 
personal  use.  The  BlackBerry 
8300  Curve  rounds  out  the  line 
This  GSM-only  phone  is  a  bit 
smaller  than  the  8800  series, 
and,  unlike  its  corporate-orient 
ed  siblings,  it  has  a  camera  and^- 
jack  that  takes  audio  earphones" 
rather  than  a  phone  headset.  It'i 
wider  than  the  Pearl,  using  the 
extra  space  to  accommodate  a 
full  qwerty  keyboard  rather  than  the  Pearl's  two -letters -pe 
key  approach. 

RIM  is  competing  in  a  field  crowded  with  Palm  Treos  and' 
Windows  Mobile  devices.  Most  of  these  are  a  lot  more  ver- 
satile than  a  BlackBerry  because  of  the  availability  of  third- 
party  programs.  But  if  rock-solid  e-mail  is  your  top  priority, 
the  BlackBerry  may  be  your  smartphone  of  choice.  ■ 

E-mail:  tech&you@businessweek.cc 
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ONLINE  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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BY  JON  FINE 


Sophomoric? 
That's  the  Idea 


Ricky  Van  Veen  has  an  important 
question  for  his  lawyer,  and  that's 
why  he  is  diving  for  the  phone.  He 
and  his  staff  have  just  dreamed  up 
an  advertiser- supported  contest. 
The  prize:  free  plastic  surgery. 
"Is  that  legal?"  he  asks  General 
Counsel  Josh  Sussman  excitedly. 


After  a  pause,  Van  Veen  blurts:  "Oh,  Sussman,  lighten  up!" 
And  then,  amid  laughter:  "O.K.,  I  '11  take  that  as  a  yes!" 

Van  Veen  is  editor-in-chief  of  CollegeHumor.com,  a  media 
play  single-mindedly  devoted  to  the  (sophomoric)  collegiate 
mind,  and  he's  co-founder  of  its  parent  company,  Connected 
Ventures.  He  and  his  pal,  company  President  Josh  Abramson, 
launched  CollegeHumor  when  Van  Veen  was  18.  Today,  at 
26,  he  is  the  oldest  of  the  partners.  They  are  all  well-scrubbed 
and  ridiculously  good-looking.  Last  summer,  Barry  Diller's 
IAC  bought  the  lion's  share  of  Connected  in  a  deal  that  valued 
the  company  substantially  north  of  $20  million.  Says  Diller: 
"[CollegeHumor]  is  not  our  tap  dance."  (That  is,  something   k 
IAC  might  have  "naturally"  hatched.)  "But  it's  something  we 
can  participate  in  and  learn  from."  All  of  this  good  fortune, 
obviously,  makes  Van  Veen  and  his  partners  despicable.  That 
they're  also  remarkably  unaffected,  smart,  plainly  enthused, 
and  generally  hilarious  only  makes  it  worse. 

COLLEGEHUMOR  IS  SO  FOCUSED  that,  aside  from  the  snapshots 
of  bikini-clad  coeds,  it  may  be  wholly  incomprehensible 
to  the  over-40  set.  But  it's  also  a  bona  fide  business.  Van 
Veen  rang  Sussman  during  one  of  his  frequent  meetings 
with  editorial-  and  ad-side  employees  in  which  they 
brainstorm  video  spots  resembling  the  site's  own  short-form 
programming— what  Van  Veen  calls  "custom  integrations," 
which  can  cost  over  $100,000.  High-minded  media  outlets 
get  hives  at  such  promiscuous  commingling  of  advertising 
and  editorial.  But  it's  hard  to  get  ticked  off  about  church-and- 
state  issues  at  a  site  that  runs  videos  along  the  lines  of  "Robot 
Chicken/Star  Wars  Preview."  Despite  CollegeHumor's  frank 
raciness,  it  has  helped  make  ads  for  its  site  with  some  of 
the  biggest  brands  out  there,  including  Ford  and  Procter  & 
Gamble.  (I'm  betting  those  guys  won't  sponsor  the  contest 
idea  that  prompted  Van  Veen's  phone  call,  in  which  one  lucky 
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reader  will  win  breast  implants  for  Mom.      HILARIOUS 
For  Father's  Day.)  "They're  a  source  for        CollegeHumor' 
funny  pictures  of  your  friend  passed  out       Abramson  and 
drunk,"  admits  James  Kiernan,  a  Starcom     Van  ,ee^  sPa^* 
Mediavest  vice-president.  "But  they  do         spoofs  that  sel 
a  good  job  of  generating  unique  [ad] 
ideas."  P&G'S  Tag  Body  Spray,  a  Mediavest  client,  sponsored 
a  complex  "America's  Hottest  College  Girl"  competition  in 
which  viewers  predicted  the  outcome  via  March  Madness- 
style  brackets. 

The  first  ad  CollegeHumor  made,  Van  Veen  says,  was  for 
site  selling  kits  enabling  consumers  to  beat  drug  tests,  back 
around  2001,  so  the  outfit  has  come  a  long  way.  Before  its 
sale,  Connected,  which  also  owns  clothing  company  Busted 
Tees  and  video-sharing  site  Vimeo,  projected  it  would  gross 
$10  million  in  '06.  (Diller,  Abramson,  and  Van  Veen  would 
not  discuss  revenue  specifics.) 

I  have  no  idea  whether  an  advertiser  will  actually  buy  any 
of  the  ideas  I  heard  concocted  by  a  roomful  of  CollegeHumoi 
employees— all  keenly  aware  of  a  reporter's  presence.  (One 
suggestion:  "We  could  just  make  someone  smell  really,  realty 
bad  and  send  them  to  classy  places.")  But  who  knows?  In  a 
company  like  this,  the  limits  are  in  strange  places.  One  ad  ext 
suggested  approaching  MoveOn.org  with  ad-integration  ide: 
But  Van  Veen  was  cool  to  the  notion:  "Anytime  we  do  [politii 
content],  we  get  a  flood  of  letters  saying  'I  come  to  the  site  to 
get  away  from  that.'"  The  ad  guy  backed  down.  "We'll  just  se 
them  banners,"  he  conceded.  "We  don't  really  want  to  take  a 
stand  on  anything."  Van  Veen  nodded.  "We  can't,"  he  said. 


BusinessWeek  .com 


ONLINE:  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
businessweek.com/innovate/FineOnMedia 

TELEVISION:  To  see  a  wide-ranging  video  interview  with  Barry  Diller,  go  to 
businessweek.com/go/tv/diller 
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(  JAMES  C.  COOPER 


inflation  Wild  Cards 
WH1  Keep  the  Fed  on  Hold 

emand,  costs,  and  global  forces  raise  new  questions  for  prices 
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U.S.  ECONOMY 


A  lot  of  economists  right  now  believe  they  know 
Dmething  about  the  inflation  outlook  that  the  Federal  Reserve 
oesn't.  They  think  weakness  in  the  economy  is  about  to  ease  price 
ressures  significantly  enough  for  the  Fed  to  cut  interest  rates.  The 
olicymakers'  take  is  quite  different.  Their  statement  after  the 


deral  Open  Market  Committee's  meeting  on  May  9 
id:  "The  Committee's  predominant  policy  concern 
mains  the  risk  that  inflation  will  fail  to  moderate  over 
tie."  That  hardly  sounds  as  if  the  Fed  is  anywhere  near 
tting  rates. 

What  the  Fed  appears  to  understand  that  some 
Dnomists  may  not  is  the  uncertainty  in  the  inflation 
tlook  created  by  the  unique  combination  of  demand, 
st,  and  global  forces  at  work  in  this  business  cycle, 
rst,  it's  rare  for  one  sector— housing,  in  this  case— to  so 
minate  an  economic  slowdown.  Outside  of  housing, 
mand  has  not  cooled  enough  to  turn  down  the  heat 
prices.  Steam  is  also  rising  from  business  costs, 
■rinly  for  labor,  energy,  and  other  commodities,  even  as 
oductivity  growth  is  slowing  down. 
Then  there's  the  international  factor.  Abroad,  robust 
)bal  growth  is  tightening  labor  markets  and  absorbing 
oduction  capacity,  forcing  major  central  banks  outside 
2  U.S.  to  tighten  policy  as  inflation  pressures  rise, 
home,  the  dollar  continues  to  fall,  lifting  prices  of 
ported  goods,  especially  consumer  items. 
It's  not  that  inflation  is  about  to  take  off.  If  s  not.  The 
od  news  is  the  yearly  rate  of  core  inflation  has  edged 
ver  in  recent  months,  dipping  to  2.3%  in  April  (chart). 
le  consumer  price  index  increased  0.4%  last  month, 
linly  reflecting  higher  gasoline  prices,  and  the  core 
dex,  which  excludes  energy  and  food,  rose  0.2%. 
However,  this  unusual  mix  of  forces  is  making  it 
Scult  to  assure  that  inflation  will  stay  down.  The  Fed's 
eferred  measure  of  prices,  the  core  price  index  for 
rsonal-consumption  expenditures,  continues  to  run 
ove  the  Fed's  stated  comfort  zone  of  1%  to  2%,  and  it 
s  been  at  or  above  the  top  end  of  that  zone  for  three 
ars  running.  The  recent  slippage  in  the  CPI  inflation 
uge  will  give  policymakers  some  comfort,  but  they  will 
rcain  wary  due  to  the  many  factors  in  play. 

IE  NEWEST  TWIST  in  the  inflation  outlook  comes 
>m  globalization.  Until  now,  the  integration  of 
t  world  economy  has  been  a  plus  for  the  inflation 
tlook,  as  abundant  global  capacity  has  helped  to  spur 
mpetition  and  keep  prices  low.  Those  forces  are  still  in 


BUT  WITH  CAVEATS 

PERCENT  CHANGE  FROM  A  YEAR  AGO 


effect,  but  to  a  lesser  extent,  especially  compared  with  the 
late  1990s  and  earlier  this  decade,  when  U.S.  and  foreign 
economies  were  weakened  by  Asia's  financial  crisis  and 
the  tech  bust. 

Now  booming  global  growth,  partly  resulting  from 
unusually  low  interest  rates  and  high  financial  liquidity 
in  previous  years,  has  absorbed  much  of  that  excess 
production  capacity.  Price  pressures  in  many  regions  are 
getting  more  intense,  forcing  central  banks  in  Britain,  the 
euro  zone,  China,  and  Japan  to  react  to  the  new  inflation 
risks  with  rate  hikes  and  hawkish  rhetoric. 

There's  also  the  plunging  dollar.  On  a  trade-weighted 
basis  and  compared  with  a  basket  of  major  currencies, 
the  dollar  is  now  down  some  30%  from  its  2002  peak, 
with  a  4%  decline  in  the  past  four  months.  As  a  result, 
rising  import  prices  are  adding  to  inflation  pressures,  not 

easing  them  as  they  were 
PRICES:  LOOKING  TAMER,  several  years  ago. 

For  example,  prices 
of  imported  consumer 
goods  excluding  autos 
are  up  1.9%  from  a  year 
ago,  the  fastest  pace 
in  more  than  a  decade 
(chart,  page  26).  Prices 
of  many  imported 
materials,  supplies,  and 
capital  goods  are  also 
on  the  rise.  Expect  more 
acceleration,  given  the 
likelihood  of  further  dollar  slippage.  Foreign  growth 
prospects  and  interest  rates  are  becoming  increasingly 
attractive  relative  to  those  in  the  U.S.,  and  many  central 
banks  and  private  institutions  are  diversifying  their 
investments  into  more  nondollar  assets. 

IN  THE  U.S.,  DEMAND  PRESSURE  on  prices  has  eased 
this  year,  but  not  as  much  as  the  slowdown  in  economic 
growth  would  suggest.  Consider  that  over  the  past 
year  overall  demand  in  the  economy  has  grown  2.3%. 
Take  away  residential  construction,  however,  and  the 
remaining  95%  of  all  spending  has  grown  3.4%— no 
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break  from  the  average  pace  over  the  past  two  years. 

Moreover,  there  is  growing  sentiment  on  Wall  Street 
that  the  housing  slump  and  its  subprime  mortgage 
offshoot  are  not  going  to  topple  the  economy.  First  of  all, 
the  stock  market  has  rallied  strongly  in  recent  weeks,  up 
from  its  February  lows,  when  subprime  worries  began 
to  arise.  Those  wealth  gains  are  adding  handsomely  to 
household  net  worth,  more  than  offsetting  the  losses 
from  declining  real  estate  values. 

Housing  data  are  mixed,  with  builders  continuing  to 
suffer,  but  demand  is  holding  up,  as  the  recent  uptrend 
in  mortgage  applications  suggests.  So  far  this  year  the 
average  number  of  applications  to  buy  a  home  is  running 
higher  than  its  level  in  the  second  half  of  last  year. 

IN  ADDITION,  FINDINGS  from  the  Fed's  latest  survey 
of  banks'  senior  loan  officers  have  reduced  concerns  that 
the  subprime  mess  will  generate  a  broad  credit  crunch 
that  could  squeeze  the  life  out  of  consumer  spending. 
While  banks  have  tightened  their  lending  standards 
considerably  on  subprime  and  other  nontraditional 
mortgage  loans,  the  toughening  of  terms  and  conditions 
on  prime  loans  has  been  only  moderate.  The  Fed's  survey 
also  showed  no  great  change  in  standards  for  other 
types  of  consumer  loans,  while  terms  on  commercial 
and  industrial  borrowing  by  both  large  and  small 
businesses  remained  easy,  as  banks  continued  to  compete 
aggressively  for  new  business. 

Although  the  overall  economy  performed  poorly  in  the 
first  quarter,  demand  by  consumers  put  in  another  solid 
performance,  and  spending  in  the  second  quarter,  while 


IMPORTS  COST 
A  LOT  MORE  NOW 

PERCENT  CHANGE  FROM  A  YEAR  AGO 
2  PRICE  INDEX  FOR  IMPORTED 
CONSUMER  GOODS! 
EXCLUDING  AUTOS 


slower,  does  not  appear  to  be  in  any  serious  trouble.  It's 
convenient  to  blame  housing  and  subprime  woes  for  th 
weak  April  performance  of  retail  sales,  which  dipped 
0.2%  from  March.  However,  higher  gas  prices  appear  t( 
be  the  main  culprit,  along  with  an  early  Easter,  which 
pulled  sales  into  March.  Note  that  March  receipts  jump 

1%,  and  in  early  May 
weekly  jobless  claims  f< 
below  300,000,  a  level 
consistent  with  strong 
job  growth. 

Tight  labor  markets 
are  leading  the  push  oi 
prices  from  the  cost  sic 
of  business  activity.  Th 
productivity  slowdowr 
coming  as  job  markets 
remain  tight  enough  tc  | 
keep  wages  acceleratin 
is  keeping  upward 
pressure  on  unit  production  costs.  The  fact  that  profit 
growth  and  margins  remained  surprisingly  strong  in 
the  first  quarter  suggests  businesses  are  recouping 
at  least  some  small  part  of  these  rising  costs  through 
higher  prices. 

Ultimately,  the  bet  for  lower  inflation  and  interest  rat 
is  a  bet  for  a  weak  economy.  But  given  the  price  pressui 
at  work,  at  home,  and  outside  the  U.S.,  the  economy  wii 
have  to  weaken  much  more  broadly  before  the  Fed  wou 
feel  comfortable  enough  about  the  inflation  oudook  to 
cut  rates.  ■ 
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INVENTORIES 


Time  To  Restock  the  Warehouses 


BUSINESSES  MADE  a  concerted 
effort  during  the  past  couple  of 
quarters  to  keep  their  warehouses 
from  getting  any  fuller.  Now  that 
inventories  relative  to  sales  look 
a  lot  leaner,  the  adjustment  is 
winding  down.  If  demand  holds  up, 
the  economy  should  get  a  boost  as 
companies  allow  inventory  growth  to 
keep  pace  with  demand. 

In  March,  business 
inventories  fell  0.1%. 
The  unexpected 
decline  will  translate 
into  a  bigger  hit  to 
first- quarter  economic 
growth.  The  originally 
reported  0.3%  drag  on 
fust-quarter  real  gross 
domestic  product  from 
the  smaller  rise  in 
inventories  will  likely 
be  close  to  1%  when 
the  revised  numbers 


GETTING  STOCKPILES 
UNDER  CONTROL 


1.30 


come  out  on  May  31,  according  to 
JPMorgan  Chase  economist  Bruce 
Kasman.  That  comes  after  shaving 
1.2%  off  of  fourth-quarter  real  GDP. 

The  recent  clampdown,  combined 
with  resilient  consumer  and  business 
demand,  have  left  stockpiles  at 
more  comfortable  levels.  March's 
inventory-to-sales  ratio  fell  back  to 
a  seven-month  low  of  2.7  months. 
In  addition,  the 
Institute  for  Supply 
Management5  s  April 
factory  activity  report 
showed  the  largest 
share  of  respondents 
reporting  customer 
inventories  were 
too  low  since  July, 
2006.  And  fewer 
nonmanufacturers 
in  April  thought  they 
were  carrying  too 
much  inventory. 
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Starting  in  the  second  quarter, 
inventory  growth  should  turn 
modesdy  supportive.  Kasman  expe( 
an  average  positive  contribution  to 
real  GDP  of  about  0.5%  during  the 
rest  of  the  year.  The  boost  to  growtf 
in  the  second  quarter  will  likely  con 
from  autos  as  inventories  climb  on  i 
upswing  in  production.  A  restockin 
of  retail  stores  after  a  sharp  March 
decline,  should  be  a  plus. 

But  businesses  will  add  to 
inventories  only  if  they  believe 
business  and  consumer  demand  wi 
hold  up.  Right  now  the  picture  look 
positive.  Factory  orders  and  output 
are  growing  at  a  good  clip,  and 
early  data  on  May  chain-store  sales 
were  positive.  If  that  trend  persists, 
Kasman  expects  manufacturing 
inventory  growth  will  pick  up  in  the 
second  half  of  the  year  as  the  drag 
from  housing  diminishes.  ■ 

-By  James  Mehri 
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Middle  East  Opportunities 


Qatar 


Three  prestigious  opportunities  within  the  professional  staff  of  a  well  respected  and  highly  regarded  public  figure 
with  an  increasingly  prominent  reputation  and  busy,  international,  speaking  schedule. 


Director  of  Policy  and  Research 


THE  ROLE 

■  Working  in  an  expanding  and  busy  private  office,  oversee  and 
administer  a  comprehensive  research  programme  in  the  areas  of 
economic,  educational,  social  and  health  policy. 

■  Serve  as  the  point  of  liaison  with  Government  ministries  to 
ensure  that  the  office  remains  current  with  all  relevant  policy 
developments  and  initiatives  in  the  country  and  region. 

■  Ensure  that  proactive  research  summaries  and  policy  updates  are 
circulated  to  the  office  leadership.  Provide  timely  briefings  on  all 
relevant  matters.  Ensure  that  all  materials  are  of  the  highest  quality. 


THE  QUALIFICATIONS 

■  Knowledge  of  sophisticated  methods,  technologies,  tools  and 
processes  for  conducting  rigorous  original/secondary  research. 
Able  to  multi  task  in  a  high  pressure  environment. 

■  Familiar  with  economic,  social,  political  and  foreign  policy  issues  in  the  Middle 
East.  A  strong  international  mindset.  Nationality  is  open.  Fluency  in 
English  essential,  Arabic  a  plus.  Graduate  in  an  appropriate  discipline. 

■  A  minimum  of  ten  years'  experience  in  policy  research  and 
formulation  gained  in  Government,  academia  or  the  private 
sector.  Ability  to  lead,  guide  and  mentor  junior  staff. 

Please  quote  reference  63122BW 


Director  of  Communications 


THE  ROLE 

■  Administers  and  supervises  all  external  and  internal 
communications  so  that  consistent  and  accurate  messages  are 
communicated.  Ensure  alignment  of  communications  strategy 
with  Government  policy. 

■  Develop  and  implement  overall  domestic  and  international 
communications  strategy  for  the  office.  Cover  such  issues  as 
media  and  public  relations,  speaking  engagements,  print, 
electronic  and  graphic  material,  speech  writing,  website 
management  etc. 

■  Liaise  and  develop  relations  with  appropriate  government 
organisations,  ministries  and  international  agencies  to  expand 
the  reputation  of  the  office.  Ensure  that  all  communications  are  of 
the  highest  quality  standards  and  reflect  a  positive  image. 


THE  QUALIFICATIONS 

■  Knowledge  of  specialist  areas  such  as  media  and  public  relations, 
graphic  communications,  website  management  and  speech 
writing.  Successful  track  record  in  communication  practices  in  an 
international  context. 

■  Experience  managing  communication  processes  at  a  senior  level. 
Familiar  with  communication  vehicles  such  as  newsletters, 
presentations,  electronic  bulletins,  video  and  audio  technologies, 
print,  posters  etc. 

■  Previous  experience  working  with  senior  government  officials. 
Nationality  is  open.  Fluency  in  written  and  spoken  English  and  Arabic. 
Graduate  in  an  appropriate  discipline.  Experience  in  Qatar  or  another 
Middle  East  country  an  advantage. 

Please  quote  reference  631 23  BW 


Communications  and  Publications  Editor 


THE  ROLE 

■  Working  in  an  expanding,  busy  private  office,  be  responsible  for 
writing  audience  specific  speeches.  Liaise  with  other  office 
Directorates  to  understand  forward  engagement  details  and 
incorporate  appropriate  messages. 

■  Remain  abreast  of  trends  in  media,  communications  and  public 
relations.  Be  aware  of  the  policies  of  Qatar  and  incorporate 
relevant  issues  into  speeches. 

■  Create  and  edit  publications  and  communications  materials  such  as 
brochures,  office  templates  and  biographies  of  key  officials.  Develop 
and  maintain  an  electronic  library  of  public  addresses  and  speeches. 


THE  QUALIFICATIONS 

■  Fluency  in  written  and  spoken  English.  Arabic  an  advantage. 
Working  experience  in  Qatar  or  another  Middle  Eastern  country. 
Graduate  in  an  appropriate  discipline. 

■  Experience  writing  speeches  and  public  addresses  for  senior  level 
state  or  government  officials.  Able  to  meet  tight  deadlines  and 
comfortable  in  high  pressure,  sensitive  situations. 

■  Able  to  identify  relevant  political,  social,  economic  or  cultural 
trends  and  incorporate  these  where  appropriate  into  audience 
specific  speeches. 

Please  quote  reference  63124BW 


Tel:  +852  2521  8373,  Fax:  +852  2810  5246 

Email:  hkssa@spencerstuart.com 

To  find  out  more  about  these  opportunities, 

and  us,  visit  www.spencerstuart.com 
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TAKE  MY  CARMAKER-PLEASE 

Germany's  Daimler,  which  paid  $36  billion  for  Chrysler  in  1998,  on  May  14  agreed 
to  a  complex  deal  that  in  effect  will  cost  it  $650  million  to  offload  about  80%  of  the 
banged-up  unit  onto  Cerberus  Capital  Management.  Cerberus  gave  Daimler  $74  billion, 
which  will  be  pumped  into  the  new  company.  The  linchpin  of  the  deal  is  that  the 
private  equity  firm  will  absorb  $18  billion  in  pension  and  health-care  commitments. 
Daimler  aims  to  go  back  to  its  roots  as  a  producer  of  trucks  and  Mercedes  luxury 
autos,  putting  an  end  to  former  CEO  Jurgen  Schrempp's  dream  of  building  a  global 
carmaker  to  rival  the  likes  of  Toyota.  For  Cerberus,  success  may  hinge  on  crafting 
a  novel  agreement  with  the  United  Auto  Workers  to  get  the  benefits  liabilities  off  the 
books.  With  contract  talks  approaching  this  summer,  Detroit's  remaining  Big  Two, 
Ford  and  General  Motors,  will  be  riveted  on  how  the  Chrysler  drama  turns  out. 
See  "A  deal  that  could  save  Detroit,"  page  30  EHOt  "Cerberus  nabs  Chrysler" 
businessweek.com/go/tbw 


Shaking  Hands  on  Trade 

Organized  labor  scored  a 
rare  win  on  May  10  when 
the  Bush  Administration 
agreed  to  include  "core" 
standards  in  future  free-trade 
pacts.  The  standards  sound 
unobjectionable— abolition  of 
child  labor,  for  example— but 
business  groups  worry 
that  some,  like  a  ban  on 
employment  discrimination, 
could  call  into  question  current 
U.S.  practices.  The  accord  is 


intended  to  buy  support  from 
Democrats  suspicious  of  free 
trade.  Meanwhile,  the  trade 
deficit  jumped  in  March,  with 
oil  prices  the  main  culprit, 
though  economists  note  that 
swelling  exports  may  narrow 
the  gap  by  yearend. 


for  about  $17.2  billion.  That 
came  four  days  after  Thomson 
sold  its  textbook  division  to 
a  private  equity  group  for  a 
rich  $7.75  billion. 
B3H3#  "The  rise  of  a  financial 
data  powerhouse," 
businessweek.com/go/tbw 


Thomson  Buys  and  Sells 

Canadian  financial  data  giant 
Thomson  confirmed  on  May  15 
that  it  has  a  deal  to  buy  Reuters 


Biotech  Blues 
Amgen  took  a  hit  on  May  14: 
Medicare  said  it  wants  to  stop 
paying  for  Amgen's  lucrative 


anemia  remedies,  Aranesp  am 
Epogen,  when  they're  used  to 
treat  certain  cancer  patients. 
A  week  earlier,  an  FDA  panel 
raised  safety  concerns  about 
the  multibillion-dollar  drugs. 
Analysts  say  private  insurers 
are  likely  to  follow  Medicare'; 
lead.  The  stock  has  sunk  mor 
than  15%  since  the  FDA  news 
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Executive  Shuffle  at  P&G  > 
Is  Procter  &  Gamble  finally 
limning  a  plan  for  a  successor 
to  CEO  A.G.  Lafley?  On  May  14  f» 
it  shifted  several  executives  inipni 
new  roles.  Health-and-beauty 
head  Susan  Arnold  becomes 
president,  overseeing  all  globz 
units.  Robert  McDonald,  global  |am 
operations  chief,  moves  to  the 
newly  created  post  of  COO.  In  !  Ei 
addition  to  grooming  the  two 
for  the  top  job,  the  move  aims 
to  free  Lafley  from  day-to-day 
concerns  so  he  can  focus  on  tr.Jffl 
big  picture.  At  59,  though,  Laf 
isn't  likely  to  step  aside  until  tl'lkJI; 
mandatory  retirement  age  of  t\  EC. 


OxyContin  Side  Effects 

Now  who  needs  pain  relief? 
On  May  10,  OxyContin  makei 
Purdue  Frederick  and  three  of 
its  top  brass  pled  guilty  to 
falsely  marketing  the  narcotic 
painkiller  as  a  less  addictive 
alternative  to  competing  dru£ 
The  privately  held  company 
will  pay  one  of  the  biggest 
criminal  fines  ever  to  hit 
the  pharma  industry 
—$634.5  million— to  settle 
charges  brought  by  the  U.S. 
Attorney  in  the  Western 
District  of  Virginia. 


JetBlue  Changes  Pilots 

Less  than  three  months  after 
JetBlue  Airways'  storm-fueled 
service  snarls,  which  cost  the 
airline  $41  million,  Chairman 
and  CEO  David  Neeleman  was 
asked  to  give  up  the  joystick. 
On  May  10,  JetBlue's  board 
replaced  the  charismatic 
founder  with  longtime  deputj 
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ave  Barger,  naming  Neeleman 
on- executive  chairman.  The 
love  was  praised  by  analysts 
5  a  shift  to  more  operational 
qjertise  at  the  helm. 
"MS*  "Fliers'  rights  need 
big  lift," 
'isinessweek.com/go/tbw 


comment.  But  shareholders 
pushed  Citi  stock  up  4%. 


>ut  of  the  Public  Eye 
ausch  &  Lomb  sees  a  brighter 
lture  as  a  private  company, 
till  stinging  from  last 
;ar's  recall  of  its  ReNu  with 
loistureLoc  contact  lens 
)lution,  Bausch  agreed  on 
fay  16  to  be  taken  private  by 
krburg  Pincus  in  a  $4.5  billion 
eal.  Bausch  faces  more  than 
40  lawsuits  over  ReNu,  which 
as  linked  to  eye  infections, 
ews  of  the  deal  pushed 
ausch's  shares  up  10%, 
rompting  speculation  that 
rher  buyers  might  focus  in. 


Mylan's  New  Muscle 
Mylan  Laboratories,  the 

Pennsylvania  generic-drug 
giant,  is  bulking  up  even  more. 
On  May  14  it  said  it  will  pay 
a  steep  $6.7  billion  for  the 
generics  business  of  its  bigger 
rival,  Germany's  Merck  (no 
relation  to  the  U.S.  Merck). 
Already  a  leader  in  the  U.S., 
Mylan  will  now  gain  strength 
in  Europe  and  Japan  as  well 
as  access  to  many  new  drugs. 
Earlier  this  year,  Mylan  bought 
Matrix  Laboratories,  the  Indian 
maker  of  pharma  ingredients. 


ampert  Likes  Citi 

that's  billionaire  Edward 
•ddie"  Lampert  up  to  now? 
he  manager  of  hedge  fund 
>L  Investments,  who  bought 
mart  and  then  merged  it  with 
jars,  has  purchased  a  0.3% 
ake  in  Citigroup,  according 
i  May  15  filings  with  the 
EC.  Through  spokespeople, 
iti  and  Lampert  declined  to 


Tyco  Pays  Up 
Dennis  Kozlowski  has  cost  Tyco 
a  lot  more  than  that  $6,000 
shower  curtain.  On  May  15 
the  company  said  it  will  put 
aside  $3  billion  to  settle  suits 
stemming  from  shenanigans 
during  his  reign  as  CEO. 
The  payout,  apparently  the 
largest  by  a  single  defendant 
in  a  securities  suit,  also  allows 
shareholders  to  pursue  Tyco's 
accounting-malpractice  claims 
against  PricewaterhouseCoopers. 
Kozlowski  is  in  jail,  appealing 
his  2005  conviction  for  looting 
the  company. 


WIPEOUTOFTHEWEEK 

Who  would  have  guessed  that  video  games  could  be  so  bad  for 
Sony's  health?  On  May  16  the  Tokyo  company  said  its  games 
division's  $1.9  billion  loss  was  mostly  to  blame  for  a  68% 
drop  in  overall  operating  earnings  last  fiscal  year.  Sony  cited 
the  PlayStation  3's  monster  production  and  marketing  costs, 
which  it  warned  investors  about  before  the  machine's  debut 
last  November.  But  Sony  also  fell  500,000  consoles  short  of 
its  production  target.  The  5  5  million  PS3s  shipped  globally 
through  March  left  the  onetime  king  of  the  industry  trailing 
both  its  main  rivals,  Nintendo  and  Microsoft.  Worse,  the  actual 
number  of  PS3s  in  stores  was  closer  to  3.6  million,  with  the 
remaining  1.9  million  either  sitting  in  warehouses  or  en  route 
to  retailers.  New  games  chief  Kazuo  Hirai  is  under  the  gun  to 
boost  sales  by  discounting  consoles  once  he  takes  over  for 
PlayStation  inventor  Ken  Kutaragi  next  month. 
Since  Sony  is  already  losing  money  on 
every  console,  a  price  cut  would  hurt.  Then 
again,  games  won't  be  profitable  for  at 
least  another  year,  so  the  company  might 
as  well  take  the  hit  now. 

EZHH*  "Sony's  PS3  problems 
cast  along  shadow, " 
businessweek. 
com/go/tbw 
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A  DEAL  THAT 
COULD  SAVE 
DETROIT 

A  Chrysler  sale  to  Cerberus 
may  spark  a  plan  to  eliminate 
most  of  the  health-care 
liabilities  crushing  carmakers 


BY  DAVID  WELCH  AND  NANETTE  BYRNES 


JUST  A  FEW  WEEKS  AGO, 
United  Auto  Workers  Pres- 
ident Ron  Gettelfinger  had 
nothing  but  contempt  for 
the  "strip-and-fHp"  private 
equity  investors  bidding  for 
Chrysler  Group.  So  most 
people  expected  him  to  come  out  slug- 
ging when  Cerberus  Capital  Management 
agreed  to  buy  the  struggling  automaker 
on  May  14.  Instead  Gettelfinger  embraced 
Chrysler's  new  owner.  "The  status  quo  is 
off  the  table,'"'  he  declared. 

Attitudes  are  evolving  rapidly  in  Detroit 
these  days,  and  it  is  clear  that  the  arrival  of 
the  bare-knuckle  financial  wizards  from 
Cerberus  is  only  going  to  hasten  the  pace 
of  change  in  town.  Managers  and  UAW 
leaders  alike  appear  to  accept  that  a  time 
of  reckoning  is  at  hand.  As  they  look  ahead 
to  landmark  labor  talks  this  summer,  both 
sides  finally  appear  set  to  face  up  to  the 
most  vexing  problem  of  all:  unsustainably 
high  health-care  costs.  Thanks  to  luxe 
benefits  handed  over  during  the  golden  age 
of  corporate  largesse  in  the  1950s,  the  Big 
Three  will  have  an  estimated  $120  billion 
in  long-term  medical  liabilities,  a  crippling 
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burden  that  puts  them  at  a  nearly  insur- 
mountable disadvantage  to  global  rivals. 

But  General  Motors,  Ford  Motor,  and 
Chrysler's  new  owners  at  Cerberus  believe 
they  may  have  a  cure  for  Detroit's  epic 
health-care  woes.  Their  idea:  to  propose 
handing  over  the  companies'  long-term 
liability  to  an  independent  fund  managed 
by  the  UAW,  which  would  be  financed  by  a 
huge  one-time  injection  of  cash  and  stock. 
Union  workers  would  probably  contribute 
more  toward  their  own  coverage  costs  but 
would  gain  protection  from  the  devastating 
prospect  of  bankruptcy.  The  automakers, 
meanwhile,  would  wall  off  a  risk  that  terri- 
fies investors— and  earn  perhaps  their  final 
shot  at  becoming  competitive  again.  "I 
think  an  independent  health-care  fund  has 
to  happen,"  says  Sean  McAlinden,  chief 
economist  at  the  Center  for  Automotive 
Research  in  Ann  Arbor,  Mich.  "Ron  Gettel- 
finger may  even  be  resigned  to  doing  it." 

This  radical  idea  already  has  some  prec- 
edent in  Detroit.  In  2005  GM  and  the 
UAW  created  a  so-called  voluntary  em- 
ployee benefits  association  (VEBA)  trust, 
for  a  small  portion  of  the  company's  retiree 
health-care  expenses.  The  union  has  also 
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consented  to  VEBA  funds  for  individual 
plants  belonging  to  a  few  parts  suppliers. 
Over  the  past  few  months,  managers  at  all 
three  car  manufacturers  have  been  closely 
studying  a  similar  deal  struck  between  the 
United  Steelworkers  and  Goodyear  Tire  & 
Rubber  Co.  in  December  that  relieved  the 
tiremaker  from  most  of  its  medical  obliga- 
tions without  stiffing  union  workers. 

While  the  Big  Three  have  not  been 
trumpeting  the  VEBA  trust  plan,  expect  to 
hear  more  about  it  as  this  summer's  labor 
talks  approach.  Creating  such  a  trust 
"for  the  whole  industry  [is  the]  primary 
objective  of  this  year's  round  of  bargain- 
ing," says  one  investment  banker  well- 
connected  in  Detroit.  "That' s  clearly  what 
the  Big  Three  want." 

To  see  why  Motown  executives  are  so 
excited,  take  a  look  at  how  GM  would 
benefit  from  such  a  trust.  The  company 
has  UAW  health-care  liabilities  of  $52  bil- 
lion, not  including  $18  billion  for  white- 
collar  workers,  according  to  JPMorgan 
Chase  &  Co.  analyst  Himanshu  Patel.  The 
company's  first  step  would  be  to  reduce 
its  liability  by  asking  current  and  former 
workers  to  fork  over  more  for  their  own 
health  coverage.  Then  GM  would  set  up 
a  trust  fund.  Because  it  would  be  invested 
to  grow  over  time,  the  fund  could  be  val- 
ued at,  say,  60%  of  the  liabilities,  around 
$31  billion.  That  may  sound  risky  for  the 
union,  but  there  are  risks  on  both  sides 
of  the  equation.  Unlike  pensions,  retiree 
medical  benefits  are  not  guaranteed  by 
law  and  would  not  be  protected  in  a 


bankruptcy,  a  big  worry 
with  the  U.S.  car  compa- 
nies floundering. 

How  in  the  world 
would  GM  come  up  with 
so  much  money?  The  com- 
pany could  start  with  the 
$15  billion  in  VEBA  money 
already  set  aside  in  some 
existing  trusts.  Patel  thinks 
GM  could  then  afford  to 
take  a  further  $8.2  billion 
in  cash  from  its  coffers  and 
sales  of  some  assets,  plug 
in  some  equity,  and  bor- 
row about  $5  billion.  Add  it 
up,  Patel  contends,  and  GM 
could  fund  all  of  its  union 
health-care  obligations. 


BIG  THREE,  BIG  BILLS,  BIG  IDE; 

GM,  Ford,  and  Chrysler  face  crippling  health-care  c  j 
Voluntary  employee  benefits  associations  (VEBAs) 
be  a  solution.  Here's  how  they  work: 


A  TRUST  ASSUMES  THE  OBLIGATION 

The  car  companies  would  shift  all  or  part  of  their  future  j 
health-care  liabilities,  now  estimated  at  $120  billion, 
to  trust  funds  managed  by  the  United  Auto  Workers. 


1 


2 


,  COMPANY  FORKS  OVER  CASH 

Automakers  would  back  the  fund  with  a  giant  one-timej 
leash  infusion.  In  exchange,  workers  would  agree  to 
contribute  more  money  toward  their  health-care  benefits. 
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QUICK  BOUNCE 

SETTING  UP  the  fund 
would  add  debt  and  drain 
cash,  but  it  would  yield  big  benefits  im- 
mediately. Patel  estimates  that  such  a  deal 
would  boost  pretax  profits  by  $900  million 
in  the  first  year  and  save  GM  about  $700 
million  in  cash.  Accounting  for  inflation, 
GM's  health-care  expenses  would  drop  by 
about  $200  million  a  year  and  cash  flow 
would  improve  by  $400  million  a  year. 
Ford's  health-care  expense  would  drop  by 
$800  million  the  first  year  and  cash  flow 
would  improve  by  $200  million.  Patel 
thinks  the  growing  improvement  to  cash 
flow  would  help  the  Big  Three  narrow  the 
gap  with  Toyota  on  product  and  research 


MANUFACTURERS  GAIN  CERTAINTY 

The  big  advantage  of  a  VEBA  for  car  companies  is  that 
health  costs  would  be  capped  and  off  the  balance  sheej 
Lower  costs  would  make  automakers  more  competitive. 
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and  development  spending.  Right  no 
Toyota  dedicates  almost  12%  of  its  re  tig. 
enue  to  capital  expenditures  and  R&D.  GI  ®\ 
spends  just  8.4%  of  its  revenue. 

If  it  all  sounds  too  good  to  be  true, 
may  very  well  be.  The  devil  will  be  in  tr.!ijj 
plan's  infinite  details.  The  companie 
ability  to  fund  a  big  trust,  first  of  all,  d<l|ei 
pends  upon  how  much  money  the  UAV  ne 
requests.  If  the  union  seeks  assets  totafSn 
ing  80%  of  liabilities,  then  GM  and  Foiif  f 
may  not  be  able  to  afford  it.  Since  GI 
already  borrowed  $18  billion  in  2003  if: 
shore  up  its  pension  fund  and  Ford  bourne 


GUEST  COMMENTARY 

BY  LEE  A.  IACOCCA 

Chrysler's  New  Driver 

How  Cerberus  could  rise  to  the  occasion 


MY  PHONE  STARTED  RINGING  OFF  THE  HOOK  THE 
day  Daimler's  deal  to  sell  Chrysler  to  Cerberus  was 
announced.  The  reactions  were  mixed.  Some  people 
thought  it  was  a  hell  of  a  deal.  Others  thought  it  was 
a  deal  from  hell.  More  than  one  person  mentioned 
that  Cerberus  was  named  after  the  three-headed  mon- 
ster in  Greek  mythology  that  guards  the  gates  of  Hades.  Mostly, 
though,  the  people  I  talked  to  wanted  it  to  work  because  they  cared 
about  Chrysler  and  about  the  future  of  the  American  auto  industry. 
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There's  one  thing  everyone  agrees  c 
Daimler  screwed  Chrysler  royally.  To  u 
derstand  how  the  desperation  sale  || 
Cerberus  Capital  Management  could  pc  It 
sibly  happen  to  one  of  America's  icoi 
car  companies,  you  have  to  look  at  tt|irt 
history.  Chrysler's  merger  with  Daii 
ler-Benz  nine  years  ago  was  a  disasi-tetn 
from  the  start.  At  the  time,  Chrysler  wis, 
making  a  lot  of  money— something  liljipr 
$1  billion  every  quarter.  The  minivan  w 
a  cash  cow.  The  Jeep  Grand  Cherokee  x 
Dodge  Ram  pickup  were  selling  like  ci 
zy.  There  were  4,000  profitable  dealers  |m 
brand-new  $1.5  billion  research  cent 
and  $12  billion  in  cash.  Chrysler  was  tl  ie 
lowest-cost  producer  and  the  most  pro!  tie 
able  car  company  in  the  world,  with  sal 
of  2.5  million  cars  and  light  trucks.  Bui  k 
took  Daimler  less  than  a  decade  to  dri 
Chrysler  off  a  cliff. 

Now  the  question  is:  Has  the  sale 
Cerberus  rescued  Chrysler  or  doomed 
to  the  junkyard?  The  answer  won't 
known  for  some  time.  But  Chrysler's 


wed  $23.5  billion  this  year  for  restructur- 
g,  neither  wants  to  shoulder  much  more 
ng-term  debt.  Both  have  junk  debt  ratings, 
» the  money  would  be  quite  expensive. 
At  some  point,  a  judge  would  also  have  to 
gn  off  on  a  global  Big  Three  trust,  because 
>rd  and  GM  face  a  legal  impediment.  When 
e  union  gave  them  concessions  on  health 
ire  last  year,  a  lawsuit  was  filed  to  freeze 
tiree  benefits.  The  courts  upheld  the  deal, 
it  froze  the  new  benefits  package  until  2011. 
M  Chairman  and  CEO  G.  Richard  Wagoner 
.  said  in  a  December  interview  that  further 
incessions  made  on  behalf  of  those  retirees 


would  need  court  approval. 
The  same  goes  for  Ford— but 
not  Chrysler,  which  never 
won  the  same  health-care 
concessions  as  its  rivals. 

NEW  BALL  GAME 

NOTHING  IN  THE  court  or- 
der prevents  the  two  com- 
panies from  setting  up  a 
fund  to  cover  new  retirees, 
of  course.  McAlinden  says 
that  the  34,000  GM  work- 
ers who  took  retirement 
as  part  of  the  company's 
recent  restructuring  could 
be  covered  by  a  new  in- 
dependent VEBA  if  UAW 
leaders  consented  to  such 
a  deal.  Then,  GM  and  Ford 
could  set  up  a  fund  to 
cover  the  rest  of  their  retir- 
ees beginning  after  2011. 
McAlinden  estimates  that  80%  of  the 
long-term  liabilities  will  be  incurred 
after  that  date. 

The  diverging  legal  and  business 
dynamics  at  the  three  companies  make 
a  big  trust  covering  benefits  at  each 
one  difficult  to  establish.  But  it  is 
unlikely  the  UAW  would  allow  one  or 
two  of  the  companies  to  establish  a 
separate  trust  to  wall  off  health-care 
liabilities,  even  though  such  a  scenario 
is  theoretically  possible.  That  would 
violate  a  longstanding  union  policy 
against  giving  any  particular  member 


of  the  Big  Three  a  substantial  cost  ad- 
vantage over  the  other  two. 

If  giant  independent  trusts  get  estab- 
lished for  all  of  the  auto  companies,  one 
far-reaching  implication  of  the  move  is 
that  the  UAW  would  become  an  enor- 
mous health-care  provider.  Another  is 
that  the  union  would  be  forced  to  manage 
benefits.  That  means  if  costs  rise  faster 
than  investment  returns,  the  union  might 
have  to  offer  weaker  medical  benefits  to 
its  own  members.  Right  now,  if  health 
care  gets  more  expensive,  GM,  Ford,  and 
Chrysler  just  cut  bigger  checks.  But  it's 
possible  the  UAW  may  do  just  as  well  at 
managing  the  money  as  the  companies 
do.  Major  union-run  pension  plans  na- 
tionwide made  nearly  14.6%  returns  last 
year,  about  half  a  point  better  than  large 
corporate-run  funds  did,  according  to 
Wilshire  Associates. 

So  there's  reason  to  believe  that  the 
UAW,  even  though  it  will  certainly  ne- 
gotiate aggressively,  may  be  willing  to 
go  for  the  idea  of  a  VEBA  trust.  Although 
the  idea  would  have  been  a  nonstarter 
in  2003,  the  last  time  the  union  contract 
was  renegotiated,  things  have  taken  a 
powerful  turn  for  the  worse  in  the  past 
few  years.  And  the  arrival  of  Cerberus 
may  well  increase  Detroit's  willingness 
to  engage  in  complex  financial  engi- 
neering. "You  bring  in  private  equity, 
and  the  game  changes,"  says  Center 
for  Automotive  Research  Chairman 
David  E.  Cole.  II 

-With  Anthony  Bianco  in  New  York 


I  ultimately  depend  on  the  kind  of 
ids-on  leadership  Cerberus  brings  to 
table.  Let's  look  at  the  pros  and  cons. 
Tie  biggest  fear  that  people  have  about 
rate  equity  firms  like  Cerberus  is  that 
ir  basic  goal  is  to  "strip  and  flip."  That 
buy  ailing  companies  on  the  cheap; 
structure"  them  by  slashing  costs, 
s,  and  benefits;  then  resell  them  for  a 
profit.  Cerberus'  track  record,  howev- 
1  pretty  good  in  this  respect.  It  would 
naive  to  think  that  cost-cutting  and 
n  downsizing  are  not  necessary  when 
>mpany  is  struggling.  I  had  to  do  that 
self  when  we  turned  Chrysler  around 
he  early  Eighties.  But  let's  be  real.  The 
blem  that  is  crippling  our  big  manu- 
turing  companies  like  Chrysler  is  not 
fficiency.  If  s  legacy  costs.  Chrysler's 
Jth-care  and  pension  burden  amounts 
ibout  $1,500  per  car. 
^  lot  of  people  were  surprised  when 
ited  Auto  Workers  President  Ron 
telfinger  endorsed  the  deal.  With  new 
itract  negotiations  set  to  begin  this 


summer,  many  workers  fear 
they'll  be  forced  to  make  huge 
concessions.  But  that  fear  ex- 
isted before  the  sale.  If  Cer- 
berus is  serious  about  reviv- 
ing Chrysler,  it  will  have  to 
take  care  of  the  employees  who 
build  the  cars  and  the  dealers 
who  sell  and  service  them. 

In  the  end,  it  will  all  come 
down  to  leadership.  This  is  the 
first  time  in  history  that  a  com-  ^^^™ 
pany  outside  the  auto  industry 
will  own  a  major  automaker.  But  in  my 
opinion,  the  best  leadership  is  still  on 
the  inside  at  Chrysler.  Cerberus  should 
give  CEO  Tom  LaSorda  the  independence 
and  flexibility  he  needs  to  show  his  stuff. 
He  didn't  have  that  with  Daimler,  so  the 
new  arrangement  offers  an  opportunity 
for  him.  LaSorda  is  a  smart  guy,  and  the 
workers  respect  him.  As  a  former  fac- 
tory boss  and  the  son  and  grandson 
of  labor  leaders,  LaSorda  understands 
the  nuts  and  bolts  of  the  car  business. 


No  doubt 

about  it: 

Daimler 

screwed 

Chrysler 

royally 


His  strengths  combined  with 
Cerberus'  capital  could  be  the 
formula  for  success. 

In  my  new  book,  Where  Have 
All  the  Leaders  Gone?  (Scrib- 
ner),  I  talk  about  the  shared 
sacrifice  and  commitment  we 
had  when  we  revived  Chrysler 
in  the  early  Eighties.  That' s  got 
to  happen  now. 

But  turning  Chrysler  and 
the  rest  of  the  auto  industry 
around  requires  more  than  one 
company  getting  it  right.  Leadership  in 
the  car  industry  means  knowing  where 
corporate  policy  ends  and  public  policy 
begins.  You  see,  companies  are  not  sepa- 
rate entities  from  government.  Everyone 
has  a  part  to  play  in  the  recovery  of  our 
manufacturing  sector.  Leaders  in  busi- 
ness, labor,  and  government  must  make 
a  joint  commitment  to  resurrect  our  great 
industries.  Wouldn't  it  be  something  if 
we  could  say  that  the  best  days  of  the  U.S. 
auto  industry  were  still  ahead  of  us?  ■ 
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PUMPING  CASH, 
NOT  OIL 

Exxon's  risk-averse  stock-buyback 
strategy  is  the  new  profit  model 


BY  CHRISTOPHER  PALMERI 

WITH  GAS  PRICES 
hitting  record 
highs,  Exxon  Mo- 
bil Corp.  ought 
to  be  drilling  like 
mad  and  refining 
more  of  that  black 
gold,  right?  As  it  turns  out,  the  world's 
largest  oil  producer  thinks  it  is  smarter 
to  use  more  of  its  resources  to  buy  back 
stock.  The  indirect  result:  increased  pain 
at  the  pump  for  consumers. 

If  s  Big  Oil's  new  formula  for  making 
money.  Last  year,  Exxon  pumped  out  $49 
billion  in  operating  cash  flow  on  sales  of 
$365  billion.  If  s  the  world's  most  profit- 
able company,  but  Exxon  is  plowing  a 
smaller  percentage  of  its  spare  cash  back 
into  the  business.  Although  capital  expen- 
ditures have  risen  from  $11  billion  at  the 
start  of  the  decade  to  nearly  $20  billion, 
that  spending  amounts  to  roughly  40% 
of  cash  flow,  down  from  50%  in  2000. 
Meanwhile,  overall  production  has  barely 
budged  since  its  megamerger  in  1999. 

Instead,  Exxon  is  bingeing  on  buybacks 
to  help  boost  profits,  which  also  benefit 
from  higher  commodity  prices.  Repur- 
chases have  been  part  of  Exxon's  strategy 
for  decades,  but  they've  exploded  in  recent 
years.  Exxon  spent  60%,  or  $29  billion, 
of  its  cash  flow  on  repur- 
chases in  2006,  more  than 
any  other  company  in  the 
Standard  &  Poofs  500-stock 
index  and  a  tenfold  increase 
since  2000.  The  company 
has  retired  16%  of  shares  in 
the  past  five  years,  adding  an 
estimated  88(|:  to  earnings  of 
$6.68  per  share.  With  Exx 
on's  stock 

the  market  and  peers 
a  15%  annual  return  over 


Shareholder 
return  has 
gone  up— 
with  little 
increase  in 
SrfS  production 


the  past  decade,  others  in  the 
oil  patch  are  catching  on  to 
the  strategy.  "They  don't  need 
to  grow  production  in  order 
to  generate  shareholder  re- 
turns," says  energy  consul- 
tant Richard  Gordon. 

Exxon  takes  pride  in  its 
fiscal  restraint.  At  a  three- 
hour-long  meeting  with  Wall 
Street  analysts  in  March,  top 
brass  used  the  word  "dis- 
cipline" no  fewer  than  29 
times.  In  Exxon  parlance, 
that  refers  to  a  sharp  fo- 
cus on  returns.  It  means  not 
chasing  marginally  profitable  oil  wells, 
not  pouring  money  into  costly  new  re- 
fineries, and  not  staffing  up  aggressively. 
Exxon  employs  82,000  people,  10,000 
fewer  than  in  2002.  "Our  business  mod- 
el," Chairman  and  CEO  Rex  W  Tillerson 
told  analysts,  "begins  with  discipline." 

GETTING  BURNED 

THAT  MANTRA  traces  back  to  the  early 
1980s.  Like  many  oil  producers,  Exxon 
tried  to  diversify  during  the  1970s  boom, 
pouring  billions  into  unsuccessful  forays 
such  as  an  attempt  to  produce  oil  from 
shale  deposits  in  Colorado  and  the  acquisi- 
tion of  Reliance  Electric,  an  electric  motor 
manufacturer.  "We  had  huge 
cash  flow  and  not  many  good 
investments  to  put  it  into," 
then-CEO  Clifford  C.  Garvin 
Jr.  said  at  the  time,  accord- 
ing to  The  Prize,  Daniel  H. 
Yergin's  Pulitzer-winning 
book  about  the  industry. 

If  anything,  ifs  even 
more  challenging  for  Exxon 
to  find  opportunities  today. 
For  one,  there  are  issues 
with  access  to  oil  fields.  In 
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April,  Venezuela  President  Hugo  Chave 
nationalized  a  number  of  large  oil  field 
in  that  country,  including  Exxon's.  Exxoi 
also  must  compete  for  hot  prospects  wit} 
government-sponsored  oil  companie 
that  don't  have  to  worry  about  pleasin: 
Wall  Street.  Plus,  the  really  juicy  fields  ar 
located  thousands  of  feet  underwater  oi 
the  coast  of  Africa  or  in  remote  parts  c 
the  former  Soviet  Union,  locales  that  re 
quire  years  of  spadework  to  start  produc 
ing.  "An  investment  of  any  consequenc 
takes  a  minimum  of  six  years,"  says  Ken 
neth  P.  Cohen,  Exxon's  vice-president  fo 
public  affairs. 

But  sometimes  ifs  important  to  take 
little  risk  Despite  the  failed  ventures  duitj 
ing  the  1970s,  that  boom  period  also  pro 
duced  world-class  fields  in  the  North  Se 
and  Alaska's  Prudhoe  Bay  that  appeared 
speculative  at  the  time  but  are  now  critics i 
sources  of  supply.  Exxon  seems  to  be  shyin) 
away  from  such  risks  today.  Citing  highei 
than-anticipated  costs,  it  backed  out  of ; 
project  in  February  that  would  have  con  » 
verted  natural  gas  in  Qatar  into  diesel  fue 
for  export.  Similarly,  Alaskan  politician  ik, 
have  been  begging  oil  companies  to  buil< 
a  new  pipeline  to  carry  natural  gas  to  thii)  8 
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PERCENT  OF  OPERATING  CASH  FLOW 


BINGEING 

DN  BUYBACKS 

Exxon  is  using,  more 
)f  its  cash  flow  to 
Duy  back  its  stock 
as  it  invests  a  smaller 
Dercentage  of  that 
noney  in  the 
)usiness 
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'•  continental  states.  Exxon  says  it  would 
jsue  the  project  only  if  the  tax  situation 

the  state  is  favorable.  CEO  Tillerson 
s  also  indicated  publicly  that  he  won't 
ild  a  new  refinery  in  the  U.S.,  pointing 
internal  research  that  domestic  gasoline 
nsumption  will  plateau  in  coming  years 
ethanol  and  energy-efficiency  measures 
mp  demand.  Indeed,  there's  plenty  of 
rislation  in  Congress  right  now  aimed  at 
rbing  consumers'  appetite  for  gasoline. 

Exxon  is  partnering  with  two  compa- 
ss, one  Chinese  and  one  Saudi  Arabian, 


to  build  a  $3.5  billion  refinery  in  China, 
where  demand  seems  more  assured. 

Currendy,  Exxon  pumps  out  4.4  million 
barrels  of  oil  and  natural  gas  a  day.  rough- 
ly the  same  as  its  output  seven  years  ago. 
The  company's  production  of  gasoline,  jet 
fuel,  and  other  refined  products  is  57  mil- 
lion barrels  a  day,  modesdy  higher  than 
2000.  Exxon  says  it  has  added  130,000 
barrels  of  capacity  but  also  divested  plants 
to  improve  profitability. 

Exxon  isn't  the  only  big  company  facing 
essentially  flat  output.  Oil  and  gas  vol- 


TEXAS  TEA  CEO  umes  slid  1%  last  year 
Tillerson  has  at  Royal  Dutch  Shell 

said  no  to  new         plc.  After  adjusting 

S.  refineries  for  recent  acquisi- 
^^^m  tions,  they  were  flat 

at  BP,  Chevron,  and 
ConocoPhillips.  "Companies  say,  There  are 
fewer  places  we  can  find  big  oil,'  and  there's 
some  truth  to  that,"  says  Amy  Myers  Jaffe, 
who  heads  the  Baker  Institute  Energy  Fo- 
rum at  Rice  University  in  Houston.  "Wall 
Street  has  to  ask  itself  whether  it  made 
sense  to  create  these  big  oil  companies 
when  some  smaller,  nimbler  players  are 
doing  better  [at  finding  opportunities]." 

Although  Exxon  has  said  it  will  increase 
oil  and  gas  production  from  4.4  million 
barrels  to  just  under  5  million  barrels  by 
2010,  it  has  a  poor  record,  like  other  oil 
majors,  of  generating  such  growth.  If  s  also 
unclear  whether  it  really  makes  sense  from 
a  profit  standpoint.  After  all,  Exxon  has 
proved  that  buybacks  enhance  earnings 
nicely.  And  management  doesn't  seem  to 
be  easing  up.  In  the  first  quarter,  Exxon 
repurchased  $7.8  billion  worth  of  stock 

'RELIEF  VALVE' 

EXXON  IS  NOT  ALONE.  Chevron,  which 
also  says  it  plans  to  increase  production, 
bought  back  some  $4.5  billion  of  its  stock  in 
2006,  vs.  $2.6  billion  the  prior  year.  Overall, 
the  industry  spent  $52.4  billion  on  buy- 
backs last  year,  nearly  double  the  amount  in 
2005.  "Exxon  has  established  the  path  most 
companies  are  following,"  says  Arthur  L. 
Smith,  chairman  of  industry  researcher 
John  S.  Herold  Inc.  "The  profound  fear  is 
that  prices  are  going  to  fall  again,  and  the 
relief  valve  is  stock  buyback" 

But  as  gas  soars  past  $3.10,  politicians 
and  others  are  increasingly  scrutinizing 
the  way  Big  Oil  does  business.  On  May  9 
a  handful  of  lawmakers  held  court  at  an 
Exxon  station  near  the  Capitol  to  offer 
their  prescription  for  lower  prices.  Senator 
Maria  Cantwell  (D-Wash.)  is  promoting  an 
"anti-gouging"  bill  aimed  at  oil  compa- 
nies. Senator  Bernie  Sanders  (I-Vt.)  wants 
a  windfall  tax  on  outsize  profits  such  as 
Exxon's  and  hopes  to  break  up  the  massive 
oil  companies  formed  through  mergers, 
which  he  says  have  curbed  competition. 

Still,  even  Sanders  concedes  that  his 
proposals  are  a  long  shot.  "Economists  tell 
us  high  prices  should  send  the  signal  for 
Exxon  to  invest  [in  growing  production]," 
says  Tyson  Slocum,  director  of  the  energy 
program  at  the  consumer  group  Public 
Citizen.  "But  that's  not  happening.  They're 
transferring  that  money  from  the  wallets  of 
consumers  to  shareholders."  ■ 

-With  Earnonjavers 
in  Washington,  D.C. 
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INVESTIGATIONS 


THE  CRACKDOWN  ON 
STOCK-LOAN  SCHEMES 

Acriminal  probe  byaU.S.  Attorney  may 
reveal  some  of  the  mysteries  of  short  sellers 


BY  MATTHEW  GOLDSTEIN 

IT  MAY  NOT  HAVE  THE  CACHET 
of  mergers  and  acquisitions  or 
leveraged  buyouts,  but  the  little- 
known  business  of  securities  lend- 
ing is  one  of  Wall  Street' s  most  lu- 
crative. Investment  banks  rake  in 
roughly  $10  billion  a  year  on  the 
fees  they  collect  for  lending  stocks  and 
bonds  to  so-called  short  sellers— intensely 
secretive  hedge  funds  and  other  profes- 
sional traders  who  bet  on  falling  prices. 

Now  a  long-running  criminal  investi- 
gation may  reveal  some  of  what  actually 
goes  on  among  the  traders,  Wall  Street  in- 
vestment firms,  and  independent  inter- 
mediaries who  help  make  the  mysterious 
deals  happen.  BusinessWeek  has  learned 
that  federal  prosecutors  in  Brooklyn,  N.Y., 
may  be  close  to  i  harging  a  number  of  cur- 
rent and  former  employees  of  several  Wall 
Street  firms  with  taking  part  in  a  complex 
kickback  scheme  that  may  have  collectively 
cost  the  financial  houses  and  short  sellers 
millions  of  dollars  in  higher  and  unneces- 
sary fees.  Already,  at  least  three  people  have 
taken  pleas  in  exchange  for  cooperating 
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with  prosecutors,  according  to  some  people 
close  to  the  nearly  18-month-long  probe. 
Drawing  the  most  scrutiny  from  investiga- 
tors are  current  and  former  employees  at 
the  stock  loan  desks  of  Bear  Stearns  and 
Morgan  Stanley,  say  sources  close  to  the  in- 
vestigation. Former  and  current  employees 
of  Goldman  Sachs,  Janney  Montgomery 
Scott,  Merrill  Lynch,  and  Nomura  Securi- 
ties are  also  being  investigated.  Officials  at 
all  of  the  financial  firms  and  a  spokesman 
for  Roslynn  R.  Mauskopf,  U.S.  Attorney  for 
the  Eastern  District  of  New  York,  declined 
to  comment. 

Sources  say  authorities 
from  the  U.S.  Attorney's 
office  are  looking  into  al- 
legations that  some  em- 
ployees on  the  stock  loan 
desks  received  kickbacks 
or  other  improper  cash 
payments  from  so-called 
stock-loan  finders,  inde- 
pendent middlemen  who 
sometimes  track  down 
shares  for  Wall  Street 
firms  to  lend  to  investors. 


It  is  anticipated  that  the  prosecutors  w 
likely  claim  that  some  employees  on  tl 
stock  loan  desk  unnecessarily  refern 
work  to  the  finders,  who  did  little  to  justi 
their  fees  and  only  added  to  the  cost  of  £ 
ranging  a  stock  loan. 

A  WORD  OF  WARNING 

IN  A  CLASSIC  SHORT  SALE,  a  trader  be 
rows  shares  from  an  investment  firm  ai 
sells  them.  If  the  stock  falls  as  expecte 
the  short  seller  can  pay  back  the  loan  ai 
make  a  profit  by  repurchasing  the  shares 
a  lower  price.  When  the  investment  firr 
don't  have  enough  shares  on  hand  in  th< 
inventory,  they  sometimes  seek  out  indM 
pendent  finders,  who  work  the  phones,  ca 
ing  friends,  relatives,  and  buddies  at  oth 
stock  loan  desks  to  make  up  the  differenc 
This  chummy  relationship  between  fin 
ers  and  stock  loan  employees,  say  peop 
familiar  with  the  investigation,  is  what  fit 
piqued  the  interest  of  prosecutors,  who  m 
worry  that  the  finders  aren't  providing 
legitimate  service. 

This  isn't  the  first  time  that  the  bu; 
ness  has  come  under  fire.  Two  years  aj 
the  New  York  Stock  Exchange  issued  ; 
advisory  opinion,  cautioning  Wall  Stre  jo  s 
firms  about  continuing  to  do  busineiuii 
with  finders,  saying:  "We  have  seen  onip 
limited  instances  where  a  finder  is  actu;  nc. 
ly  providing  services  that  an  effective  [i<ii 
house]  stock  loan  department  could  n 
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provide."  The  NYSE  then  began  craci 
ing  down  on  abuses,  fining  two  firr  is 
with  paying  "unjustified"  and  "shan  )n 
finders'  fees  to  arrange  stock  loans.  B 
regulators  at  the  NYSE,  along  with  tj:ie 
Securities  &  Exchange  Commission,  p  ah 
much  of  their  investigation  on  hold 
the  criminal  inquiry  into  the  alleg 
kickback  scheme  began  heating  up. 

Michael  F.  Bachner,  a  New  York  crii  jk 
inal  defense  attorney  who  represer 
two  individuals  involved  in  the  curre 
investigation,  says  he's  still  hoping  pre  ten 
ecutors  will  determine  that  what  they' i  j 
found  amounts  to  nothing  more  thi  ■  2% 
regulatory  infractions.  John  A.  Tabac 
Jr.,  chief  executive  officer  of  Locatestoc 
com,  a  company  who 
software  program  hel  leek 
brokers  and  hedge  fun  |  Hi 
track   down    shares 
hard-to-borrow     stoc  |ale 
that  traders  are  intere: 
ed  in  shorting,  says  th 
until  recently  securitiife 
lending    was    "loose  fh 
regulated."  He  says 
fears   prosecutors   "a  p 
going  too  far  in  purst 
of  criminal  charges."  hied 
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EVEN  YAHOO! 
SETS  THE  BLUES 

]EO  Semel's  next  turnaround  task:  Boost 
aorale  and  keep  employees  from  leaving 


Y  ROBERT  D.  HOF 

IT  WAS  A  BIT  OF  GOOD  NEWS  THAT 
Yahoo  Chief  Executive  Terry  Semel 
really  needed:  Following  a  lengthy 
search,  the  Internet  company  on 
May  15  hired  a  new  chief  financial 
officer  to  succeed  Susan  Decker, 
now  head  of  Yahoo's  key  advertis- 
g  group.  But  the  appointment  of  Blake 
rgensen,  co-founder  of  investment 
ink  Thomas  Weisel  Partners  Group 
tc,  also  fueled  renewed  speculation  that 
ihoo!  Inc.  might  be  seeking 
shed  assets  or  even  get  ac- 
lired  as  it  struggles  to  catch 
d  with  runaway  rival  Google 
ic.  Yahoo's  stock  fell  1.7%  on 
1  up  day  for  the  market. 
The  reaction  was  emblem- 
ic  of  the  pall  over  Yahoo  that 
5  leaders  seem  unable  to  lift, 
n  May  4,  reports  that  Mi- 
osoft  might  buy  Yahoo  sent 
le  latter's  stock  soaring— and 
moo  resumes  flying  to  com- 
mies such  as  Google  and 
pple— before  it  turned  out  the 
jyout  talks  were  long  cold, 
hat  followed  a  disappointing 
%  drop  in  first-quarter  earn- 
igs  on  Apr.  17,  with  revenue 
:owth  of  7%  badly  trailing  Google's 
3%  sales  jump.  Yahoo's  stock  plunged 
!%  the  next  day,  prompting  speculation 
lat  Semel  was  vulnerable. 
Now,  as  a  steady  stream  of  Yahoos,  from 
ce-presidents  to  engineers,  continues  to 
.•ek  greener  stock  options  at  Google  and 
inumerable  Web  startups,  people  close 
i  the  company  worry  that  a  crisis  of  mo- 
de could  cripple  its  efforts  to  turn  itself 
round.  "Morale  is  really  down,"  says 
ne  active  recruiter,  who's  talking  to  a  "C- 
vel"  Yahoo  exec  about  jobs  elsewhere, 
ne  vice-president  who  left  last  year  had 
»  stop  using  Yahoo's  instant-messaging 
;rvice  for  six  months  after  being  inun- 
ated  with  e-mails  from  former  colleagues 
Peking  a  job  or  career  advice. 


The  biggest  concern,  according  to  some 
former  Yahoos:  The  departed  now  in- 
clude more  people  who  have  been  with 
the  company  for  six  or  more  years  of  its 
13-year  existence— not  the  very  top  execs, 
but  the  seasoned  middle  managers  Yahoo 
needs  to  carry  out  its  ambitious  turn- 
around plans.  "The  last  wave  is  folks  who 
have  been  there  a  long  time,"  says  for- 
mer Yahoo  Vice-President  Teresa  Phillips, 
co-founder  and  CEO  of  stealth  startup 
Graspr,  who  left  last  year  on  good  terms. 


it  says  "regrettable  attrition"— people  it 
didn't  want  to  lose— is  down. 

The  company  also  points  to  progress 
since  a  reorganization  last  December.  It 
got  its  long-delayed  new  search-ad  ser- 
vice, Panama,  out  the  door  in  February  to 
generally  positive  reviews,  though  it  has 
yet  to  boost  the  bottom  line.  Yahoo  inked 
ad  deals  with  Comcast  and  Viacom,  and 
on  Apr.  30  snapped  up  the  rest  of  online 
ad  exchange  Right  Media  for  $680  mil- 
lion. At  the  same  time  it  has  cut  redun- 
dant operations,  for  instance  axing  Yahoo 
Photos  in  favor  of  its  photo-sharing  site, 
Flickr.  So  in  some  Yahoo  quarters,  at  least, 
things  are  improving,  helping  revive  the 
morale  of  the  people  involved. 

The  question  in  the  minds  of  many 
people  close  to  the  company  is  whether 
all  this  is  too  little,  too  late.  The  key  prob- 
lem, according  to  many  former  Yahoos, 
is  an  organizational  structure  that  still 
requires  multiple  division  heads  to  sign 
off  on  big  projects,  sometimes  delaying 
them  for  months.  The  result,  they  say: 
While  Yahoo  has  managed  to  produce 
some  successful  new  services,  such  as 


SOUL- 
SEARCHING 

Three  signs  of 
Yahool's  malaise: 


Veterans  are 
bailing,  taking  with  them 
institutional  knowledge. 


A  legacy  of 
bureaucracy  still  delays 
product  launches. 


Dispirited 
troops  want  more 
passion  from  Semel. 


"Now  it's  the  people  who  have  the  institu- 
tional knowledge  who  are  leaving."  Some 
recent  departees  worry  that  if  the  com- 
pany can't  soon  create  more  excitement 
around  its  products— and  its  stock— the 
steady  trickle  of  attrition  could  become  a 
flood  and  include  senior  executives. 

Yahoo  says  that  if  s  not  having  more 
trouble  with  hiring  or  attrition  and  that 
some  of  the  departures  are  a  natural 
result  of  the  restructuring.  "You  want 
to  mix  things  up,  you  want  to  reshuffle 
the  deck  a  bit,"  says  Jeff  Weiner,  execu- 
tive vice-president  of  Yahoo's  Network 
Div.,  which  includes  media,  search,  and 
other  services.  Nonetheless,  Yahoo  says 
headcount  grew  by  16%  in  the  past  year, 
and  90%  of  job  offers  are  accepted.  And 


Yahoo!  Answers,  it    SEMEL  He 
doesn't  boast  world-    rescued  Ya  hoo 
beating       services    In  2001.  Can 
such    as    MySpace    hedortagain? 
and  Facebook. 

Now  people  in- 
side and  outside  Yahoo  again  are  asking 
a  question  that  has  come  up  over  and 
over  in  the  past  year:  Can  Semel,  who 
saved  Yahoo  from  dot-com  oblivion  after 
he  arrived  in  2001,  do  it  again?  "I  think 
Terry  is  an  asset,"  says  a  former  Yahoo 
who  notes  that  the  company  needs  a 
seasoned  media  exec  in  charge.  "The 
question  is:  Is  he  the  right  guy  to  rally  the 
people?"  Clearly,  many  of  Yahoo's  11,700 
employees  think  so.  Problem  is,  many 
others  keep  voting  with  their  feet.  ■ 
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MARKETING 

HONING 
THE  RAZR 
EDGE 

Motorola  stops 
trying  to  reinvent 
the  wheel 

BY  ROGER  O.  CROCKETT 

OTOROLA'S  UNVEIL- 
ing  of  a  portfolio  of 
new  phones  on  May 
15  was  the  usual 
hypefest.  In  a  loft- 
like dance  studio  in 
New  York's  Chelsea 
neighborhood,  Chief  Executive  Edward  J. 
Zander,  bathed  in  a  red  and  purple  glow, 
stood  between  two  large  video  screens 
beaming  images  of  the  new  handsets. 
The  usual  celebrity  endorsers  were  on 
video,  in  this  case  Fergie  of  the  Black 
Eyed  Peas  and  soccer  heartthrob  Da- 
vid Beckham.  Zander  uttered  the  typical 
platitudes:  We  want  to  put  the  "wow" 
back  into  the  products. 

Same  old,  same  old.  But 
behind   the   scenes,   Mo- 
torola has  embarked  on  a 
very    different    marketing 
strategy  from  its  previous  ef- 
fort. Its  architect  is  a  former 
Heinz  and  Proctor  &  Gamble 
veteran   named   Kenneth   C. 
"Casey"  Keller  Jr.,  who  joined 
Motorola  last  year  as  the  chief 
marketing     officer. 
Keller  believes  that    MotoRazr2 
Motorola  failed  in 
its  previous  efforts  to  capitalize  on 
the  red-hot  Razr,  and  he  intends  to 
change  that,  with  an  all-out  brand- 
ing campaign. 

One  of  the  first  things  Keller  told     ^ 
Zander  was  that  he  should  move  be- 
yond the  obsession  with  catchy  four-let- 
ter, vowel-skipping  names:  the  Slvr,  Pebl, 
Krzr,  and  so  on.  The  notion  had  been 
to  echo  the  Razr  name,  but  the  other 
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phones  hadn't  come  close  to  matching 
the  Razr's  success.  Keller  knew  from  his 
years  at  P&G  and  Heinz  that  more  often 
than  not  there's  no  reason  to  reinvent  the 
wheel.  This,  after  all,  is  the  man  who  won 
a  Grand  Marketer  of  the  Year  Award  from 
Brandweek  Magazine  for  tweaking  Heinz 
Ketchup  for  kids  by  making  it  green  and 
putting  it  in  a  squeezable  bottle.  Keller's 
instincts  were  telling  him  to  build  a  sub- 
brand  around  the  Razr  name. 

Yes,  the  phone  was  by  then  selling  at 
a  deep  discount.  But  Motorola  expected 
before  long  to  move  100  million  of  the 
phones,  and  Zander  felt  Keller  could 
give  the  Razr  name  iPod-like  resonance. 
Surveys  bore  him  out.  One  found  that 
59%  of  Razr  users  were  "highly  like- 
ly" to  buy  another  one  (even  though 
the  original  phone  was  hard  to  use). 
Another  found  that  phone  users 
were  willing  to  pay  twice  as  much 
for  a  new  Razr  as  they  would  for  a 
similar  Nokia  or  Samsung. 

So  the  Razr2  was  born— and 
Motorola  wisely  packed  it  with 
the  latest  technology  and  built 
it  even  sleeker  than  the  origi- 
nal. "If  we  have  to  create  a 
new  identity  every  time  we 
launch  a  new  phone  it's 
hard,"  Keller  explains.  "It 
becomes  a  more  rational 
purchase  for  the  con- 
sumer if  we  say  'here's 
how    we're    making 
what  you  love  even 


better.'"  Beckham,  considered  in  mait 
quarters  an  arbiter  of  high  style,  will  be  hi 
Razr  spokesman. 


Ito 


m 
SB 
iris 


BUILDING  STREET  CRED 

A  RISKIER  BET  IS  Motorola's  decisk 
to  build  a  second  sub-brand  around  til  ft 
latest  iteration  of  the  Rokr  music  phon  ( luis 
Risky  because  unlike  the  Razr,  the  Ro 
was  a  major  disappointment.  Develop<  itk 
with  Apple  Inc.,  it  failed  to  catch  on  b  m 
cause  it  held  only  100  songs.  Encourage 
that  the  new  phone  would  be  a  serioi  |kj 
music  player— it  stores  10  times  as  mai 
songs  and  has  better  fidelity— Keller  ar  i 
team  decided  to  push  its  capabiliti 
hard.  To  build  street  cred  for  the  phon 
Keller's  team  hired  Fergie  to  appear 
Rokr  ads.  And  they  developed  a  new  \o\ 
with  a  funky  urban  look  that  they  ho] 
telegraphs  energy,  movement,  mobility  |  am 

In  what  amounts  to  a  real  departu    fi 
for  Motorola,  Keller  hopes  to  build 
branded  ecosystem  of  accessories  arour  | 
the  phones.  He  won't  say  much  abo 
this  but  the  new  Rokr  provides  a  clue.  ^ 
will  be  packaged  with  new  wireless  Blu 
tooth  stereo  headsets,  dubbed  Rokr  S9. 

If  much  of  this  sounds  like  Marketii  L 
101,  you're  right.  But,  remember,  this  i  ^ 
a  company  where  the  branding  peop  j  jf 
long  deferred  to  the  engineers.  Kellei  |  ^ 
predecessor,  the  late  Geoffrey  Frost,  ga1 1  ^ 
Motorola's  marketers  a  voice.  Now  Kell  i  j  m 
must  keep  the  momentum  going.  As  h :  ^ 
boss,  Zander,  says:  "We're  a  consum 
company.  We  needed  to  step  up." 
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[OLLYWOOD  KNIGHTS 

OUGHTA  BE 
N  PICTURES 

imelling  opportunity,  heavy  hitters  are 
uddenly  cranking  up  new  studios 


V  RONALD  GROVER 

DON'T  EXPECT  JOHN 
Malone  to  show  up  any- 
time soon  glad-handing 
Brad  and  Angelina  on  the 
red  carpet.  The  billionaire 
dealmaker,  whose  Liberty 
Media  Corp.  owns  pieces 
'lots  of  media  companies,  has  famously 
ayed  away  from  the  all-too-risky  movie 
isiness— once  guffawing  that  "if  I  ^^ 
anted  to  lose  money,  I'd  go  to  the 
ack."  But  last  year,  Malone  decid- 
l  to  make  a  good-size  wager  on  the 
ng-shot  art  of  filmmaking,  bank- 
illing  former  MGM  Co-Chairman 
hris  McGurk's  Overture  Films, 
rle  got  the  business  plan  immedi- 
ely,"  says  McGurk.  "He  could  see 
ie  upside." 

Most  folks  don't  use  "upside" 
id  "Hollywood"  in  the  same 
intence.  But  in  a  sudden  explo- 
on  of  movie  lust,  new  studios 
:em  to  be  popping  up  faster  than 
iris  Hilton's  driving  violations, 
esides  Malone's  venture,  CBS 
orp.,  under  CEO  Leslie  Moonves, 
bankrolling  another.  And  former 
iramount  Vice-Chairman  Robert 
.  Friedman  has  raised  $1  billion 
om  investors,  including  Merrill 
ynch,  to  launch  Summit  Enter- 
tinment,  which  will  produce, 
larket,  and  distribute  flicks. 
Why  are  sane  folks  plunking 
awn  big  money  to  make  movies 
ist  as  major  studios  are  cutting 
ick  production  and  farming  out 
skier  projects  to  private  equity 
ins?  In  a  word:  distribution.  As 
te  world  quickly  goes  digital  with 
)  many  new  ways  to  deliver  en- 
rtainment  directly  to  consumers, 
[alone  and  Moonves  see  movie- 
taking  as  a  huge  opportunity  to 


feed  a  fast-growing  electronic  maw  of 
downloads  and  video-on-demand.  What's 
more,  when  they  look  out  at  the  bloated 
infrastructures  of  the  established  studios, 
these  new  entrants  figure  getting  into  the 
game  now  makes  perfect  sense,  especially 
with  leaner  operations  that  get  a 
boost  from  new  technologies. 

Even  better  for  Malone  and 
Moonves  is  that  by  having  their 


own  movies,  they  won't  be  as  beholden  to 
the  studios  for  the  films  they  put  on  their 
pay-TV  oudets.  Liberty's  Starz  channel 
and  CBS's  Showtime  Networks  shell  out 
hundreds  of  millions  of  dollars  a  year  to 
the  studios  in  licensing  fees.  But  with  fans 
able  to  get  DVDs  quickly  through  services 
like  Netflix  and  use  TiVos  to  record  mov- 
ies, premium  channels  are  balking  at  the 
agreements  established  years  ago  when 
there  was  less  competition.  "It's  supply 
and  demand,"  says  Hollywood  invest- 
ment banker  Stephen  Prough  of  Salem 
Partners.  "If  the  channels  can  fill  the  slots 
with  their  own  content,  they  don't  need 
the  studios  as  badly." 

Just  the  same,  making  your  own  films 
is  not  for  the  fainthearted.  To  mini- 
mize risk,  Overture's  McGurk  intends 
to  make  10  to  12  films  a  year  that  cost 
no  more  than  $30  million  each.  Budgets 
at  CBS  and  Friedman's  Summit  would 
start  at  about  $10  million  per  film  but 
could  rise  to  nearly  $50  million.  (The 
average  Hollywood  film 
costs  $65  million.) 

Using  his  longtime 
connections,  McGurk 
is  hiring  top-notch  pro- 
ducers to  lure  projects 
to  his  studio,  including 
Ferris  Wheel,  a  film  about 
a  mother  abandoning 
her  daughter  that  stars 
Charlize  Theron  and  hits 
theaters  later  this  year. 
Moonves  is  still  looking 
for  an  executive  to  run 
his  film  operation  but  will 
likely  lean  on  top  Show- 
time executives,  such  as 
Robert  Greenblatt,  who 
have  helped  develop  hot 
shows  like  Weeds.  The 
movies  may  or  may  not  work,  but  the  new 
studios  still  can  make  money  by  putting 
them  on  their  own  platforms.  Malone's 
Starz  already  owns  a  DVD  distributor  and 
an  online  service,  while  Moonves  can  ship 
movies  to  CBS. 

Feature  films  may  not  be  all  these  new 
movie  moguls  are  cooking  up.  Malone,  the 
onetime  cable  tycoon  who  hates  conven- 
tion, might  one  day  use  his  Starz  channel 
to  premiere  movies— at  $40  a  pop,  per- 
haps—on the  same  day  they  open  at  your 
local  movie  house.  Theater  owners  would 
rebel.  So  would  studio  execs,  fretting  over 
the  impact  on  DVD  sales.  Starz  CEO  Rob- 
ert Clasen  says  that's  not  on  the  early 
agenda,  but  who  knows?  In  shaking  up 
Hollywood  with  so-called  day-and-date 
releases,  Malone  may  find  a  piece  of  the 
movie  industry  he  really  can  love.  ■ 
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Malone 
(above)  is 
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WORKPLACE 


JAPAN'S  LOST 
GENERATION 

Japan  Inc.  is  back,  but  millions  of 
young  workers  have  been  left  behind 


BY  IAN  ROWLEY  AND  KENJI  HALL 

Y  JUST  ABOUT  ANY  MEA- 
sure,  Japan  is  back.  The 
economy  is  growing  at 
2%  a  year,  company  prof- 
its are  soaring,  and  land 
prices  are  rising.  Unem- 
ployment, meanwhile,  is 
down  to  4%  as  Japan  Inc.  has  started 
hiring  again,  with  many  college  grads  re- 
ceiving multiple  job  offers.  Suddenly,  the 
future  looks  bright  for  a  new  generation 
ofjapanese. 

Try  telling  that  to  Sadaaki  Nehashi. 
The  31-year-old  contract  worker  at  de- 
livery company  Yamato  Transport  makes 
just  $1,100  a  month  sorting  packages— 
about  a  third  of  the  average  income  for 
full-time  employees  in  Japan.  That's  a 
step  up  from  when  he  landed  the  job 
six  years  ago,  though  not  enough  for 
Nehashi  to  afford  a  place  of  his  own, 
so  he  lives  at  his  parents'  modest  home 
in  central  Tokyo.  "I've  had  to  lower  my 
expectations  a  bit,"  says  Nehashi,  who 
graduated  from  university  with  a  degree 
in  marine  biology  in  2000.  "But  if  I  had 
waited  around  for  a  full-time  job,  I  might 
have  been  waiting  forever." 


If  a  rising  tide  lifts  all  boats,  then  why 
are  millions  of  Japanese  like  Nehashi 
treading  water?  There's  an  entire 
generation  of  people  in  their  late  20s 
and  early  30s  who  came  of  age  during 
Japan's  so-called  lost  decade,  a  stretch 
of  economic  stagnation  that  started  to 
ease  in  2003.  Through  that  period,  with 
Japanese  companies  in  retrenchment 
mode,  young  people  faced  what  came 
to  be  known  as  a  "hiring  ice  age."  Many 
settled  for  odd  jobs  or  part-time  work  to 
make  ends  meet  but  hoped  eventually  to 
find  their  way  into  regular  employment 
with  the  stars  of  corporate  Japan.  Instead, 
they're  being  passed  over  in  favor  of 
new  graduates— a  serious  problem 
in  a  country  that  still  values  lifetime 
employment  and  frowns  on  midcareer 
job-hopping. 

This  group  is  called  the  "lost"  or 
"suffering"  generation.  Some  3-3  million 
Japanese  aged  25  to  34  work  as  temps  or 
contract  employees— up  from  1.5  million 
10  years  ago,  according  to  the  Ministry 
of  Internal  Affairs.  These  young  people 
have  earned  various  less-than-desirable 
classifications  in  hierarchy- conscious 
Japan.  They  might  be  keiyakushain,  or 


contract  workers,  typically  lower-p 
than  full-time  staff,  with  fewer  benel! 
and  minimal  job  security.  Or  they 
hakenshain  (people  employed  by  terify 
agencies);  freeters  (those  who  flit  frcr11 
one  menial  job  to  the  next);  or,  at  v 
bottom,  NEETS  (an  acronym  coined 
Britain  that  stands  for  not  employed, 
education,  or  in  training).  The  plight 
such  folks  was  the  subject  of  a  recet 
TV  drama  called  Haken  no  Hinkaku, 
Dignity  of  the  Agency  Worker,  the  saga  o 
twentysomething  temp  who  must  put  i 
with  the  snobbery  of  full-time  colleagu  e'e 
despite  her  long  list  of  qualifications.    ;iw< 

Tf 

SKILLS  SHORTAGE 

WITH  JAPAN'S  ECONOMY  on  the  mer 
you'd  expect  the  ranks  of  the  underei  a"! 
ployed  to  shrink  fast.  But  the  number 
agency  and  contract  workers  continu 
to  swell.  To  spur  employment  durii 
the  lean  years,  Tokyo  made  it  easier  i> 
companies  to  add  temporary  employe( 
Now,  even  with  fat  times  back,  big  ei :  I 
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Parsing  the  New  Underclass 

Hierarchy-conscious  Japan  divides  under-  or  unemployed  people  into  various  subgroups 


HAKENSHAIN  Derived 
from  the  word  for  "send." 
People  employed  by  agencies 
and  dispatched  to  companies. 
Since  2002,  the;  number  has 
tripled  to  1.3  millio.'. 
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KEIYAKUSHAIN  Japan's  2.8 
million  contract  workers.  Their 
ranks  have  grown  by  20%-plus 
over  the  oast  five  years.  Like 
hakenshain ,  they  get  fewer 
benefits  than  full-timers. 


FREETERS  People  who 
flit  from  one  low-paying 
job  to  another.  Japan  has 
1.9  million  of  them,  but  the 
government  is  working  to 
pare  back  their  numbers. 


NEETS  An  acronym  that  stan 
for  "not  employed,  in 
education,  or  in  training."  Tok 
is  trying  to  bring  the  600,00C 
plus  NEETS  under  age  35  intc 
the  workforce. 


Data:  Ministry  ol  Internal  Affairs.  Ministry  of  Health,  Labor  &  Welfare  [Jap; 


oyers  are  reluctant  to  take  those  people 
1  permanently. 

In  their  defense,  Japanese  companies 
ly  people  from  the  lost  generation 
en't  equipped  to  move  into  the  middle 
ings  of  the  corporate  world.  "No  matter 
)w  much  companies  want  to  hire  from 
nong  this  pool,  many  in  their  early  30s 
st  don't  have  the  needed  skills,"  says 
)shihiro  Nagahama,  senior  economist 

Dai-Ichi  Life  Research  Institute, 
tnployers  also  fear  that  freeters  who 
ive  drifted  from  one  job  to  another  will 
:  less  loyal  than  ambitious  grads  hoping 
work  their  way  up  through  the  ranks. 
These  millions  of  young  people  face 
life  that's  vastly  different  from  that 

their  parents.  For  Japan's  postwar 
iby  boomers,  jobs  provided  certainty, 
miring  them  to  partner  and  procreate, 
iced  with  insecurity,  many  of  Japan's 
renty-  and  thirtysomethings  are  doing 
either.  The  number  of  marriages  fell 
714,000  in  2005  from  1  million-plus 

the  1970s.  That  could  exacerbate  a 
•op  in  Japan's  birthrate,  already  among 
e  lowest  in  the  developed  world.  "You 
>n't  get  maternity  pay,  and  you  have 
)  job  to  return  to— that  makes  it  hard," 
lys  Masako  Ikeda,  a  30-year-old  who 
orks  at  a  video  game  company  in  Tokyo 
it  is  employed  by  a  job  agency. 
The  suffering  generation  also  suffers 
om  more  mental  illness.  Workers  in 
eir  30s  accounted  for  61%  of  all  cases 
'  depression,  stress,  and  work-related 
ental  disabilities  last  year,  up  from 
1%  in  2002,  according  to  a  study  by 


the  Japan  Productivity 
Center  for  Socio-Economic 
Development.  "Because 
of  the  anxiety  stemming 
from  job  insecurity,  it  is 
quite  natural  that  these 
people  have  problems," 
says  Susumu  Oda,  the 
psychiatrist  in  charge  of 
the  survey. 

The  fate  of  the  likes  of 
Nehashi  and  Ikeda  worries 
Japan's  economists.  If 
members  of  the  lost 
generation  don't  land 
higher-paying,  salaried  jobs,  they  won't 
have  much  pocket  change  to  spend  or 
funds  to  sock  away  for  their  old  age. 
Credit  Suisse  Group  estimates  these 
people  could  saddle  Japan's  taxpayers 
with  $67  billion  a  year  in  retirement 
and  health-care  costs  if  their  number 
remains  at  current  levels  for  the  next 
three  decades. 

Tokyo  is  waking  up  to  the  problem. 
Last  year  it  set  targets  for  paring  the 
ranks  of  the  underemployed,  and  it  is 
offering  companies  $2,500  for  each  new 
hire  of  a  freeter  aged  25  to  34.  And  in 
September,  the  Health,  Labor  &  Welfare 
Ministry  unveiled  projects  to  help  NEETS 
join  the  workforce.  It  plans  to  double  the 
number  of  NEET  outreach  centers,  staffed 
by  psychologists  and  job  counselors,  to 
50  this  year  and  to  increase  training 
schools  to  40  from  the  current  25.  "The 
government  is  finally  realizing  that  it 
has  a  crisis  on  its  hands,"  says  Yosaku 


Employers 
fear  this 
group  will 
be  less  loyal 
than  grads 
working 
their  way  up 


Sato,  director  of  the  Bunka  Gakushu 
Cooperative  Network,  a  nonprofit  based 
on  the  outskirts  of  Tokyo  that  receives 
$200,000  a  year  in  public  funds  to  run 
training  and  placement  services  targeted 
at  young  people. 

Some  companies  are  pitching  in,  too. 
Toyota  Motor  Corp.,  which  has  tripled  the 
number  of  workers  it  employs  on  short- 
term  contracts  to  10,000  since  2001,  put 
943  into  permanent  positions  last  year 
and  plans  to  convert  1,200  more  by  next 
March.  Phone  company  Nippon  Telegraph 
&  Telephone  Corp.  and  Fast  Retailing  Co., 
owner  of  the  Uniqlo  clothing  chain,  have 
announced  similar  plans. 

RANKLED  RANKS 

MEANWHILE,  SOME  disgruntled  Japa- 
nese contract  workers  are  pressing  for 
change  the  old-fashioned  way.  Electron- 
ics giant  Canon  Inc.  is  in  the  spotlight 
after  Hideyuki  Ohno,  a  32-year-old  tem- 
porary worker  at  the  company's  Utsu- 
nomiya  factory,  near  Tokyo,  organized 
17  other  temps  into  a  union. 
His  beef:  After  seven  years 
on  the  job,  he's  still  em- 
ployed by  an  agency,  not 
Canon.  Ohno,  who  earns 
$2,200  a  month  polishing 
glass  lenses  for  steppers, 
the  complex  machines  used 
to  make  semiconductors, 
says  he  hasn't  had  a  raise 
in  five  years.  "I  heard  my 
salary  was  nearly  half  of  a 
regular  staffer  of  the  same 
age,  but  I  tried  not  to  care 
about  it  too  much,"  says  the 
father  of  two.  Then  Ohno 
read  in  a  newspaper  that  Canon  may 
have  violated  employment  law  in  not 
offering  him  a  permanent  position  after 
his  many  years  with  the  company.  That 
spurred  him  to  file  a  complaint  with  the 
Labor  Standards  Office. 

Despite  growing  profits,  Canon  still 
relies  heavily  on  outside  help.  In  2006,  it 
increased  its  ranks  of  contract  employees 
by  19%,  to  37,000;  permanent  staff 
rose  4%,  to  50,753.  Canon  declined  to 
comment  on  Ohno's  case  but  says  it  treats 
temporary  workers  fairly  and  follows  all 
labor  laws. 

Ohno  says  the  dispute  has  opened  a 
rift  between  temps  and  full-timers  at  the 
plant  where  he  works.  After  he  launched 
his  lawsuit,  tape  was  put  on  the  floor  to 
demarcate  the  line  between  permanent 
employees  and  temps.  "We  used  to  all 
work  together,"  says  Ohno.  "But  now 
they  don't  even  say,  'Good  morning.' "  ■ 
-With  Hiroko  Tashiro  in  Tokyo 
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RUNAWAY  BULLS 


CAN  CHINA  DEFUSE 
ITS  STOCK  MARKET? 

Index  futures  might  create  stability,  but 
Beijing  fears  they  could  prick  the  bubble 


BY  FREDERIK  BALFOUR 

HERE'S  A  SUREFIRE 
recipe  for  a  stock  bub- 
ble: Take  blistering  eco- 
nomic growth,  throw  in 
strong  corporate  earn- 
ings, add  artificially  low 
interest  rates,  and  stir 
in  a  dash  of  inflation.  Then  rule  out  any 
viable  investment  opportunities  besides 
equities,  and  you'll  quickly  find  yourself 
moving  past  "pop"  and  into  "kaboom" 
territory.  That  pretty  much  sums  up  the 
situation  in  China,  where  250,000  new 
retail  investors  are  crowding  into  the 
market  every  day.  Together,  the  main- 
land's 70  million  traders  have  pushed 
Shanghai's  benchmark  index  up  nearly 
50%  since  the  beginning  of  the  year,  fol- 
lowing a  130%  gain  in  2006. 

Beijing  is  terrified  of  what  might  hap- 
pen when  that  bubble  bursts.  Many  in- 
vestors are  pensioners  and  other  jobless 
people  who  have  plowed  their  savings— 
and  sometimes  even  funds  raised  by 
mortgaging  their  homes— into  stocks.  If 
the  market  tanks,  Beijing  fears,  it  could 
dent  consumer  confidence  and  send  dis- 
gruntled investors  out  into  the  streets. 
The  rest  of  the  world,  meanwhile,  is 
worried  that  any  collapse  would  quickly 
spread  to  exchanges  across  the  globe. 

Financial  experts  say  there's  a  way 
China  could  create  greater  stability:  stock 
index  futures.  Sophisticated  traders  in 
developed  markets  use  these  wagers  on 
the  direction  of  shares  to  cushion  them- 
selves against  massive  losses  if  the  market 
falls.  Futures  also  theoretically  dampen 
volatility  as  more  pricing  information  is 
factored  into  investment  decisions.  China 
currently  has  no  equity  derivatives  such  as 
stock  options  and  futures,  and  short-sell- 
ing stocks— betting  that  the  price  will  go 
down— is  banned.  That  means  people  can 
make  money  only  in  a  bull  market,  and 
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have  no  choice  but  to  cut  their  losses  when 
prices  tumble.  And  if  everyone  rushes  for 
the  exits,  shares  go  into  a  tailspin. 

DELAYS  AND  DOUBTS 

BEIJING  UNDERSTANDS  this  and  had 
originally  hoped  to  introduce  index  fu- 
tures this  spring.  Now  the  launch  has  been 
delayed  until  at  least  September.  The  rea- 
son: While  futures  might  eventually  create 
more  stability,  in  the  short  term  investors 
who  don't  fully  understand  the  concept 
might  get  spooked  and  start  selling  their 
shares.  "There  is  a  commonly  held  belief, 
which  is  wrong,  that  the  introduction 
of  futures  causes  underlying  stocks  to 
fall,"  says  Fraser  Howie,  who  manages  the 


China  portfolio  for  CLSA  Asia-Pacific  Ms 
kets.  "The  authorities  are  concerned  abo  f 
anything  that  could  pop  the  bubble." 

There's  a  second  fear.  To  work  wel 
futures  markets  require  transparenc 
ample  safeguards  against  insider  trai 
ing,  and  a  sophisticated  investor  base,  i 
of  which  are  glaringly  absent  in  Chin 
While  futures  can  smooth  out  the  bum] 
in  the  market,  they  also  let  traders  leve 
age  their  bets,  increasing  their  potei 
tial  profits— but  also  the  risk  of  bigg' 
losses  if  they  get  it  wrong.  "Futures  wor 
achieve  what  the  government  is  trying  i 
do,"  says  Carl  Walter,  managing  direcn 
at  JPMorgan  in  Beijing.  "They  may  eve 
cause  more  volatility." 

Previous  Chine; 
experiments  wit 
financial  futun 
haven't  been  paa 
ticularly  auspiciou 
In  the  early  1990 
China  introduce 
bond  futures  bi 
abruptly  halted  trac 
ing  in  1995  after 
securities  compam 
acting  on  bogus  in 
sider  informatioi 
lost  billions  of  do 
lars  on  futures,  drh 
ing  itself  into  ban! 
ruptcy  and  landin 
its  CEO  in  jail.  Sinci 
then,  trading  in  mo: 
derivatives  has  bee 
banned,  though  ft 
tures  contracts  fc 
commodities  sue 
as  copper,  soybean 
and  corn  are  trade 
on  three  exchanges 
Lately,  the  ne1 
China  Financial  Ft 
tures  Exchange 
Shanghai  has  bee 
experimenting  with  derivatives  agaii 
Last  fall  the  exchange  began  simulate 
trading  of  futures  based  on  an  index  c 
300  companies  and  has  been  conductin 
education  seminars  around  China.  Whil 
nearly  100,000  people  have  taken  part  s 
far,  experts  say  their  behavior  doesn't  nee 
essarily  indicate  how  investors  might  ae 
tually  use  futures.  In  tests,  traders  "don 
seriously  look  at  the  profit  and  loss,"  say 
John  P.  Davidson  III,  corporate  develop 
ment  chief  at  the  Chicago  Mercantil 
Exchange.  Putting  real  money  on  the  lin< 
though,  might  just  be  the  recipe  for  rein 
ing  in  China's  wild  markets.  ■ 

-With  Brian  Bremner  in  Hong  Kon 
and  Joseph  Weber  in  Chicag 
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Buoyant 
Moody's 

The  ratings  giant 
has  plenty  of  critics, 
but  it  remains 
massively  profitable 


BY  DAVID  HENRY 

OODY'S  IS  A  JUG- 
gernaut.  As  one  of 
the  two  dominant 
credit-rating  agen- 
cies in  the  U.S.,  it 
practically  mints 
money,  pocketing 
35<t  of  each  dollar  it  takes  in  after  taxes. 
With  wads  of  cash,  the  company  can  buy 
back  $1  billion  worth  of  its  stock  in  a 
year.  All  that  has  helped  boost  its  shares 
by  more  than  200%  since  2002. 

Yet  for  all  its  success— which  has  pro- 
pelled it  to  the  No.  29  spot  on  Business- 
Week's 2007  list  of  the  top  50  corporate 
performers— Moody's  is  getting  some  grief. 
Amid  the  subprime  mortgage  mess,  Con- 
gress twice  this  spring  summoned  Moody's 
management  to  testify  about  its  part  in  the 
creation  of  investment  pools  that  included 
those  risky  home  loans.  Now  some  schol- 
ars are  adding  to  the  chorus  of  concern, 
arguing  that  Moody's  has  been  too  slow  to 
downgrade  those  same  mortgage-backed 
securities  given  the  rising  foreclosures  and 
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weak  housing  prices     McDANIEL 
nationwide.  "I've  been  here 

Such  controver-  for  20  years,  and 
sy  is  hardly  new  for  '  'vf  beAn  f  usse,d 
Moody's  and  the  ^for20 years 
other  major  rat- 
ings agency,  Standard  &  Poor's,  which 
together  issue  80%  of  debt  grades. 
(Standard  &  Poor's  is  a  unit  of  The  Mc- 
Graw-Hill Companies,  as  is  Business- 
Week.) Five  years  ago,  Moody's  and  S&P 
were  roundly  criticized  for  not  seeing 
signs  of  fraud  at  Enron  and  WorldCom 
before  those  companies  plunged  into 
bankruptcy.  Meanwhile,  borrowers, 
who  pay  Moody's  for  its  services,  and 
investors  are  constantly  quibbling  over 
particular  ratings.  "I've  been  here  for 
20  years,  and  I've  been  fussed  at  for  20 
years,"  says  Chairman  and  CEO  Ray- 
mond W  McDaniel.  "If  I'm  still  here, 
I'll  probably  be  getting  fussed  at  20 
years  from  now." 

Following  on  the  subprime  saga,  some 
critics  are  questioning  whether  there 
are  flaws  in  its  methodology  for  assess- 


ing all  manner  of 
structured  finance 
products,  which 
also  include  invest- 
ment pools  backed 
by  other  assets, 
such  as  credit-card 
receivables  and  corporate  loans  used  i 
private  equity  deals.  The  products  ar 
big  business  for  Moody's,  accounting  fc 
44%  of  revenues,  vs.  32%  for  traditions 
corporate  bond  ratings. 

The  worriers,  such  as  those  at  a  re 
cent  conference  hosted  by  Hudson  Insti 
tute,  a  Washington  think  tank,  say  sue 
investments  are  far  more  complicate 
and  risky  than  plain  old  corporate  deb 
Calculations  in  the  structured-financ 
arena  factor  in  multiple  borrower; 
highly  technical  statistical  models,  an' 
the  arcane  legal  rules  governing  sue 
deals.  "Risk  is  getting  mixed  up,  and  th 
ratings  agencies  can't  keep  track  of  it, 
says  Drexel  University  associate  profes 
sor  Joseph  R.  Mason.  (A  spokesman  fo 
S&P  says:  "S&P  closely  monitors  marke 
trends  in  order  to  ensure  that  its  model; 
methodologies,  criteria,  and  analysis  an 
fully  informed.") 

BUFFETT'S  STAKE 

ASSESSING  RISK  IS  Moody's 
strength.  While  McDaniel  concedes  tha; 
Moody's  initially  underestimated  loss© 
in  subprime  loans  from  2006,  the  corrn 
pany  was  quick  to  see  the  declining  credit 
quality  and  adjust  its  ratings  criteria; 
He  stands  by  Moody's  rating  standards 
asserting  that  the  company  has  kept  uj| 
with  the  increasing  complexity  of  thiii 
product  over  the  past  two  decades. 

Certainly,  Moody's  track  record  ove 
more   than   a   century   is   impressive  l 
Founded  in  1900,  the  company  has  of 
fices  in  22  countries,  ratings  on  somi 
137,000  issues,  and  reams  of  studies  oil 
its  performance  over  numerous  economi 
ic  cycles.  Since  international  investor  1 
crave  standard,  reliable  ratings  across  th  I 
globe,  it  will  be  tough  to  break  the  gri;  I 
that  Moody's,  along  with  S&P  and  Fitclfl 
Ratings,  haVe  on  the  business— even  afte<[ 
a  new  law  designed  to  open  competition 
is  implemented  in  June.  That  position  i  ( 
a  big  reason  that  legendary  investor  War  j 
ren  E.  Buffett  of  Berkshire  Hathaway  Inc 
owns  17%  of  the  stock. 

McDaniel  knows  reliable  ratings  wilj 
be  key  as  Moody's  expands.  In  a  way,  he' 
looking  forward  to  a  downturn  to  prov 
naysayers  wrong:  "The  low-water  marl 
for  defaults  we're  experiencing  is  just  par 
of  the  cycle.  When  those  defaults  occuij 
you'll  [see]  how  well  we  did." 
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Selling  Pet  Owners 
Peace  of  Mind 

The  tainted  pet  food  recall  has  given  Artemis 
and  other  small  companies  a  sudden  boost 


BY  JEREMY  QUITTNER 

KEN  PARK,  THE  PRESI- 
dent  and  founder  of  Ar- 
temis Pet  Food  Co.,  based 
in  North  Hollywood,  Ca- 
lif., had  always  thought 
his  company's  emphasis 
on  quality  would  make  its 
chow  a  top  choice  for  pet  lovers.  Now 
his  commitment  to  using  natural,  North 
American-grown  ingredi- 
ents suitable  for  humans  is 
attracting  lots  of  notice. 

In  March,  pet  food  from 
some  of  the  industry's  larg- 
est players  was  found  to  be  tainted  with 
melamine,  an  industrial  chemical  used  to 
make  Dlastic.  The  melamine  was  found 
in  Chi  e-made  wheat  gluten  used  as 
filler  t(  e  protein  levels  in  pet  food. 
Its  pre  is  been  linked  to  the  death 

of  at  les  ats  and  one  dog,  and  is 

poten  culprit  in  thousands  of 

othe  r  pel  Since  the  contamina- 
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tion  was  discovered  in  rivals'  products, 
sales  for  Park's  $20  million,  35-employee 
company  have  jumped  by  25%  to  50%. 
"Customers  are  looking  for  pet  food 
products  that  are  U.S.-made,  with  U.S. 
ingredients,"  says  Park. 

Other  small,  domestic  producers  of 
pet  food,  such  as  Freshpet  and  Nature's 
Variety,  are  seeing  results  similar  to  Ar- 
temis'. "A  lot  of  the  smaller  guys  have 
jumped  to  the  forefront," 
says  Bob  Vetere,  president  of 
the  American  Pet  Products 
Manufacturers  Assn. 

Park  started  Artemis  12 
years  ago  with  $400,000  in  savings. 
A  former  pet  store  owner,  he  spotted  a 
need  for  healthier  food.  "The  products 
out  there  were  more  marketing  than 
quality,  and  I  thought  I  could  step  in  and 
fill  a  niche,"  he  says.  He  wanted  to  make 
pet  foods  that  were  as  close  to  human 
quality  as  possible,  keeping  in  mind  that 
cats  and  dogs  are  more  carnivorous  than 


WATCHFUL  EYE  people.  "You 

At  Artemis,  Park  to  minimize  gr 

keeps  production  but  they  also 

closeathand  a   certain   am 

of  carbohyd 
in  their  diet,"  Park  says.  His  pet  1 
include  turkey,  lamb,  and  chickei 
well  as  cranberries,  carrots,  peas,  an 
pies.  Some  90%  of  the  ingredients  i 
from  the  U.S.,  7%  from  Canada, 
3%— lamb— from  New  Zealand.  Arti 
super-premium  dog  food  runs  aboui 
for  a  35-lb.  bag,  compared  to  $15 
grocery  store  brand. 

Park  says  he  initially  considered 
sourcing  more  ingredients  and 
production,  but  he  realized  he  wouk 
his  point  of  distinction.  "We  can 
this  all  under  one  roof  and  keep  a  t 
eye  on  things,"  he  says. 

"BETTER  CHOICES" 

THAT  INSISTENCE  ON  mainta; 
close  tabs  on  production  facilities 
given  Artemis  an  extra  dose  of 
ibility  as  the  melamine  scandal  un!i 
Most  small  pet-food  companies 
afford  their  own  factories,  and  in 
outsource  to  larger  facilities.  "It  is  i 
spread  and  a  very  common  praci, 
says  Vetere.  Another  small  all-ns 
pet  food  manufacturer,  Natural  Bait 
based  in  Pacoima,  Calif,  was  forced  I 
call  some  of  its  food  after  its  outsoi) 
production  facility,  American  Nutr 
put  tainted  rice  protein  into  four 
products  even  though  the  formuli 
those  products  didn't  call  for  rice 
tein.  "The  ingredient  was  not  met 
be  there,  and  it  was  done  withou. 
knowledge,"  says  Daniel  Bernste 
company  spokesman.  Naomi  Kel 
spokeswoman  for  American  Nun- 
said  in  a  statement:  "American  I 
tion  did  not  engage  in  any  delibeni 
intentionally  wrongful  conduct  re* 
to  the  inclusion  of  rice  protein  in  ct 
products  it  manufactures." 

It's  hard  to  say  if  the  focus  on 
will  persist  after  the  melamine  sci 
fades.  Randy  Klein,  co-owner  of 
kers  Ftolistic  Pet  Care  in  New  Yorlr 
sold  natural  pet  food  for  nearly  20 1 
and  has  recently  seen  about  a  10% 
in  sales.  Klein  says:  "More  customei 
making  better  choices,"  buying  p 
all-natural  products.  Park  says  cor 
ers  are  now  more  educated  about :  I 
tion  and  want  to  know  why  certain  i 
dients  are  in  their  pets'  food.  "I  thin 
is  a  permanent  shift,  where  const  | 
will  be  a  lot  more  aware  of  what  th 
purchasing,"  he  says.  And,  more  ii  | 
tant,  what  their  pets  are  eating.  I 
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COLOMBIA 


An  improbable  journey 

from  crime  capital  to  investment 

hot  spot  Can  this  boom  last? 


BY  ROBEN  FARZAD 


"YOU     GOING    THERE    TO     GET    SOME 
kilos?"  asks  the  driver  as  he  drops  me  off  at 
Newark's  international  airport  for  my  six- 
__-___^^^^___       hour  flight  to  Bogota.  He  grins  at  me  in  the 

rear-view  mirror  as  if  he  has  cracked  the  most 
original  one-liner  in  history.  "Like  Scarface," 
he  continues,  shifting  to  his  Pakistani/La- 
tino gangster  accent:  "Say  hello  to  my  little 
friend!  Pow!  Pow!"  He  hands  me  my  bags  and  reminds  me  to  call  my  mom 
and  make  peace  with  the  Almighty  before  I  embark  for  certain  death.  "You 
are  crazy,  my  friend." 

Traveling  to  Colombia  to  chronicle  the  investment  miracle  unfolding 
there  seemed  perfectly  reasonable  a  few  weeks  earlier.  The  stats  all  scream 
"Go!  Go!  Go!":  Colombia's  stock  market  has  soared  fourteenfold  since  Oc- 
tober, 2001.  Foreign  direct  investment  and  capital  inflows  have  more  than 
doubled,  while  real  estate  prices  have  tripled  in  many  areas.  Citigroup  CEO 
Chuck  Prince  even  kicked  off  his  February  "world  tour"  in  Bogota,  where 
the  bank  is  building  branches  and  a  Latin  American  call  center.  But  when 
most  Americans  hear  the  name  Colombia  they  think  about  the  late  Medel- 
lin  drug  lord,  Pablo  Escobar.  And  roving  paramilitary  death  squads.  And 
speedboat-loads  of  cocaine  headed  for  Miami. 

I've  been  assured  by  bankers  that  things  are  getting  much  better  in  this 
nation  of  42  million.  But  it  isn't  until  I  step  onto  the  packed  737  to  Bogota 
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that  I  get  my  first  real  sense  of  the  intense  interest  in  Colom- 
bian investments.  I  spy  at  least  20  business  suits,  including 
the  laptop-toting  Swede  sitting  next  to  me  who's  building  a 
boutique  hotel  in  the  beautiful  16th  century  city  of  Cartagena 
on  the  north  coast. 

Investors  like  these  have  visited  many  exotic  ports  in  recent 
years.  Colombia's  surprising  rise  has  been  fueled  by  two  larger 
trends:  the  enormous  amount  of  money  sluicing  through 
global  markets  and  investors'  increasing  risk  tolerance.  First, 
cash  poured  into  the  so-called  BRIC  countries— Brazil,  Russia, 
India,  and  China.  Next  it  flooded  riskier  secondary  destina- 
tions such  as  Turkey  and  Poland,  and  last  year,  with  ferocity, 
Vietnam.  Now  money  is  gushing  into  third-tier  hinterlands 
fraught  with  political  and  economic  problems,  where  even  the 
rule  of  law  isn't  a  given. 


THE  CONFIANZA  INDEX 

CALL  THEM  EXTREME  EMERGING  MARKETS.  The  Standard 
&  Poor's/IFCG  Frontier  Index  of  22  such  destinations,  which 
includes  investing  curiosities  like  Lebanon,  Cote  d'lvoire,  and 
Bangladesh,  has  gained  nearly  400%  in  the  past  five  years.  The 
question  is  whether  these  nascent  markets  have  what  it  takes 
to  parlay  the  fickle  enthusiasm  of  hedge-fund  traders  and  other 
investors  into  long-term  economic  development. 

Yet  Colombia  is  so  extreme  that  it  hasn't  even  made  the 
Frontier  Index.  Its  stock  market  has  an  aggregate  capitaliza- 
tion of  just  $59  billion.  In  this  parallel  investing  universe, 
price-earnings  ratios  take  a  backseat  to  fuzzy  measures 
such  as  confianza,  which  translates  into  confidence  and  trust 
but  is  more  accurately  described  as  the  general  sense  that 
people  can  safely  transact  business  and  get  through  every- 
day life  unharmed.  The  handful  of  Wall  Street  analysts  who 
cover  Colombia  supply  their  clients  with  charts  of  murder 
rates  and  kidnappings. 

President  Alvaro  Uribe,  who  took  office  in  2002,  nearly 
five  decades  into  a  civil  war  that  has  pitted  Marxist  guerrillas 
against  right-wing  death  squads,  has  made  confianza  his  over- 
arching goal.  Killings  and  abductions  are  down  sharply  in  the 
big  cities,  and  that  has  been  a  boon  for  all  manner  of  invest- 
ments, from  stocks  to  real  estate.  "I  guarantee  that  if  you  graph 
the  decline  in  kidnappings  to  investment  gains,  the  correlation 
would  be  one-to-one,"  says  Ben  M.  Laidler,  head  of  Andean 
research  for  UBS  Pactual. 

On  a  continent  whose  economic  history  is  the  stuff  of  a 
blooper  reel,  Colombia's  strong  fundamentals  stand  out.  Its 
$130  billion  economy,  a  world  leader  in  the  production  of  cof- 
fee, petroleum,  textiles,  and  flowers,  is  growing  at  6.8%  a  year, 
two  full  points  faster  than  the  Latin  American  average.  In  the 
past  10  years,  Colombia  has  slashed  its  inflation  rate  from  18% 
to  5%,  and  since  Uribe  was  elected,  unemployment  has  dipped 
from  16%  to  13%.  The  nation  has  never  defaulted  on  its  debt 
or  experienced  hyperinflation.  And  entrepreneurial  thinking  is 
spreading.  Run  a  Google  geographical-hit  query,  and  you'll  see 
that,  per  capita,  nowhere  in  the  world  are  there  more  searches 
for  the  words  "Peter  Drucker,"  the  late  management  guru, 
than  in  Bogota.  No.  2?  Medellin. 

Yes,  Medellin.  Once  the  murder  capital  of  the  world,  this 
city  of  2.4  million  is  regaining  its  status  as  a  commercial  hub, 
hosting  regional  offices  for  a  growing  roster  of  multinationals 
including  Philip  Morris,  Toyota,  and  Renault,  as  well  as  glob- 
ally minded  Colombian  companies  that  make  up  70%  of  the 
country's  stock  market  value.  More  high-rises  are  under  con- 
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struction  here  than  in  Manhattan  and  Los  Angeles  combine* 
But  all  of  it— the  stock  market  gains,  the  development,  tl 
rising  living  standards— rests  on  confianza.  Foreigners'  view  - 
Colombia  as  a  lawless,  violent,  riven  land  won't  change  quic 
ly.  As  Commerce  Minister  Luis  Guillermo  Plata  acknowledge 
"Why  would  I  invest  in  a  country  if  I  can't  go  there?" 

As  I  get  into  the  cramped  cab  that's  taking  me  to  my  hott 
I  can't  help  thinking  about  the  fabled  "millionaire's  tour  ■ 
Bogota,"  a  stretch  of  road  where  colluding  cabbies  and  thiev< 
once  drove  passengers  from  ATM  to  ATM  to  drain  their  bar 
accounts.  And  then  there's  the  drugs.  Colombia  still  product 
the  majority  of  the  world's  cocaine,  an  ongoing  crisis  th; 
draws  a  steady  supply  of  U.S.  military  and  financial  aid.  Eve 
corporate  crime  here  takes  on  deadly  overtones:  Cincii 
nati-based  banana  giant  Chiquita  Brands  International  wj 
in  the  news  recently  for  admitting  to  having  paid  $1.7  millio 
in  protection  money  to  a  Colombian  paramilitary  group  o 
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Washington's  list  of  foreign  terrorist  organizations. 

I'm  here  to  find  out  whether  Colombia's  fledgling  stock 
larket  can  keep  surging,  whether  its  financial  and  physical 
ifrastructures  can  accommodate  the  flood  of  investment,  and 
hether  an  equity  culture  can  take  hold. 

At  the  center  of  everything  is  President  Uribe.  "We  need  to 
:scue  international  confidence  in  our  country,"  he  tells  me  in 
is  heavily  guarded  compound  in  Bogota's  historic  center  full 
f  Spanish  colonial  architecture.  Access  to  Uribe  is  preceded 
Y  an  hour  of  security  checks  and  chilling  looks  from  guards 
Dlding  bayonet-tipped  machine  guns. 

The  54-year-old  Uribe  is  a  rarity  in  increasingly  leftist  Latin 
merica.  A  center- right  ruler  with  an  approval  rating  of  more 
lan  60%,  he  won  a  landslide  second  term  in  2006  after  hav- 
ig  amended  the  constitution  to  allow  him  to  run  again.  Uribe 
lows  Colombia's  history  of  violence  firsthand:  A  decade  ago 
2  was  governor  of  Medellin's  province,  and  in  1983  his  father 


was  murdered  by  kidnappers.  The  sometimes  dour  leader  has 
driven  most  of  the  drug  traffickers  and  leftist  guerrillas  out  of 
urban  centers,  though  they  still  reign  in  remote  regions. 

But  allegations  have  surfaced  in  Colombia  that  the  Presi- 
dent himself  has  links  to  right-wing  paramilitaries  who 
murdered  hundreds,  including  labor-union  activists.  On 
May  14,  20  Colombian  lawmakers  and  businessmen  were 
arrested  on  charges  in  connection  with  the  scandal.  Co- 
lombia's police  chief  and  head  of  police  intelligence,  mean- 
while, were  ousted  amid  allegations  of  illegal  wiretapping 
of  opposition  politicians  and  journalists.  Uribe  vehemently 
denies  any  personal  connection  to  the  affair  (page  57). 

Despite  his  obsession  with  law  and  order,  the  economy  is 
never  far  from  his  mind.  "The  state  is  the  most  important 
private  enterprise,"  he  says,  "and  the  public  is  like  a  uni- 
verse of  shareholders."  Javier  Vargas,  a  Colombian  banker 
with  Credit  Suisse,  has  heard  Uribe  sound  that  theme  many 
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As  investment 
capital  floods  the 
globe,  it's  ending  up 
in  some  surprising 
places. 

Data:  Bloomberg  Financial  Markets,  others 


BOTSWANA 

The  Botswana  Gabarone  Domestic 
Companies  Index 

Thanks  to  the  commodities 
bull  run,  Africa's  stock 
markets  are  on  fire.  Three  of 
the  seven  African  equity  exchanges 
followed  by  Bloomberg  are  at  all-time 
records,  including  Botswana's.  Its 
Domestic  Company  Index  has  surged 
from  1752  six  years  ago  to  8462  today. 
Overall,  the  Botswana  Stock  Exchange  has 
at  least  35  listings  across  three  indices. 
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Keep  on  rocking  in  the  fi| 
world,  exhorted  Neil 
Young-and  that's  what 
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times.  "He  talks  like  a  person  who  is  selling  and  marketing 
his  country,"  he  says.  "Investor  confidence  is  key  for  him." 
In  May,  Uribe  visited  Washington  to  meet  with  support- 
ers in  the  Bush  Administration  and  lobby  congressional 
Democrats  on  a  free-trade  pact  between  the  two  countries. 
Democrats  have  been  uneasy  with  Uribe  since  the  recent 
allegations  surfaced.  But  Colombia  is  a  vital  strategic  ally 
in  an  increasingly  hostile  continent,  bordered  by  Hugo 
Chavez'  Venezuela  and  left-leaning  Ecuador.  Washington 
has  sent  Colombia  $5  billion  in  aid  since  2000,  including 
$650  million  last  year;  only  Iraq,  Egypt,  Afghanistan,  and 
Israel  receive  more. 

For  Uribe,  a  deal  is  crucial  both  for  the  tangible  economic 
benefits  and  the  perceptual  ones.  He  has  invested  much  politi- 
cal capital  already,  visiting  the  U.S.  at  least  25  times  since  tak- 
ing office.  Winning  full  free-trade  benefits  with  the  U.S.  would 
do  much  to  bolster  the  fragile  investor  confidence  he  has  been 
nurturing,  while  a  loss  would  damage  his  prestige.  Uribe's 
challenge  is  one  that  everyone,  from  business  leaders  to  taxi 
drivers,  acknowledges.  "Investing  here  is  rooted  in  improving 
physical  safety  and  lowering  the  risk  of  doing  business,"  says 
Alexander  P.  Kazan,  a  Latin  American  strategist  at  Bear  Stea- 
rns &  Co.  "You  really  cannot  overstate  the  importance." 
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former  Iron  Curtain  enigma  has  been 
doing.  Its  benchmark  equity  index  has 
soared  nearly  1,000%  since  2002.  Th< 
Bucharest  Exchange  actually  opened  i'  be. 
doors  back  in  1882  and  stayed  in  busii 
until  1945,  when  the  Communists 
shuttered  it.  It  reemerged  50  years  lat 
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panel  displays  in  a  space  no  bigger  than  a  conference  roon  fa 
at  a  Best  Western  hotel.  It's  so  quiet  you  might  think  yoiajor 
showed  up  to  take  the  GMAT.  I  jokingly  ask  if  we're  at  thl  Iroi 
right  place.  Our  photographer  wonders  aloud  if  he  shoul  ewe 
bother  unpacking  his  equipment. 

"This  is  it,"  says  Jaime  Sarmiento,  the  exchange's  34-yeaaki 
old  communications  director,  sensing  the  anticlimax  of  thftt. 
moment.  He  points  up  at  the  ticker,  a  circular  LCD  sign.  "Do^ 
anyone  know  how  to  turn  this  thing  on?"  The  specialists  on  thi 
floor  arrange  a  photo  op,  choosing  a  mustachioed  elder  to  sit  o<  oug 
the  elevated  chair  in  the  center  of  the  ring  and  motion  as  if  he  i  tars 
directing  order  flow.  Truth  be  told,  everyone  is  just  waiting  fc  st 
1  p.m.,  when  the  market  closes  and  the  power  lunch  scene  take  punt 
hold.  When  I  ask  if  the  early  close  is  a  vestige  of  the  Spanish  s:  jock 
esta,  I'm  curtly  told  that  if  s  purely  a  result  of  how  little  busines  pugh 
there  is  to  transact.  Sarmiento  takes  us  downstairs  to  tour  th  Eu 
cafe,  a  swank  lounge  that  was  conceived  as  a  high-energy,  high  Dion 
buzz  meeting  place  for  stock  junkies.  On  this  day,  two  or  thre  yoi 
guys  sit  around  reading  the  paper,  blissfully  unaware  of  th  :  Ivisi 
handful  of  digits  flickering  on  the  wall-mounted  display  above  i  tes 

Such  sleepiness  belies  the  market's  breathtaking  volatility  > 
This  is  the  central  paradox  of  extreme  emerging  markets:  Witi  bs  < 


SLEEPY  EXCHANGE 

ON  A  COOL  APRIL  MORNING,  I  make  my  way  to  Bogota's 
bustling  financial  district.  Amid  the  roar  of  motorcycle  en- 
gines and  a  haze  of  bus  exhaust,  the  district  brims  with  young 
professionals  sipping  tintos— tiny  cups  of  dark  coffee— while 
chatting  on  newfangled  cell  phones.  At  every  crosswalk  and  on 
street  medians,  the  less  fortunate  hawk  snacks,  cigarettes,  and 
telephone  calling  cards  from  salvaged  baby  carriages,  stark 
reminders  of  the  gaping  disparities  in  this  poor  nation. 

Halfway  up  a  glassy  office  building  is  an  ultramodern  floor 
containing  Colombia's  stock  exchange,  the  Bolsa  de  Valores. 
It's  high-tech,  but  no  one  would  confuse  it  with  the  NASDAQ. 
Just  12  people  sit  around  a  circular  table  staring  at  their  flat- 
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The  KSE 100  index  has 
soared  tenfold  since  the 
September  11, 2001, 
ist  attacks.  Pakistan  has  enjoyed  a 
windfall  of  U.S.  aid  because  of  its 
Jent's  willingness  to  help  fight 
ism.  JPMorgan  is  back  after  a  five- 
ibsence,  ramping  up  its  Karachi 
Violence  and  strikes  roiled  the 
ry  this  week. 


KAZAKHSTAN 

Almaty  Regional  Financial  Center 


Details  are  hard  to  come  by, 
but  according  to  Greg 
Vojack,  a  Kazakhstan-based 
business  attorney,  the  government 
launched  the  Regional  Financial  Center  in 
Almaty  with  tax  incentives  to  attract  the 
spate  of  local  companies  that  have  opted 
to  list  in  London.  KazMunaiGas  E&P,  a  unit 
of  the  state-owned  oil  and  gas  company, 
recently  staged  a  record  $2  billion  IPO. 


Up  49%  since  Oct.  27, 2006,  inception 


few  buyers  and  sellers,  small  upticks  can  quickly  turn  into 
ijor  surges,  while  the  faintest  of  down  ticks  can  lead  to  pain- 
1  routs.  After  posting  a  128%  gain  for  2005,  second  best  in 
E  world,  the  Bolsa  nosedived  45%  in  two  months  during  last 
ar's  late-spring  emerging-markets  swoon,  the  second-worst 
lowing  on  the  globe.  It  has  since  jumped  75%;  on  June  15, 
'06,  alone,  the  index  gained  16%.  It's  down  5%  in  2007. 
All  the  choppiness  merely  confirms  the  suspicions  of  most 
i  the  locals,  who  eschew  stocks  for  government  bonds,  even 
Dugh  they  yield  just  6%  now,  a  third  of  what  they  did  eight 
lars  ago.  "The  general  public  just  isn't  all  that  accustomed 
i  stocks,"  says  Rodrigo  Jaramillo,  CEO  of  Interbolsa,  the 
luntry's  largest  brokerage,  and  former  chairman  of  the 
ock  exchange.  He  notes  that  fewer  than  70,000  Colombians 
lught  local  shares  in  2006. 

I  Even  people  who  invest  for  a  living  are  reluctant  to  buy 
|»lombian  stocks  with  their  own  money.  "I  like  to  invest 
|  young  cows,"  admits  a  26-year-old  private  investment 
jviser  in  a  British-spread  collar  and  Hermes  tie  between 
ites  of  an  empanada  in  a  breakfast  joint  near  the  exchange, 
is  eyes  light  up  as  he  explains  that  his  uncle  has  given  him 
bs  on  investing  in  heifers,  an  inside  opportunity  that  has 


lately  scored  him  20%  to  30%  an- 
nual returns.  Why  dabble  in  risky 
stocks,  he  asks,  when  he  can  collect 
steady  returns  on  the  family  ranch? 
"I  sponsor  the  cows  until— how 
do  you  say?— graduation,"  he  says, 
grinning  diabolically,  of  the  day 
when  they're  auctioned  off  and  he 
reaps  his  windfall. 

But  in  fits  and  starts  local  investors 
are  coming  around.  I'm  struck  by  how 
many  twenty-  and  thirtysomethings 
in  Bogota  are  at  the  leading  edge 
of  business  and  civic  life:  chief  ex- 
ecutives, money  managers,  restaura- 
teurs, even  cabinet  ministers.  Young 
and  educated,  Colombia's  new  elite 
could  ply  their  trade  anywhere  in 
the  hemisphere.  A  decade  ago  there 
would  have  been  no  question  that 
they  would  end  up  abroad.  Just  four 
years  ago,  Bogota's  Club  El  Nogal,  a 
hot  night  spot,  was  car-bombed  by 
a  leftist  rebel  group,  resulting  in  36 
deaths.  But  El  Nogal  has  come  back 
stronger  than  ever.  Even  with  all  the  bomb-sniffing  dogs,  the 
place  is  nearly  impossible  to  get  into  on  a  weeknight.  Bogo- 
tans  consider  it  a  metaphor  of  their  resilience. 

I  meet  some  young  professionals  for  dinner  at  Balzac, 
a  restaurant  modeled  after  Manhattan's  trendy  Baltha- 
zar. Jose  Maria  de  Valenzuela,  a  recently  minted  MBA  at 
INSEAD  in  France,  lights  a  cigarette  and  reflects  on  his 
accomplishments.  "There  was  just  a  small  possibility  I'd 
end  up  back  here,"  he  says.  All  of  32,  Valenzuela,  who  did 
his  undergraduate  work  at  Brown  University  a  decade  ago, 
used  to  specialize  in  what  you  might  call  distressed  invest- 
ing. "People  were  afraid  to  leave  the  city,"  he  recalls  of  the 
siege  mentality  of  seven  or  eight  years  back,  when  terrified 
families  sought  escapism  at  his  miniature  golf  course  in 
Bogota.  "You  could  buy  real  estate  just  for  the  cost  of  the 
taxes."  Which  is  what  Valenzuela  did,  before  selling  into 
a  property  boom  and  plowing  his  winnings  into  what  he 
and  a  former  finance  professor  correctly  thought  would 
be  the  start  of  a  roaring  bull  market  for  stocks.  Last  sum- 
mer, Valenzuela  rolled  those  profits  into  a  partnership  with 
HenCorp  Futures,  a  U.S.-based  trading  firm,  to  offer  cur- 
rency strategies  to  foreign  investors— a  critical  building 
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an  exclusive  part 
of  town;  children 
at  play  in  front  of 
an  office  building, 
one  of  many  going 
up  in  the  city 
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block  to  outside  participation  in  the  Colombian  market.  The 
only  way  to  buy  Bolsa-listed  stocks  directly  is  in  pesos,  and 
there  are  no  pure-play  Colombian  mutual  funds  available 
to  foreigners. 

The  next  afternoon,  on  Valenzuela's  recommendation,  I 
head  to  Harry's  Bar,  in  a  tony  Bogota  neighborhood  that  re- 
sembles San  Francisco's  Russian  Hill.  Amid  the  din  of  clink- 
ing wine  glasses,  blond-streaked  women  and  sharply  dressed 
men  pick  at  plates  of  seared  tuna  and  Argentinian  steak.  In 
the  evenings  the  place  is  often  overrun  by  actors,  soccer  stars, 
and  diplomats.  The  owner,  spotting  my  reporter's  notebook, 
stops  by.  "Please  tell  America  we're  not  a  bunch  of  drug  deal- 
ers shooting  at  each  other  from  trees,"  he  says. 


COFFEE  BUZZ 

IN  WALKS  MY  LUNCH  guest,  Felipe  Gaviria,  the  boyish 
money  manager  whose  name  is  on  the  lips  of  everyone  in 
the  smart-money  set.  In  1997,  at  23,  Gaviria  was  promoted 
to  head  of  currency  trading  at  a  small  bank  in  Cali.  Two 
years  later  he  left  for  business  school  in  Barcelona.  He 
returned  to  Colombia  when  Uribe  was 
elected  in  2002,  sensing  the  moment 
was  right  to  buy  Colombian  property 
and  bet  that  the  peso  would  strengthen 
against  the  dollar.  Now  he  oversees  $3 
billion  in  pension  assets  for  Spain's 
Grupo  Santander.  It's  common  knowl- 
edge that  Gaviria  is  being  wooed  by 
bulge-bracket  investment  banks  and 
hedge  funds.  "I  receive  everybody,"  he 
says  coyly. 

With  more  money  pouring  in  as  the 
economy  grows,  Gaviria  says  he's  impa- 
tient for  more  local  investment  options. 
Fortunately  for  him,  some  big  ones  are 
just  around  the  corner.  In  an  audacious 
move,  Procafecol,  of  the  fast-growing 
Juan  Valdez  coffee  shop  fame,  is  floating  its  shares  on  the 
Bolsa.  The  unlikely  beneficiaries:  thousands  of  rural  cajkul- 
tores,  or  coffee  growers,  who  make  up  Colombia's  national 
coffee  alliance.  They've  recently  been  swarmed  by  an  army 
of  financial  advisers  dispatched  to  the  countryside.  "Your 
preferred  shares  give  you  dividend  priority  over  ordinary 
investors,"  reads  the  glossy  offering  letter,  as  if  to  poke  fun  at 
the  more  cosmopolitan  Class  B  shareholders. 


COLOMBIA  RISING 
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Data:  Bloomberg  Financial  Markets.  Standard  &  Poor's 


The  real  game  changer  could  be  the  $4  billion  initia 
public  offering  of  state  oil  concern  Ecopetrol,  one  of  Soutl 
America's  four  largest.  In  short  order,  it  could  become  th< 
most  widely  held  stock  on  the  exchange.  And  with  U.S.  bank 
ers  circling,  a  New  York  Stock  Exchange  listing  could  be  ii 
the  offing.  The  only  other  Colombian  stock  listed  in  the  U.S 
is  Medellin-based  Bancolombia,  whose  shares  have  jumpec 
twentyfold  in  the  past  five  years. 

Indeed,  Wall  Street  is  doing  its  best  to  ride  the  Colombi; 
wave.  In  2005,  SABMiller  PLC  took  over  Colombia's  big 
gest  brewery,  Bavaria,  for  a  record  $7.8  billion,  with  Merril 
Lynch,  JPMorgan  Chase,  Lehman  Brothers,  Morgan  Stanlej 
and  Citigroup  advising  on  the  acquisition.  Last  year  ABI 
Amro  advised  on  the  sale  of  a  controlling  $657  million  stak 
in  a  key  oil  refinery  to  Switzerland's  Glencore  International 
"You're  having  more  and  more  investment  banks  going  infr 
Colombia,"  says  Eric  Newman,  a  Bogota  native  who  was  re 
cently  poached  from  Lehman  Brothers  by  Morgan  Stanley  i 
cover  the  country  for  its  Miami-based  Latin  American  privat 
banking  arm.  He  shuttles  to  Colombia  20  times  a  year. 

Not  only  are  Colombia's  top  companies  doing  bette 
at  home,  they're  also  branching  out  to  the  rest  of  Lati 
America  and  beyond.  A  company  caller 
Chocolates,  essentially  Colombia' 
Kraft  Foods,  now  ships  to  Los  Ange 
les  and  the  Southwest,  while  Argo! 
the  country's  foremost  cement  pre 
ducer,  has  been  buying  operations  i 
Arkansas,  Georgia,  North  Carolina,  an 
Texas.  Bancolombia  recently  acquire 
El  Salvador's  largest  bank. 

One  sign  of  the  rising  fortunes  in  Cc 
lombia  is  the  sudden  misfortune  of  th 
self-proclaimed  Bulletproof  Tailor.  Migut 
Caballero  makes  suits  and  other  appan 
tough  enough  to  withstand  gunshots.  H 
garment  factory,  located  in  a  seedy  neigr 
borhood  of  Bogota,  features  a  picture  ga 
lery  of  famous  customers,  including  actio 
film  star  Steven  Seagal  and  President  Uribe,  as  well  as  glossies  ( 
Caballero  discharging  his  handgun  into  the  bulletproofed  torse 
of  employees.  Ten  years  ago,  he  says,  his  company  sold  70%  < 
its  wares  in  Colombia.  Now,  thanks  to  the  ebbing  violence,  th; 
figure  is  just  20%.  Caballero  is  dispatching  salesmen  to  Russi 
Venezuela,  even  Iraq.  "The  idea  is  to  save  the  business,"  he  say 
"You  can  say  we're  globalizing." 

The  growing  confidence  in  Colombia  brings  a  new  set  < 


THE  CHANGE  AGENT 

Colombia's  no-nonsense  President  is  winning  over  investors. 
But  critics  charge  that  he's  linked  to  paramilitaries,  and  that 
threatens  a  new  trade  agreement  with  Washington 


Since  Alvaro  Uribe  took  office 
in  May,  2002,  crime,  inflation, 
and  unemployment  have  all 
plunged,  in  large  measure 
because  of  his  ironfisted 
crackdown  on  guerrillas. 
But  Uribe's  tough  tactics  are  becoming 
a  major  problem  as  he  seeks  to  expand 
Colombia's  trading  partnership  with  the 
U.S.  Critics  have  charged  that  the  President 
and  his  political  allies  are  linked  to  right- 
wing  paramilitaries  responsible  for  the 
deaths  of  labor  unionists  and  others. 
With  accusations  swirling,  congressional 
Democrats  in  the  U.S.,  prodded  by  the 
AFL-CIO,  are  cooling  to  the  idea  of  ratifying 
Colombia's  free-trade  agreement  with 
the  U.S.  Last  month,  Congress  froze 
$55.2  million  of  aid  earmarked  for  the 
Colombian  military,  while  former  Vice- 
President  Al  Gore  snubbed  Uribe  at  an  April 
environmental  summit  in  Miami. 

Uribe  vigorously  denies  that  he  has 
personal  ties  to  paramilitaries,  arguing  that 
the  dark  allegations  have  been  leveled  by  a 
frustrated  opposition  party,  along  with  a  free 
press  and  judiciary  that  are  still  coming  to 
terms  with  decades  of  bloodshed.  "We  are 
taking  apart  what  we  found:  a  country  that 
for  30  years  was  guerrilla-dominated,  with 
20  years  of  paramilitary  presence,"  he  says. 
"The  country  is  making  the  transition  from 
terrorist  groups  that  usurped  the  state  to  a 
transparent,  institutionalized  democracy." 
A  failure  in  Washington  would 


nevertheless  be  a  blow  to  Uribe. 
Throughout  his  tenure  he  has  gotten 
intimately  involved  in  bringing 
foreign  investors  to  his  stigmatized 
country.  "I  have  worked  all  my  life 
with  the  private  sector,"  he  says, 
"and  I  consider  that  the  state  is  the 
most  important  private  enterprise." 

Consider  the  role  Uribe  played  in 
luring  cruise  lines  back  to  Colombia's 
coastal  resorts  after  a  multiyear 
absence.  None  of  the  American  cruise  ship 
company  executives  would  even  take  the 
President's  calls  until,  by  chance,  Uribe  got 
hold  of  a  Colombian-American  receptionist 
for  a  trade  group  and  pleaded  with  her  to 
help  him  arrange  a  sit-down  with  Carnival 
Cruise  Lines  Chief  Executive  Mickey  Arison. 
In  2005,  Arison  dispatched  a  group  of 
industry  executives  to  Colombia.  There, 
Uribe  had  them  picked  up  on  his  private 
plane,  complete  with  headrests  emblazoned 
with  their  various  corporate  logos,  and 
flew  them  to  an  island  off  Colombia's  north 
coast.  He  wined  and  dined  them  before 
flying  them  down  to  his  ranch  in  Medellfn. 
"It  is  necessary,"  he  says,  with  a  hint  of  a 
rare  smile.  "You  have  to  work  the  details." 
Uribe  subsequently  buttonholed  the  CEO  of 
Royal  Caribbean  Cruises  Ltd.  at  a  business 
conference.  The  hard  work  has  paid  off:  This 
year  both  Royal  Caribbean  and  Norwegian 
Cruise  Line  are  returning  to  Colombia; 
Carnival  is  still  planning  its  reentry. 

Uribe  must  build  on  that  momentum 


to  modernize  Colombia's  capital  markets. 
Critics  contend  that  the  government's 
traditional  preference  for  public  debt 
financing  is  crowding  out  private  investors, 
delaying  the  development  of  roads 
and  ports,  among  other  things.  "I  see  a 
renaissance  of  the  equity  culture,"  Uribe 
says.  "We  are  taking  to  the  stock  market 
many  corporations  that  were  state-owned, 
capitalizing  not  just  Ecopetrol  and  [utility] 
Isagen  but  also  six  state  energy  agencies 
that  will  be  sold  to  investors  in  totally 
transparent  public  bidding."  The  President 
notes  that  17  road  projects  are  under  way, 
as  is  construction  of  a  second  rail  line  on 
the  Atlantic  coast. 

Despite  the  paramilitary  allegations, 
Uribe  still  enjoys  better  than  a  60%  public 
approval  rating.  Assuming  he  survives  the 
turmoil,  will  he  tweak  the  constitution  again 
to  seek  a  third  term?  "Come  on,"  he  says, 
rolling  his  eyes,  "that  is  not  the  subject  of 
this  interview." 

-Robert  Farzad 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments,  join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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BULLETPROOF  TAILOR 

Caballero,  who  has  seen  local 
sales  of  his  protective  apparel 
decline,  is  seeking  business  in 
Russia,  Venezuela,  and  even  Iraq 


challenges.  The  streets  are  safer,  and 
citizens  are  road  tripping  again.  Ex- 
port-import activity  is  steadily  growing. 
Tourism  has  nearly  tripled  in  five  years, 
and  beach-lined,  historic  Cartagena  is 
among  South  America's  most  expensive  real  estate  mar- 
kets. But  with  all  of  that  happening,  Colombia's  highways, 
roads,  ports,  and  other  industrial  backbones  are  becom- 
ing increasingly  overburdened.  "We're  really  behind  on 
infrastructure,"  says  Juliana  Ocampo,  a  recent  MBA  from 
Massachusetts  Institute  of  Technology  who  returned  to 
Bogota  to  work  for  Mexican  cement  giant  Cemex.  "If  you 
ask  everyone  here,  that's  where  the  investment  needs  to 
flow  next."  Says  Gaviria,  the  young  money  manager:  "Our 
north  port  is  terrible.  If  we  had  a  world-class  port  project, 
I  would  invest  right  then  and  there."  Bear  Stearns  warned 
in  a  recent  report  that  growth  could  halt  if  tens  of  billions 
worth  of  infrastructure  isn't  soon  built,  noting  that  Colom- 
bian pension  funds  are  clamoring  to  invest.  If  the  buildout 
stalls,  it  will  undermine  Uribe's  reforms. 


STOCK  OPTION 

I  TAKE  UP  THE  ISSUE  WITH  Vice-President  Francisco 
Santos.  Schooled  in  Texas  and  Kansas  and  formerly  the 
editor  of  Colombia's  largest  daily  newspaper,  Santos  was 
once  kidnapped  by  Pablo  Escobar's  men  and  surely  draws 
satisfaction  from  the  fact  that  the  cartel's  late-'80s  vehicles 
sit  rusting  in  a  pound  adjacent  to  his  office.  "The  roads  are 
getting  so  clogged,"  he  concedes.  "But  who  will  pay  for  all 
the  infrastructure?" 

Financiers  argue  that  the  money  is  thjre  for  the  taking, 
if  only  the  government  would  change  its  thinking.  His- 
torically, Bogota  has  issued  bonds  to  fund  such  projects,  but 
investors  were  hungrier  for  them  when  they  yielded  20%. 
It  also  takes  time  to  rouse  all  the  layers  of  bureaucracy  in 
the  way.  Bankers  want  the  government  to  sell  equity  in  the 
projects  instead,  following  the  privatization  trend  sweeping 


Europe  and  the  U.S.  "We  can  build  roads  withou 
a  penny  of  government  money,"  insists  Pedro  Ne 
Ospina,  the  head  of  Corficolombiana,  one  of  th 
country's  top  investment  and  merchant  banks 
"Let  us  do  it  already.  Give  us  equity." 

The  governmenl  isn't  ready  to  make  that  lea' 
just  yet.  But  the  fact  that  a  vigorous  debate  abou 
how  best  to  become  an  ownership  society  is  heat 
ing  up— complete  with  business  page  editorial 
and  regional  free-trade  zones— shows  how  far  thi 
rugged  stretch  of  the  Andes  Mountains  has  comt 
Medellin,  in  particular,  is  undergoing  one  of  th 
most  extraordinary  urban  makeovers  in  moder 
times.  "Our  trucks,  drivers,  and  distributors  wer 
attacked  at  least  once  a  day,"  recalls  Carlos  Enriqu 
Piedrahita,  president  of  Chocolates,  of  the  seen 
seven  years  ago.  "Now  it  just  doesn't  happen." 

The  45-minute  ride  to  town  from  Medellin1 
main  airport  winds  through  lush  forests  and  fr£ 
grant  flower  farms.  The  city  is  shaped  like  a  bow 
with  commerce  and  wealth  concentrated  at  thh 
center  as  poverty  stares  down  from  the  rim.  It  a 
descended  into  chaos  with  the  decline  of  Mede 
lin's  textile  industry  in  the  1970s  and  the  simu 
taneous  rise  of  the  drug  trade.  In  1991,  two  yeai 
before  Escobar  met  his  end  in  a  rooftop  gunfigr 
with  police,  he  was  recruiting  cocaine-addicte 
teens  in  the  hillside  slums,  paying  them  $750  fc 
every  police  officer  they  murdered.  Gang  shoo 
outs  continued  into  emergency  rooms.  "One  ca; 
have  the  impression  that  Medellin  is  about  to  drown  in  ii 
own  blood,"  The  New  Yorker  magazine's  Alma  Guillermopr 
eto  wrote  in  1991,  when  the  city's  homicide  rate  was  381  pd 
100,000,  the  highest  in  the  world. 

But  exploding  revenue  from  Medellin's  resurgent  corporal 
tax  base  is  funding  a  rapid  metamorphosis.  Now  those  vet 
same  shanties  are  connected  to  the  city  center  by  a  sky-lift  got 
dola  of  the  sort  you  might  find  at  EPCOT  Center.  New  libra 
ies  and  schools  court  students  from  other  parts  of  Colombi 
"Imagination  Park"  stands  where  murdered  bodies  were  one 
dumped.  The  business  assistance  office  in  the  heart  of  the  slui 
is  helping  tiny  food  stores  and  Internet  cafes  flourish  whe: 
there  used  to  be  only  crumbling  cinder  block  and  expose 
sewer  pipes.  Today,  Medellin's  murder  rate  is  28  per  100,00 
lower  than  those  of  Baltimore  and  Washington,  D.C. 

Statistics  alone  don't  capture  the  sense  of  rebirth  her 
Atop  the  slum,  in  the  shadow  of  ascending  gondolas  and 
new  computer  lab,  the  city's  poorest  children  think  they1 
kings  of  the  hill.  They  chase  after  me,  tugging  at  my  jacke 
30  or  40  at  once.  It's  not  my  money  that  they  want,  it's  pi  I 
tures  of  themselves  and  their  friends.  As  I  sit  down  to  catc  3* 
my  breath,  a  runty  seven-year-old  boy  with  a  precocioi 
understanding  of  digital  photography  suddenly  climbs  o 
from  under  the  bench.  "I  don't  have  e-mail  yet,"  he  sa> 
"So  print  it  for  me  for  when  you  come  back,  O.K.?"  ■ 

-With  Cristina  Lindblad  in  New  Yo 
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businessweek.com/extras 
VISIT  A  RESURGENT  COLOMBIA,  ONE  CLICK  AT  A  TIME 

ONLINE:  A  narrated  slide  show  with  videos  of  the  country's  surprising 
transformation  and  unique  challenges. 

PODCAST:  Executive  Editor  John  A.  Byrne  gets  the  story  from  Associate  EdH 
Roben  Farzad. 
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THE  CAMRY  HYBRID. 
FOR  THE  NICHE  MARKET  CALLED  EARTH. 


Planet-pleasin'.  People-pleasin'.  Pocketbook-pleasin'. 
Meet  the  2007  Camry  Hybrid.  Engineered  to  squeeze 
up  to  an  unheard-of  600  miles  from  a  single  tank 
of  gas'  -  practically  twice  the  mileage  of  a 
regular  mid-size  sedan  -  while  simultaneously 
cutting  smog-forming  emissions  to  almost 
non-existent  levels. 

It's  a  feat  that  some  claim  is  still  years  away. 
And  without  Toyota's  Hybrid  Synergy  Drive*  it  would  be. 
But  the  hybrid  system  is  real,  it's  here,  and  it's  available 
now  on  the  Camry. 

The  technology  combines  a  highly  efficient, 
gasoline-powered  engine  with  a  self-charging 


and  fuel  economy.  Which  means  you'll  use  less 
gas.  And  less  gas  equals  fewer  emissions  -  70% 
fewer  to  be  exact.2  Bottom  line,  the  best-selling 
car  in  America3  is  now  the  best  car  for  America. 
Now,  doing  your  part  for  the  world  of 
tomorrow  -  and  saving  money  in  the  process  - 
should  make  you  feel  pretty  good.  But  the 
Camry  Hybrid's  filled  with  features  designed  to 
make  you  feel  even  better.  Like  a  Plasmacluster™4  air 
ionizer  that  helps  reduce  airborne  germs  inside  the 
cabin.  Or  an  MP3-ready  audio  system  created 
to  enhance  your  mood,  derived  from  the 
latest  in  the  field  of  psychoacoustics.  And 


electric  motor.  These  tv/o  powerplants  work         ^eTamlyT^dTrilTs'lust         to  ne,p  keep  your  mind  at  ease-  an  arrav  of 

like  a  regular  car. 
side-by-side,  linked  by  a  tiny  computer  that 

continuously    monitors    road    and    driving 

conditions.  So  whether  you're  speeding  up, 

slowing    down    or    idling    at    a    stop-         

light,  the  Camry  Hybrid  knows  the  E  2007  CAM         |Hf~ 

precise    mix    of    engine    and    motor 

to  generate  optimum  performance 


standard  safety  features  -  including  seven 
interior  airbags  (even  one  for  the  driver's 
knees).s  For   more   information   on  the   car 
that's  as  good  for  you  as  it  is  the    g 


environment,  visit  toyota.com. 


/ 


Q 
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Cfi?  TOYOTA  mowewiho' 

moving  forward  When  a  car  becomes  more.    2007  car  of  the  year- 


©2007  Toyota  Motor  Sales.  U.S.A.,  Inc.  Vehicle  shown  equipment  :Based  on  EPA-estirnated  39  mpg  combined  and  a  lull  17.2-qallon  fuel  tank.  Actual  mileaqe  may  vary.  Compared  to  the 

average  new  vehicle.  !Based  on  R.  I.  Polk  S  Co.  total  U.S.  new  passenger  car  registrations  tor  CYE  2005.  'Plasmacluster'"  is  a  trademark  ol  Sharp  Electronics,  Inc.  bFor  more  information  on  Toyota's 
driver,  front  passenger,  front  seat-mounted  side  airbags,  driver's  knee  airbag  and  side  curtain  airbags,  please  visit  toyota.com. 
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The  Rush  to  Test 
Drugs  in  China 

Despite  ethical  concerns,  Big  Pharma  is 
recruiting  more  patients  for  clinical  trials 


m 


BY  BRUCE  EINHORN 

FENG  SHUANGQUAN,  A  49 
year-old  peasant  from  the  {is 
northeastern  Chinese  city 
of  Baoding,  entered  his  lo- 
cal hospital  in  April,  2006. 
suffering  from  liver  failure. 
For  the  next  two  months,  he 
was  in  and  out  of  the  hospital  for  blood 
transfusions,  but  doctors  couldn't  hall 
the  deterioration.  Finally,  one  of  his  doc-  {« 
tors  handed  a  note  to  Feng's  wife,  whc 
was  sitting  by  his  side.  Without  even  ask-  a 
ing  her  to  read  it  aloud,  Feng  knew  the 
news  was  bad.  "She  didn't  say  anything,'' 
he  recalls,  "but  I  recognized  everything 
from  her  face."  The  recommendation 
Let  Feng  go  home  and  die. 

Another  doctor  on  the  team  refused  tc 
give  up.  He  had  heard  an  American  com' 
pany  was  testing  an  experimental  device 
in  China  that  just  might  keep  Feng  alive 
It  was  an  artificial  liver— the  rough  equiv- 
alent of  a  dialysis  machine  for  kidne? 
failure— developed  by  Vital  Therapie; 
Inc.  (VTI)  of  San  Diego.  Admitted  to  th( 
trial,  Feng  spent  several  days  in  a  hospi 
tal  bed  while  VTI's  technology  took  ove: 
his  liver's  function  and  gave  the  diseasec.fii 
organ  a  chance  to  recover.  Today,  "m 
health  is  pretty  good,"  Feng  reports.  "M;  i 
life  was  saved." 

After  struggling  for  years  to  get  its  prod 
uct  approved  in  the  U.S.,  VTI  may  be  on  th 
verge  of  a  breakthrough  thanks  to  patient 
like  Feng.  In  America,  the  company  ha< 
trouble  finding  enough  people  to  partici  if 
pate  in  its  clinical  trials.  But  that' s  not 
problem  in  China,  where  authorities  esti 
mate  there  could  be  130  million  hepatiti 
B  patients  and  carriers— a  number  large 
than  the  combined  populations  of  Britai 
and  France.  Many  are  poor  farmers  an 
workers  desperate  for  medical  attentior 
"You  just  don't  have  this  [pool]  in  th 
U.S.,"  says  Terry  E.  Winters,  a  Welsh-bor 
biochemist  who  is  VTI's  chairman. 

China's  immense  patient  population  ijjj 
suffering  from  cancer,  diabetes,  cardiovaj 
cular  illnesses,  and  a  whole  range  of  infec 
tious  diseases  have  captured  the  attentio 
of  drug  and  medical  device  companie 
across  Europe  and  America.  They  are  e) 
panding  research  and  testing  facilities  i 
China,  not  only  because  costs  are  low  an 
it  is  relatively  easy  to  recruit  patients,  bi 
also  because  Beijing  insists  new  drugs  t 
tested  locally  before  going  on  sale. 

Many  Western  dru  [  i 
companies  have  had  r<  i  a 
search  bases  in  Chir  ] 
since  the  1990s.  Bi  j 
the  past  12  montl  I 
have  seen  a  flurry  i    » 
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FENG  Back 
at  work  after 
experimental 
liver  therapy 
from  VTI 
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lew  activity.  In  May  of  last  year,  As- 
:raZeneca  PLC  committed  $100  million 
n  new  research  spending,  much  of  it 
earmarked  for  cancer.  In  November,  No- 
rartis  announced  plans  for  a  $100  mil- 
ion  research  and  development  center 
n  Shanghai.  And  Eli  Lilly  &  Co.  has  35 
Tials  under  way  involving  thousands  of 
patients.  The  company  will  enroll  twice 
is  many  patients  this  year  as  in  2006— 
some  in  trials  that  would  be  hard  to  fill  in 
ie  U.S.,  says  Dr.  Steven  M.  Paul,  Lilly's 
executive  vice-president  for  science  and 
zechnology.  "We  can  do  these  very  safely 
ind  quickly  in  China." 

MORAL  QUANDARY 

TRIALS  RUN  BY  WESTERN  companies 
bring  big  benefits  to  China.  Patients  gain 
access  to  "cutting- edge  medical  prod- 
ucts," says  Beat  Widler,  head  of  clinical 
quality  at  Swiss  pharma  giant  Roche, 
which  invested  more  than  $50  million 
on  its  Chinese  operations  last  year.  At 
the  same  time,  he  adds,  Chinese  doctors, 
nurses,  and  research  staff  "improve  their 
understanding  of  trial  methodology." 

Yet  working  inside  China's  sprawling, 
often  under-supervised  health-care  system 
may  raise  complex  ethical  questions.  In 
the  past,  Chinese  medical  authorities  have 
greenlighted  risky  experiments,  includ- 
ing stem  cell  injections  and  treatments 
that  involve  altering  the  patient's  genes. 
Moreover,  people  recruited  into  trials  don't 
always  understand  what  they  have  signed 
up  for,  but  they  rush  to  join  because  it  may 
be  their  only  chance  to  see  a  doctor. 


Partly  because  of 
pressure  from  Western 
doctors  and  health-care 
companies,  the  govern- 
ment has  been  trying 
to  clarify  the  ethical 
ground  rules.  One  of 
the  harshest  criticisms 
leveled  against  China 
is  that  it  tolerates  traf- 
ficking in  human  or- 
gans, some  of  which 
are  harvested  from  ex- 
ecuted prisoners.  West- 
ern medical  companies 
haven't  been  implicat- 
ed in  the  organ  trade, 
but  their  products  are 
widely  used  to  treat 
transplant  patients, 
including  "medical 
tourists"  who  come  to 
China  to  undergo  such  procedures. 

Roche,  for  example,  sells  a  popular 
drug  used  to  suppress  the  immune  sys- 
tems of  patients  receiving  organ  trans- 
plants. The  drug,  CellCept,  is  a  lifesaver, 
but  figuring  out  who  gets  access  to  it 
can  be  complicated.  "In  the  area  of 
transplants,  we  have  involved  external 
groups  of  ethicists  to  help  come  up  with 
provisions  that  are  clear  and  transpar- 
ent," says  Roche's  Widler.  Other  compa- 
nies choose  to  keep  their  distance.  The 
transplant  issue  "absolutely  hinders 
some  companies  that  desire  to  interact 
in  a  strong  way  with  China,"  says  Dr. 
J.  Michael  Mills,  a  transplant  special- 
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ist  from  the  University  of  Chicago  who 
is  advising  Chinese  regulators  on  new 
guidelines  in  this  area.  In  May,  Beijing 
imposed  a  ban  on  trading  in  human 
organs.  Dr.  Duan  Zhongping,  vice-presi- 
dent of  Beijing  Youan  Hospital,  says  he 
has  witnessed  a  big  drop  in  the  number 
of  transplants  in  the  past  year. 

OVERSTRETCHED 

BUT  THESE  STEPS  don't  address  all  the 
concerns  of  foreign  pharmaceutical  exec- 
utives developing  products  in  China.  They 
often  point  out  that  clinical  trials  get  tied 
up  in  red  tape.  "It's  a  rather  opaque  pro- 
cess," says  Mark  Engel,  chairman  of  Excel 
PharmaStudies  Inc.,  which  runs  trials 
in  China  for  major  drug  companies.  Dr. 
Cezary  Statuch,  executive  medical  director 
for  global  medical  affairs  at  Bristol-Myers 
Squibb  Co.  in  China,  says  the  country's 
overstretched  medical  system  leaves  Chi- 
nese doctors  with  little  time  to  do  trials 
well.  "It's  done  on  top  of  their  ward  job," 
he  says.  "They  see  100  patients  a  day  and 
do  this  on  their  lunch  break." 

Despite  such  hurdles,  running  clinical 
trials  for  novel  drugs  and  devices  has  be- 
come a  growth  industry.  A  new  study  by 
A.T.  Kearney  Inc.  reports  that  China  has 
surpassed  India  and  Russia  as  the  top 
overseas  choice  for  clinical  trials  among 
major  drug  companies.  China's  advan- 
tages are  "compelling,"  says  Kearney 
Vice-President  Carol  Cruickshank. 

Much  of  the  appeal  comes  down  to 
money.  Running  a  trial  in  China  may  cost 
as  little  as  15%  of  what  a  company  would 
pay  in  the  West,  says  Reenita  Das,  Asia- 
Pacific  vice-president  for  health  care  at 
consulting  firm  Frost  &  Sullivan  Inc.  In  the 
case  of  VTI,  maker  of  the  artificial  fiver  that 
helped  Feng,  the  trial  costs  about  $15,000 
per  patient,  vs.  $50,000  in  the  U.S.  The 
decision  to  run  the  tests  in  Beijing  was  "a 
no-brainer,"  says  VTI  Chairman  Winters. 
"China  beckons."  ■ 

-With  Michael Arndt  in  Chicago 
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Plus  low-carbon 
leaders  that  "get  It" 


Climate  — both  natural  and  commercial  — means 
everything  when  it  comes  to  the  growth  of  investment 
in  low-carbon  energy  technologies  over  the  last  few 
years.  Of  the  major  greenhouse  gases  that  contribute 
to  global  climate  change,  carbon  dioxide  (CO2) 
accounts  for  most  of  the  recent  increase  in  the  heat- 
trapping  ability  of  the  atmosphere.  ■■■ 
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Human-produced  emissions  have  resulted  in  C02 
concentrations  that  exceed  pre-industrial  levels  by  a  third. 
Of  all  human  activities  contributing  to  the  increase,  fossil 
fuel  combustion  is  estimated  to  account  for  more  than  half 
Ithe  greenhouse  warming  caused  by  people. 

Leaving  a  smaller  carbon  footprint  has  rapidly  become 
the  goal  of  companies  large  and  small.  Since  the  turn  of 
the  millennium  (and  especially  within  the  last  36  months), 
changes  in  the  global  and  business  climates  have  driven 
interest  and  investment  in  energy  production  via  lower- 
carbon  technologies  and  processes,  including  renewable 
energy,  intelligent  grid  management,  distributed  generation, 
;and  ever-cleaner  fossil  fuels.  "Our  society  is  waking  up 
to  the  notion  that  to  build  a  low-carbon  future  requires  a 
whole  range  of  products  and  services,"  says  Christopher 
Hunt,  who  heads  BP's  power  generation  business.  "The 
magnitude  of  impact  on  the  broader  economy  in  terms  of 
the  type  and  number  of  new  businesses  that  will  be  needed 
to  support  a  low-carbon  world  is  far  greater  than  anyone 
ever  anticipated." 

The  need  for  more  and  better  is  driving  government 
and  industry  to  develop  a  portfolio  of  low-carbon  tech- 
nologies for  electricity  generation  and  distribution  and, 
in  turn,  opening  up  new  opportunities.  What  very  recently 
was  a  business  space  entered  into  only  by  the  adventurous 
and  visionary  has  become,  due  to  an  inflection  point  in 
environmental  and  national  security  concerns,  a  major 
business  opportunity  for  a  much  broader  population 
of  entrepreneurs  and  investors.  Moreover,  governments 
are  finding  that  a  lower-carbon  life  and  good  business 
can  indeed  go  together.  "Spain  has  reduced  its  carbon 
dioxide  emissions  by  more  than  4%  in  the  last  year," 
says  Enrique  Alejo,  trade  commissioner  of  the  Chicago 
Trade  Commission  of  Spain.  "This  was  achieved 
when  the  economy  grew  3.9%,  clearly  demonstrating 
Spain's  ability  to  become  more  efficient  in  terms  of 
energy  consumption." 

Many  businesses  are  showing  their  eagerness  to  put 
money  into  clean  energy  and  low-carPon  investments  by 
urging  Congress  to  pass  climate-change  legislation  that 
clarifies  the  investment  outlook.  Low-carbon  has  become 
a  high-stakes  business. 

Using  It  Without  Losing  It 

Companies  of  all  sizes  are  riding  a  wave  of  optimism  and 
investment  in  renewable  energy.  The  International  Energy 
Agency  predicts  (conservatively,  say  many)  that  $1  trillion 
will  be  invested  in  renewable  energy  by  2030.  Much  of  that 
investment  will  come  from  companies  that  "get  it,"  such 
as  those  listed  in  our  sidebar  to  the  right.  BP's  Hunt  says 
that  achieving  an  energy  mix  that  includes  20%  renewables 
within  the  next  20  years  will  require  much  technological 
advance  and  efficient  use  of  capital:  "I'm  bullish  on  the 
future  of  renewable  energy,  but  we  need  more  technologies 


BP  An  increasing  amount  of  this  energy  multinational's 
business  is  made  up  of  low-carbon  solutions,  including 
natural  gas,  solar,  wind,  and  even  hydrogen.  In  2005, 
BP  received  the  "Low  Carbon  Leader"  award  from  the 
Climate  Group  for  its  leadership  on  climate  change. 

FedEx  With  its  chairman  and  founder,  Fred  Smith, 
co-chairing  the  Energy  Security  Leadership  Council, 
FedEx  has  taken  a  stand  on  higher  standards  for  vehicle 
fuel  efficiency,  incentives  to  manufacture  hybrid-electric 
vehicles  in  the  U.S.,  and  funding  for  research  on 
alternative  fuels. 

Oakland  International  Airport  /  Port  of  Oakland  This 
transportation  hub's  achievements  include  increasing  the 
use  of  alternative  fuel  vehicles,  applying  for  LEED  certifi- 
cation for  its  $300  million  improvement  project,  developing 
a  recycling  program,  and  working  with  FedEx  to  install  a 
solar  power  system  on  the  roof  of  its  airport  facility. 

Pacific  Gas  and  Electric  Co.  PG&E  has  added  renew- 
able electric  power  resources  to  its  supply  of  delivered 
power,  developed  innovative  customer  energy-efficiency 
programs,  and  built  the  largest  natural-gas  utility  fleet  in 
the  nation.  PG&E  remains  committed  to  reducing  waste 
streams  and  using  resources  more  efficiently. 

Southwest  Windpower  This  Flagstaff-based  company 
is  leading  the  charge  in  small,  residential  wind  energy.  Its 
new  Skystream  generator  was  designed  in  conjunction  with 
the  National  Renewable  Energy  Laboratory  and  provides 
utility-connected  wind  energy  for  the  home  or  business. 

3TIER  This  Seattle-headquartered  company  provides 
core  weather  data  for  investors  making  moves  into  wind, 
solar,  and  hydro  projects.  It  uses  a  sophisticated  computer 
modeling  system  to  provide  the  crucial  time-dependent 
information  required  by  renewable-energy-project 
operators,  developers,  financiers,  marketers,  and  others. 

Timberland  This  company's  environmentally  friendly 
packaging  asks,  "What  kind  of  footprint  will  you  leave?" 
It  places  a  "nutrition  label"  on  shoeboxes  that  tells  con- 
sumers how  much  energy  was  needed  in  their  manufacture 
and  the  amount  of  Timberland's  energy  generated  from 
such  renewable  resources  as  the  sun,  wind,  or  water. 

Verdant  Power  Based  in  New  York,  Verdant  Power  is 
one  of  a  new  breed  of  companies  looking  to  harness  the 
power  of  oceans,  rivers,  and  streams.  Verdant's  technology 
of  "free  flow"  power  generates  dam-less  hydroelectric 
power  from  the  kinetic  energy  present  in  flowing  water. 

Wal-Mart  Both  as  a  consumer  of  green  and  clean 
energy  and  a  retailer  making  commitments  to  the 
environment,  Wal-Mart's  company  goals  include  increas- 
ing the  efficiency  of  its  corporate  vehicle  fleet,  reducing 
energy  consumption  in  its  stores  by  30%,  and  investing 
$500  million  in  sustainability  projects. 

The  companies  above  were  selected  by  independent  consultants 
and  the  Energy  Series  2007  Board  of  Advisors.  The  selection 
process  did  not  involve  BusinessWeek  editors  or  staff. 
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What's  Your  Sign?  Governments  are  investing  in 
solar,  hydrogen,  and  wind  technologies  with  the  goal  of 
energy  independence  and  a  cleaner  environment. 


to  rely  on  that  aren't  there  today.  We  need  improve- 
ment and  acceleration,  and  that  means  many  waves 
of  advance." 

That's  why  for  all  the  talk  of  energy  independence, 
industry  and  policy  leaders  understand  that  the  energy 
Pusiness  is  made  up  of  global  players  delivering  power 
to  local  consumers.  Boardrooms  around  the  world 
are  answering  the  needs  of  living  rooms  from  Berlin  to 
Bakersfield,  and  governments  in  many  countries,  including 
Germany,  Great  Britain,  Japan,  Brazil,  and  Denmark,  are 
supporting  the  effort.  For  instance,  with  some  of  the  largest 
wind-energy  producers  in  the  world,  Spain  finds  itself  in 
the  forefront  of  the  global  wind  market  and  a  major  world 
center  for  the  photovoltaics  market.  "Spanish  companies  are 
expected  to  invest  about  $1  billion  in  solar  power  stations 
over  the  next  three  years,"  says  Alejo.  "That  is  a  true  testa- 
ment to  the  country's  unwavering  dedication  to  the  industry." 

The  global  nature  of  energy  is  actually  helping  renew- 
ables.  In  2006,  high  oil  and  gas  prices  and  the  increased 
efficiency  of  evolving  technologies  further  reduced  the 
price  premium  for  renewable  energy,  whether  for  biofuels 
or  solar  power.  Ethanol  has  become  the  favorite  of  biofuels 
advocates,  and  the  number  of  fueling  stations  offering 
the  corn-based  fuel  has  nearly  tripled  in  12  months. 
Increasing  concern  about  energy  security,  global  warming, 
and  other  environmental  degradation  has  made  renew- 
able energy  even  more  attractive  to  all  points  on  the  supply 
and  demand  chain.  Companies  coming  into  the  renewable 
space  include  solar  services  firms  offering  turn-key  power 
solutions  to  "flat  roof"  customers  such  as  national  retailers, 
manufacturers  of  on-site  power  generators  based  on  ambient 
resources,  and  non-U. S.  firms  purchasing  or  creating 
strategic  alliances  with  U.S.  renewable  energy  companies. 

On  the  investment  side,  venture  investment  is 
approaching  the  $3  billion  mark,  and  many  companies 
are  investing  in  or  reorienting  their  businesses  toward 


renewables.  In  fact,  according  to  Clean  Edge,  a  research 
and  technology  company  in  San  Francisco,  over  the  last 
seven  years  venture  investments  in  energy  technologies 
have  increased  from  less  than  1  %  of  total  investments  to 
nearly  10% — while  utilities,  energy  companies,  and  other 
traditional  energy  industry  players  broaden  their  portfolios 
to  include  renewable  energy. 

Meantime,  non-governmental  groups  are  joining  to 
move  renewables  into  the  mainstream.  In  September  2006, 
former  President  Clinton  announced  the  launch  of  an 
investment  fund  expected  to  raise  more  than  $1  billion  for 
renewable  energy.  The  Green  Fund  will  focus  on  reducing 
dependence  on  fossil  fuels,  creating  jobs,  cutting  pollution, 
and  helping  to  reduce  global  warming,  all  while  making 
a  profit.  Clinton  made  the  announcement  at  the  Global 
Initiative  Conference,  a  day  after  British  mogul  Richard 
Branson  pledged  $3  billion  to  battle  global  warming. 

On  the  government  side,  for  2008  the  Bush  Adminis- 
tration requested  $1 .2  billion  be  allocated  to  the  Office  of 
Energy  Efficiency  and  Renewable  Energy — up  $60  million, 
or  5%,  from  2007.  The  budget  also  calls  for  expansion  in 
key  energy  programs  that  focus  on  developing  clean  and 
renewable  energy  including  the  Solar  America  Initiative 
($148  million),  hydrogen  technology  ($213  million),  and 
wind  projects  ($40  million).  The  new  budget  would  also 
allow  the  U.S.  Department  of  Energy  to  guarantee  up  to 
$1  billion  in  loans  for  projects  using  new  technologies  for 
electric  transmission  facilities  or  renewable  power  generation 
systems.  One  example  of  the  government's  alternative 
energy  push  includes  an  effort  to  develop  advanced  wind- 
energy  technologies  that  can  compete  with  conventional 
forms  of  electricity.  "In  2005,  the  United  States  installed 
more  new  wind  energy  capacity  than  any  other  country 
in  the  world,"  says  DOE  Assistant  Secretary  for  Energy 
Efficiency  and  Renewable  Energy  Andy  Karsner.  "We  are 
eager  to  see  wind  become  a  more  integral  part  of  our 
nation's  energy  mix." 

Managing  the  Grid 

Because  the  world  is  increasingly  concerned  about  the 
price,  availability,  and  environmental  consequences  of 
high-carbon  energy,  the  electric  power  system  is  ripe  for 
a  profound  transition.  From  blackouts  to  the  need  to  feed 
in  power  from  multiple  points,  experts  agree  that  the  U.S. 
electric  power  grid  is  dangerously  fragile  and  inefficient. 
Smart — or  smarter — grid  management  will  be  required  in 
order  to  meet  the  challenges  of  the  U.S.  energy  future. 
There  are  major  technical,  regulatory,  and  commercial 
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and  trading  of  low-carbon  power,  BP 

win-win. 

Alternative  Energy,  a  new  BP  business 
focused  on  delivering  cleaner  energy, 
is  building  for  the  future  today.  By 
investing  $8  billion  over  10  years  on      V 

solar,  wind,  hydrogen,  and  natural  gas    K 

Energy  security  begins  at  home.  We're  investing  $15  billion 

and  cogeneration  energy  solutions, 

BP  Alternative  Energy  intends  to  make   i 

over  the  next  decade  to  find  and  produce  new  energy  supplies 

low-carbon  power  the  center  of  a 

in  the  Gulf  of  Mexico.  We're  also  investing  up  to  $4.6  billion 

viable  business  strategy. 

in  Wyoming  and  in  Colorado's  San  Juan  Basin  to  increase 
production  of  clean  burning  natural  gas. 
It's  a  start. 

The  company  has  initiated  several 
critical  projects  that  will  generate  powe 
in  cleaner,  greener  ways.  In  California      *e- 

and  in  the  U.K.,  BP  Alternative  Energy    -; 

is  developing  hydrogen  power  projects   •; 

that  will  use  natural  gas  and  petroleum    f 

coke,  a  byproduct  of  the  oil  refining 

bp 

business,  to  produce  carbon  dioxide      L 

and  hydrogen.  The  hydrogen  from 

the  project  in  California  will  be  used  to     ^ 
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power  500  megawatts  of  new  capacit    L 
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-enough  for  some  325,000  homes. 
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The  carbon  dioxide  will  be  sequesterei 

and  permanently  stored  underground 

in  deep  geological  formations. 

beyond  petroleum® 

BP  also  has  created  one  of  the 
industry's  largest  wind  development 

portfolios.  Five  wind  power  generatior 
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projects  scheduled  to  begin  constructic 

BP  has  been  capturing  and 

ng  around  one  million  tons  of 
)02  a  year  at  the  In  Salah  gas 
ield  in  Algeria. 

this  year  will  deliver  a  combined 
generation  capacity  of  approximately 
550  megawatts  across  three  conti- 
nents, and  BP  has  up  to  100  ongoing 
additional  projects  that  will  substantially 
increase  its  capacity  every  year  for 
the  foreseeable  future.  BP  is  also  on 
target  to  meet  its  promise  to  triple  its 
solar  capacity  in  the  next  three  years. 

Yet  BP  is  not  going  it  alone.  Recog- 
nizing that  fossil  fuels  are  necessary 
to  support  global  economic  growth, 
BP  is  partnering  with  companies  on 
gasification,  carbon  capture,  and 
sequestration  technologies  to  reduce 
carbon  dioxide  emissions  and  make 
low-carbon  power  efficient,  reliable, 
and  economical. 

"Building  a  low-carbon  power  future 
requires  action  today,"  explains 
Christopher  Hunt,  head  of  the  BP 
power  generation  business.  "With  so 
many  new  technology  advances, 
we  are  proud  to  be  in  the  position  to 
lead  the  energy  industry  toward  a 
cleaner  environment." 


This 

investment 
is  a 


BP  is  investing  in  wind  to  provide  cleaner  electricity.  Our 
wind  power  project  in  Colorado,  to  be  completed  this  year,  is 
expected  to  generate  enough  electricity  to  power  120,000  homes. 
When  operating,  wind  power  produces  zero  carbon  emissions. 
It's  a  start. 


beyond  petroleum 
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implications  of  connecting  significant  amounts  of  distrib- 
uted (on-site)  generation — like  solar  panels  or  hydrogen 
fuel  cells — to  the  national  electric  grid  and  managing  the 
addition  of  such  energy  at  both  the  local  and  system  level. 
Investors  are  taking  a  closer  look  at  the  entire  elec- 
tricity distribution  chain,  from  point  of  generation  to  point 
of  use.  Sector  deregulation,  antiquated  systems,  real-time 
pricing  demands,  the  need  to  increase  grid  efficiency,  and 
the  clamor  for  lower-carbon  system  inputs  are  driving 
increased  activity  among  those  who  see  great  profits  to 


are  conventionally  financed,  leased,  and  serviced." 

DG  technologies  and  processes  enable  energy  users 
to  generate  electricity  for  themselves  and  send  surplus 
electrical  power  back  into  the  grid.  Heat  can  also  be 
produced  and  even  shared  via  a  distributed  heating  grid. 
DG  combined  heat  and  power  (CHP)  systems  are  very 
efficient,  turning  up  to  90%  of  the  fuel  they  consume  into 
electricity.  Two  simple  examples  of  modern  DG  power 
systems  are  a  residential  solar  power  installation  and  a 
commercial  hydrogen-fuel-cell  system. 


Bright  Ideas  on 
Following  Through 

Investors  are  looking 
closely  at  not  only  gener- 
ating solar  and  hydrogen 
power,  but  how  it  is 
regulated  and  dispersed. 


be  had  in  rewiring  the  grid.  The  grid  of  the  future  will  be 
made  up  of  sensors  and  switches  giving  system  operators 
the  ability  to  monitor  and  manage  issues  that  might 
otherwise  cause  outages  or  blackouts. 

Distributing  the  Power  Responsibility 

The  World  Wide  Web  is  a  perfect  example  of  such  distrib- 
uted system  management.  Using  a  system  spread  among 
nodes  rather  than  concentrated  in  a  few  locations  reduces 
system  vulnerability  and  the  potential  of  a  system-wide 
shutdown.  Distributed  generation  of  power  (DG)  refers  to 
electricity  production  at  or  near  the  point  of  use — on  the 
grid  and  off — regardless  of  size,  technology,  or  fuel  used. 

DG  power  generation  includes  high-efficiency 
cogeneration  of  heat,  power,  and  cooling  (from  large 
industrial-scale  plants  to  micro  residential  systems),  on-site 
renewable  energy  (including  solar  photovoltaics,  biomass, 
and  on-site  wind  generation),  and  energy  recycling  systems 
powered  by  waste  gases,  waste  heat,  and  pressure  drops 
to  generate  electricity  and/or  useful  thermal  energy  on  site. 
"What's  most  interesting,"  says  Scott  Sklar,  president  of 
Washington,  DC-based  consultancy  The  Stella  Group,  "is 
that  as  the  space  matures,  companies  are  beginning  to 
offer  standardized,  modular  products  which  can  be  plopped 
and  dropped  anywhere  for  on-site  power  production,  and 


The  idea  of  distributed  power  generation  is  gaining 
traction,  although  experts  see  risks  in  a  system  vulnerable 
to  disruption  and  destruction.  They  also  cite  the  fact  that 
the  global  efficiency  of  the  electricity  sector  is  less  than 
35%  and  point  to  inefficiencies  of  centralized,  fossil-fired 
plants  when  selling  the  idea  of  DG.  Advocates  of  DG 
argue  that  such  plants  are  unable  to  put  heat  to  use,  thus 
wasting  50%  to  70%  of  their  fuel  energy. 

One  such  enterprise  creating  self-contained  products 
for  on-site  power  generation  is  SkyBuilt  Power,  an  Arlington 
(VA)-based  company  that  has  gained  international  attention 
from  investors  and  potential  customers  alike  for  its  mobile 
power  station.  The  MPS  is  a  complete  power  station  in  a 
standard  shipping  container.  Transported  by  truck,  train, 
or  plane,  the  MPS  employs  solar  panels  and  wind  turbines 
to  self-generate  multiple  kilowatts  of  power  using  nothing 
more  than  ambient  resources — anywhere  on  earth.  "I  call 
it  the  clean,  green  power  machine,"  says  Dave  Muchow, 
SkyBuilt's  president.  "Generating  clean,  renewable  power 
on  site  defines  low-carbon  power  generation." 

Future  Fossils 

Private  and  public  interests  are  marching  together  to 
develop  technologies  and  processes  for  generating 
cleaner  power  from  the  large  and  geographically  wide- 
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Spain  is  a  country  that  enjoys  high  standards  of  well-      Spain  currently  has  the  second  largest  installed  wind 
beingandqualityoflife.lt  is  a  reflection  of  a  first-rate  level      power  capacity  in  the  world  (*),  and  is  one  of  the  most 
of  socio-economic  development.  Spanish  businesses      advanced  countries  in  the  renewable  energy  sector, 
are  very  aware  of  environmental  and  sustainability 
issues  and  are  also  outstanding  in  their  achievements  in 
technological  research  and  development. 

Spain  is  the  world's  second  largest  producer  of  windpower.* 

(*)  Source:  EWEA  (European  Wind  Energy  Association).  Data:  2005 


espaha,  technology  for  life. 


www.spainbusiness.com 
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spread  resource  base  available  in  the  form  of  fossil  fuels. 
After  150  years,  fossil-fuel-based  technologies  are  increas- 
ingly efficient,  reliable,  and,  in  the  current  energy  economy, 
affordable.  Fossil  energy  supplies  more  than  80%  of  the 
world's  energy  needs,  and  the  infrastructure  that  exists  for 
converting  black  rocks,  sticky  liquids,  and  invisible  gases  into 
electricity  ensures  fossil  dominance  for  some  time  to  come. 

The  difficulty  lies  in  the  need  to  find  ways  of  cutting 
greenhouse  emissions  without  affecting  the  growing  demand 
for  energy,  in  both  developed  and  developing  countries.  In 
the  past  20  years,  a  number  of  processes  have  been  intro- 
duced to  capture  the  pollutants  trapped  in  coal  before  the 
impurities  can  escape  into  the  atmosphere.  The  DOE  says 
today's  technology  can  filter  out  99%  of  particulate  matter 
and  remove  95%  of  acid  rain  pollutants.  New  technologies 
also  exist  that  cut  back  on  the  release  of  carbon  dioxide 
by  burning  coal  more  efficiently.  The  family  of  energy  sys- 
tems called  "clean  coal  technologies"  represents  more  than 
$6  billion  in  public  and  private  investment  in  cleaning  up 
the  largest  non-renewable  energy  resource  in  the  U.S. 

Natural  gas,  which  for  many  years  was  thought  so 
worthless  as  to  be  burned  off,  provides  20%  of  U.S. 
energy  today.  Cleaner-burning  than  coal,  natural  gas  is 
either  burned  in  a  boiler  to  produce  steam  for  turning  a 
turbine,  or  in  a  "combined-cycle"  process,  in  which  the  gas 
is  burned  in  a  combustion  turbine  whose  exhaust  is  then 
used  to  make  steam  to  drive  a  turbine.  Combined-cycle 
technology  achieves  a  higher  efficiency  by  using  the  same 
fuel  source  twice.  While  burning  natural  gas  at  a  power 
plant  does  produce  nitrogen  oxide  and  carbon  dioxide,  it 
does  so  in  lower  quantities  than  burning  coal  or  oil,  and 
with  less  particulate  matter. 

Natural  gas  in  the  form  of  LNG,  or  liquefied  natural  gas, 
is  an  increasingly  important  part  of  the  U.S.  energy  pie 
and  natural  gas  mix.  In  fact,  19%  of  the  country's  electricity 
generation  is  based  on  LNG.  While  the  DOE  projects  that 
by  2030  there  will  be  a  significant  gap  between  demand 
and  supply  of  natural  gas  in  the  U.S.,  a  good  portion  of  the 
shortfall  will  be  filled  by  LNG.  In  2005,  LNG  made  up  only 
2.8%  of  the  natural  gas  supply,  but  the  DOE  estimates  that 
by  2030,  that  number  could  reach  16%.  Power  plants  are 
leading  the  increased  use  of  natural  gas,  with  more  than 
90%  of  new  plants  using  it. 

Many  experts  believe  that  Americans  will  be  able 
to  have  both  energy  production  and  environmental  pro- 
tection at  the  same  time  if  cleaner  fossil-fuel  technologies 
are  fully  employed.  "We  cannot  meet  the  world's  energy 
demands  right  now  without  a  heavy  reliance  on  fossil  fuels," 
says  BP's  Hunt.  "But  we  need  to  figure  out  how  to  use 
them  in  as  environmentally  benign  a  v.      as  we  can.  We 
see  the  benefit.  We  see  the  opportunity.  It's  important  that 
we  get  moving  and  start  pushing  to  make  it  happen,  as  a 
company,  an  industry,  and  a  society." 
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leCorporation  I  Retai 


s  Federated  as 
:lush  as  It  Looks? 

l  little  digging  into  the  numbers  tells  a  very 
ifferent  postmerger  story 


f  ROBERT  BERNER 

EVER  SINCE  FEDERATED 
Department  Stores  Inc.  ac- 
quired May  Department 
Stores  in  August,  2005, 
Wall  Street  has  cheered  the 
creation  of  the  retail  colos- 
sus. Investors  have  taken 
[art  in  the  company's  rising  free  cash 
iw— the  cash  from  operations  left  over 
:er  investments  back  into  the  business, 
iiticipation  of  large  cost  savings  and 
preased  market  share  has  helped  fuel 
\\3%  rise  in  shares  since  the  deal's  an- 
juncement  in  February,  2005.  Even  a 
prtfall  in  first-quarter  earnings,  report- 
on  May  16,  and  weak  results  from  old 
fry  stores  haven't  dampened  the  enthu- 
|sm.  Says  Federated  CEO  Terry  J.  Lund- 
j:n  (page  76):  "The  merger  is  not  just 
jing  well.  It's  going  extremely  well." 


A  hard  look  at  same-store  sales  and 
cash-flow  numbers,  however,  shows  that 
it  may  be  too  soon  for  rejoicing.  Much 
of  Federated's  cash  flow  stems  from  the 
$4.4  billion  windfall  it  got  when  the 
retailer  sold  its  credit-card  portfolio  to 
Citigroup  in  a  series  of  transactions  in 


2005  and  2006  (chart).  While 
Federated's  net  income  fell  29% 
last  year,  to  $995  million,  largely 
because  of  acquisition  costs,  cash 
flow  from  operations  soared,  more 
than  doubling  from  2004's  $1.5 
billion.  But  exclude  the  receivables 
sales  to  Citigroup  and  make  ad- 
justments for  the  May  acquisition, 
and  operating  cash  rose  just  $2.2 
billion  last  year  and  $1.5  billion 
in  2005.  That's  much  less  than 
the  $3.7  billion  and  $4.1  billion, 
respectively,  that  a  quick  glance 
at  Federated's  cash-flow  statement 
shows.  "My  concern  is  that  cash 
flow  is  being  driven  by  the  liquida- 
tion of  receivables  that  is  not  go- 
ing to  recur,"  says  Jeremy  Perler, 
a  retail  analyst  at  the  Center  for 
Financial  Research  &  Analysis,  a 
forensic  accounting  firm. 

Federated's  calculations  show 
its  free  cash  flow  up  slightly  in 
both  2005  and  2006,  even  after 
stripping  out  the  $4.4  billion.  Says 
Chief  Financial  Officer  Karen  M. 
Hoguet:  "The  company  has  continued  to 
produce  very  strong  cash  flow,  and  it  has 
allowed  us  to  return  significant  value  to 
shareholders." 

Same-store  sales  numbers,  a  vital 
metric  of  retail  performance,  are  also 
murky.  Since  the  completion  of  the  $5-3 
billion  deal,  Lundgren  has  remade  the 
May  chain,  closing  some  outlets  and 
converting  the  rest  into  Macy's  stores.  By 
the  time  the  closures  were  done,  Federated 
had  added  400  stores,  bringing  its  total 
to  858.  But  the  owner  of  Macy's  and 
Bloomingdale's  has  offered  little  precise 
detail  on  the  performance  of  former 
May  stores.  Until  this  February,  it  didn't 
include  those  locations  in  its  calculation 
of  sales  at  stores  open  at  least  a  year— a 
critical  measure  of  performance. 

Edward  Weller,  an  analyst  at 
San  Francisco-based  ThinkEquity 
Partners,  believes  leaving  out  the 
weaker-performing  May  stores  boosted 


FLEETING  CASH  FLOW? 

At  first  glance,  the  spike  in 
Federated's  free  cash  flow  is 
impressive.  But  subtract 
one-time  windfalls — primarily 
the  $4.4  billion  in  cash  it  got  from 
the  sales  of  its  credit-card  portfolio 
to  Citigroup  over  2005  and  2006- 
and  the  increase  disappears. 


NOTE:  CASH  GENERATED  BY  OPERATIONS,  MINUS 
CAPITAL  EXPENDITURES  AND  SOFTWARE  COSTS 


Data:  Company  reports,  BusinessWeek  calculations 
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It's  about  money. 

Earning  it.  Investing  it. 

Spending  it. 
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airing  May  19  &  20: 
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Bakery  With  a  Conscience:  Learn  how 
Dancing  Deer  Bakery  provides  IRA  plans  to 
employees,  donates  35%  of  proceeds  to 
charity,  and  still  manages  to  make  a  profit. 

Destination  CEO:  Take  a  page  from  Mackey 
McDonald,  who  turned  VF  Corporation  into 
one  of  the  world's  biggest  apparel  makers. 

New  Golf  Gear:  Hit  the  green  with  the  latest 
high-tech  equipment,  from  adjustable  putters 
to  club  shafts  made  with  nanotechnology. 
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Federated's  same-store  performance  k 
year.  Since  it  started  including  the  M 
stores,  Federated's  results  show  month 
same-store  sales  rising  an  average  0.4 
through  April,  down  from  a  7.2%  avera; 
gain  in  the  prior  three  months,  whi 
May  stores  were  excluded.  A  Federate 
spokesman  says:  "We  have  provided  ; 
appropriate  level  of  detail."  CFO  Hogu 
says  Federated  didn't  break  out  tl 
earlier  numbers  because  its  same-sto 
definition  includes  only  stores  it  h 
operated  for  one  fiscal  year,  and  the  fb 
full  year  was  2006.  The  approach,  whi 
a  legitimate  choice,  may  not  provide  tl 
most  clarity  for  investors.  It  contrasts,  f 
instance,  with  the  approach  of  rival  Bo 
Ton  Stores  Inc.,  which  broke  out  sam 
store  results  for  its  Carson's  acquisitk 
in  the  first  quarter  after  its  2006  de; 
Federated  says  it's  not  an  apples-t 
apples  comparison,  since  Bon  Ton  ke 
Carson's  a  separate  company. 


UNDERSPENDING  TROUBLES 

THE  MURKY  FINANCIALS  could  be  t 
concern  for  investors  because  Federate 
has  recendy  boosted  capital  spending 
ter  lagging  rivals  for  several  years.  Fro|m 
2003  to  2005,  BusinessWeek's  calculatio: 
show  that  it  spent  well  below  depr 
ciation  levels,  the  benchmark  for  sin! 
ply  maintaining  assets.  Macy's  rivals  J, 
Penney  and  Kohl's  spent  much  more  thi|ti 
depreciation.  In  2005,  Penney's  depreci 
tion  was  $372  million,  and  it  spent  $5; 
million  in  outlays.  For  Kohl's,  depreciiN 
tion  was  $340  million  and  expenditure  tiat 
were  $828  million.  Last  year,  FederaW  tee 
doubled  capital  spending,  to  $1.4  billio  !  lani 

Federated  counters  that  it  is  not  u   re 
derspending  at  all.  It  says  that  "markii 
to  market"  the  stores  it  acquires— reaJ 
sessing  their  value  in  light  of  curre 
market  conditions— raises  the  value 
its  assets  and  thus  increases  depreciatk 
costs.  Georgia  Tech  accounting  profit  :fer 
sor  Charles  W.  Mulford,  who  studi 
retailers,  observes,  however,  that  the  ne 
higher- asset  value  is  a  more  accurate  rfsin 
flection  of  replacement  costs. 

Federated  prefers  to  calculate  capit  He 
expenditures  as  a  percentage  of  sales.  11$  to 
that  measure,  it  spent  2.9%  of  sales  < 
capital  improvements  in  2005,  about  ti 
same  as  Penney.  Sleepy  rival  Dillard's  Ir, 
spent  more,  at  6%.  In  2006,  Federatec  | 
outlay  was  5%. 

Getting  a  true  handle  on  Federatec 
performance  is  difficult.  But  one  thing 
certain:  Federated  can't  count  on  mo  lot 
help  from  one-time  events  such  as  cred  tost 
card  sales.  Now  it's  up  to  the  May  acqv 
sition  to  deliver.  II 
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\  Cable  Company 
^eople  Don't  Hate 

low  Cox  is  keeping  customers  happy  and 
tealing  business  from  the  phone  giants 


f  ROGER  O.  CROCKETT 

r  HERE'S  A  TON  OF  MON- 
ey  to  be  made  in  phone 
service— about  $60  billion 
of  yearly  revenue  just  on 
voice  plans  for  U.S.  con- 
sumers. And  don't  cable 
companies  know  it.  For 
ars  they  have  been  laying  miles  of  new 
er-optic  cable  and  doing  everything 
;y  can  to  steal  chunks  of  that  business 
>m  the  phone  giants.  So  far  they've 
maged  to  pull  away  about  $4.6  billion 
phone  revenues,  according  to  Sanford 
Bernstein  &  Co. 

In  the  scramble  for  every  customer, 
e  cable  outfit  seems  to  have  hit  upon 
brmula  that  works:  beating  the  phone 
mpanies  at  customer  service.  In  recent 
rveys  conducted  by  J.D.  Power  &  As- 
:iates  Inc.,  owned  by  BusinessWeek 
rent  The  McGraw-Hill  Companies, 
lanta-based  Cox  Communications  out- 
)res  traditional  phone  providers  such 
AT&T,  Verizon  Communications,  and 
rint  Nextel.  On  a  variety  of  metrics, 
>m  network  performance  and  reliabil- 
to  billing  and  cost,  customers  in 
feral  regions  describe  Cox  as  their 
jferred  provider. 

Having  a  cable  company  lead  the 
arge  on  phone  service  is  doubly  sur- 
ging given  the  poor  reputation  that 
my  have  among  their 
"n  customers.  Accord- 
C  to  Power,  cable  out- 
rank 18th  out  of  19 
lustries  for  service. 
ax  customers  don't 
ually  hate  them,  and 
t  is  saying  something 
a  cable  company," 
s  Craig  E.  Moffett,  a 
dor  cable  analyst  at 
•nstein. 

3ut  developing  cross- 
I  appeal  will  become 


ing  to  researcher  IDC.  By  comparison, 
a  tad  less  than  7%  of  customers  in  cable 
giant  Comcast  Corp.'s  neighborhoods 
take  its  phone  service,  which  it  started 
pushing  two  years  ago.  (Cablevision  Sys- 
tems Corp.  has  the  industry's  best  phone- 
penetration  rate,  29%.)  Phone  companies 
capture  5%  or  less  of  their  potential  TV 
customers. 

WIRELESS  CHALLENGE 

WHAT  IS  COX'S  advantage?  It  uses  one 
customer-care  provider,  with  U.S.-based 
centers.  Rather  than  pushing  agents  to 
hurry  customers  off  the  phone  and  caus- 
ing multiple  call-backs,  Cox  strives  to 
handle  issues  in  a  single  call 
and  grades  reps  on  how  well 
they  eliminate  problems.  To 
avoid  confusion,  field  techni- 
cians tap  into  the  same  sys- 
tem used  by  call-center  reps. 


THE  STAT 


$1 

BILLION 

Cox's  yearly 
phone  revenues 


Data:  Sanford  C.  Bernstein  &  Co. 


increasingly  important  as  0 

the  broadband  lines  blur.      o-°v 
Even   while   cable   com- 

>oio 

panies  are  offering  new 
phone  plans,  AT&T  and 
Verizon  are  launching  TV 
and  other  advanced  video  services.  In 
the  latest  twist,  Cox,  Comcast,  Time  War- 
ner, and  Advanced  Newhouse  Commu- 
nications are  beginning  to  sell  a  wireless 
phone  service,  Pivot,  in  select  markets. 
Without  it,  they  would  be  at  a  huge  dis- 
advantage to  telcos  such  as  AT&T,  which 
plan  to  pitch  wireless  along  with  basic 
phone  service,  Internet,  and  TV,  known 
as  a  quadruple  play. 

For  many  cable  com- 
panies, phone  is  the 
fastest-growing  portion 
of  their  business.  Bern- 
stein's Moffett  estimates 
that  Cox  is  generating 
about  $1  billion  a  year 
from  its  2.1  million  phone 
customers,  with  profit 
margins  of  50%  to  60%. 
Nearly  20%  of  the  homes 
in  neighborhoods  where 
it  offers  phone  service 
have  signed  up,  accord- 


Cox  has  even  started  a  "geek  squad"  to 
help  customers  with  tech  issues,  whether 
they  involve  its  gear  or  not. 

Performing  at  the  same  high  level  in 
wireless  could  be  challenging.  Cox  hasn't 
built  its  own  network,  as  it  did  when  it 
entered  the  wired-phone  business  some 
10  years  ago.  It  will  use  Sprint  Nextel 
Corp.'s  cellular  network,  which  has  been 
besieged  with  problems  after  Sprint's 
troubled  integration  with  Nextel.  Cox 
President  Patrick  J.  Esser  contends  that 
Sprint1  s  network  is  improving  thanks  to 
$8  billion  of  expected  upgrades  this  year. 
And  he  insists  Cox  will  keep  control  of 
billing  and  service. 

Cell-phone  service,  however,  is  one  area 
where  consumers  seem  less  eager  to  switch. 
Surveys  show  that  people  are  content  with 
stalwarts  such  as  Verizon  Wireless  and 
aren't  in  a  hurry  to  fold  in  their  cellular  bill 
with  everything  else.  It  will  be  up  to  Esser 
and  his  team  to  convince  them  that  this, 
too,  is  a  job  for  the  cable  guy.  ■ 

May  28.  2007  I  BusinessWeek  I  73 


SMARTER 
BECAUSE 
I  ZAPPOS? 

MAYBE. 


Check  out  our 
outstanding  service  and 

massive  selection  of 
shoes  and  apparel  and 

you'll  Zappos,  too. 

•  Free  shipping  both  ways 

•  Piece  o'cake  return  policy 
Millions  of  shoes 





InfoTech  Cable  TV 

An  End  Run  Around 
The  Set-Top  Box 

CableC  ARDs  bypass  a  rental  box,  but  the  old 
providers  won't  give  up  without  a  fight 


BY  CLIFF  EDWARDS 

CABLE  COMPANIES,  TELE- 
phone  outfits,  and  con- 
sumer-electronics mak- 
ers are  back  at  it,  fighting 
over  your  television.  At 
issue  this  time  is  an  ob- 
scure, wafer-thin  device 
called  CableCARJD.  It  could  determine 
how  much  money  they  rake  in  when 
viewers  in  the  not-too-distant  future  can 
start  downloading  most  of  their  premi- 
um movies  and  videos  from  the  Web. 

CableCARD,  which  most  cable  com- 
panies must  start  renting  out  beginning 
July  1  because  of  an  FCC 

mandate,  will  let  a  variety  of    p        J      nflfpr 
store-bought  devices  tune     vjcULIo  U11C1 
in    premium    cable    chan-     mnTPvipW/in* 
nels.  Congress  ordered  the     "«*;  Vl^VVUlj 
change  years  ago  as  a  way    ODtlOnS*  Cable    downloadable  content 

tn    frw»   r>al->lf>   vimxrorc    frnm  IT  #  "  The  Cable  industry  is  S 

providers, 
easier  access 


Some  cable  providers  may  charge  as  mi 

for  a  card  as  you  now  pay  to  rent  a  box. 

Cable  companies  believe  custom 

will  keep  renting  boxes  from  them  1 

cause  only  their  equipment  provides  ei 

access  to  popular  on-demand  shows  a  | 

pay-per-view  sports  events.  Indeed,  ca 

customers  who  purchase  TiVo's  $800 ! 

ries  3  high-definition  DVR  at  Best  Buy  ( 

might  be  surprised  to  find  there's  no  v 

to  watch  on-demand  shows.  The  ca 

industry  will  license  software  to  let  si 

equipment  makers  offer  on-demand  aiii 

pay-per-view,  but  only  if  they  agree 

display  prominently  the  cable  provide1 

logos,  ads,  and  progra 

ming.  That's  a  deal-breal 

for  many  companies  tl 

are  trying  to  establish  th 

brand  and  make  money 


to  content 


to  free  cable  viewers  from 
renting  a  set-top  box.  Sim- 
ply by  slipping  the  card  into 
a  slot  on  the  back  of  any  en- 
abled equipment— a  digital 
videorecorder  (DVR),  a  me- 
dia-center PC,  or  a  flat-pan- 
el TV— subscribers  can  get 
premium  programming  such  as  HBO's 
The  Sopranos  or  Showtime's  The  Tudors. 
Sounds  easy.  The  headache  will  come 
from  sorting  through  all  the  little  extras 
each  side  is  throwing  in  to  get  you  to  use 
their  gear,  or  not  use  the  opposition's. 
TiVo  Inc.,  for  instance,  is  offering  the 
Amazon.com  Unbox  movie-download 
service.  Meanwhile,  Comcast,  Time  War- 
ner, and  other  cable  providers  are  likely  to 
do  everything  possible  to  keep  you  from 
buying  a  competing  device  at  a  store.  New 
cable  customers  have  to  call  them  to  get  a 
CableCARD,  no  matter  where  they  plan  to 
use  it.  And,  as  many  consumers  found  in 
a  trial  run  two  years  ago,  cable  providers 
were  happy  to  point  to  the  downside  of 
using  separately  purchased  equipment. 
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lobbying  the  FCC  to  exen 
providers    from    installi 
CableCARD  in  their  o^ 
machines.    The    Natioi 
Cable   &   Telecommunii 
tion  Assn.  argues  that 
members  may  have  to  ra 
customer  bills  to  pass  on  the  more  th 
$600  million  a  year  the  companies  v| 
spend  on  equipment  that  "provides  <| 
actly  the  same  functionality  as  their  < 
isting  set;top  box." 

Makers  of  DVRs  and  other  gear,  ho 
ever,  see  CableCARD  as  the  future.  Th 
say  it  will  provide  vastly  more  choices 
companies  strike  deals  to  allow  mov 
and  other  content  to  be  pulled  direc 
from  the  Web— so  that  one  day  you  m 
not  need  cable  at  all.  "Cable  is  all  abc 
controlling  what  you  watch,  while  we 
about  offering  more  options  for  consul 
ers  to  get  a  better  [viewing]  experience 
says  Mike  Fidler,  CEO  of  Digeo  In 
which  will  begin  selling  its  Moxi  digi 
media  recorder  in  late  summer.  ■ 


OLF     THE  BUSINESS  LIFE   BusinessWeek  GolfDigest 


Le  fairway?  Why  the  course  architect 
could  be  critical  to  your  investment 
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Starting  Time 


BYDEANFOUST 


THE  ETIQUETTE 
COURSE 


We  asked  the  following  question  of 
Cindy  Grosso,  founder  of  The  Charleston 
School  of  Protocol  &  Etiquette,  who 
learned  to  play  golf  from  her  CEO  dad: 

Is  it  O.K.  to  enjoy  a  few  beers  with  your 
clients  on  the  course? 

Business  etiquette  says  you  shouldn't 
have  more  than  two  drinks  at  a 
function,  and  that  applies  to  business 
golf  as  well.  If  you're  planning  on 
having  a  drink  together  at  the  19th 
hole,  then  you  should  have  only  one 
drink  on  the  course. 

If  you're  the  host,  on  the  front  nine 
have  soda  or  water.  Then  you  could 
perhaps  get  a  drink  at  the  turn.  If 
you're  the  guest,  and  the  host  doesn't 
drink,  you  shouldn't  drink  either. 

People  have  to  understand  that 
business  golf  is  work.  Whether  you 
realize  it  or  not,  people  are  watching 
you.  You're  being  "interviewed"  by 
your  playing  partner,  either  for  a 
job  or  to  determine  whether  to  do 
business  with  you. 


HOW  THE  BOSSES  PLAY 

Most  Improved  CEO  Golfers 

RUNNING  A  PUBLIC  company  has  never  been  more  demanding  than  it  is  today. 
But  a  few  chief  executives  have  proven  that  if  s  still  possible  to  keep  an  eye 
on  business  and  hone  their  games.  By  comparing  Golf  Digests  rankings  of 
the  best  CEO  golfers  in  2004  and 
2006,  we  have  compiled  a  list  of 
CEOs  who  have  boosted  their  game 
the  most  during  the  past  two  years. 
Tops  is  Federated  Department  Stores 
CEO  Terry  Lundgren,  who  slashed 
seven  strokes  off  his  Handicap  Index. 
Lundgren,  who  took  up  the  sport 
only  a  few  years  ago,  saj  s  he  worked 
hard  to  get  his  game  to  where  he 
"would  not  be  embarrassed"  during  a 
round  of  business  golf.  "I  read  books, 
took  lessons,  and  practic  ■ 
the  winter  hitting  golf  balls  into  * 
snow"  at  Chelsea  Piers  practice  range 
in  Manhattan,  he  says. 
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Gift  Bag 


GAINERS 

HANDICAP  INDEX 

2004 

2006 

CHANGE 

TERRY LUNDGREN 

Federated  Department 
Stores 

18 

10.9 

-7.1 

JOHN  BARRETT 

Western  &  Southern 
Financial 

15.4 

9.8 

-5.6 

RICHARD  FAIRBANK 

Capital  One  Financial 

17.6 

13.7 

-3.9 

DAVID  McCLANAHAN 

ter Point  Energy 

15 

11.7 

-3.3 

AMESMCNERNEYJR. 

Boeing 

15.2 

18.4 

-3.2 

IF  YOU  CAN'T  help  tweak  a  pal's 
handicap,  at  least  you  can 
offer  a  better  way  to  keep  score 
and  track  those  side  bets.  Here  ar 
golf-related  gifts  for  members  of 
your  weekend  foursome  or  maybe' 
a  particularly  good  client: 

Forget  fumbling  with 
pencils  and  scorecards. 
You  can  record  the  details 
of  every  shot-club 
used,  distance— on 
\  your  handheld 
using  IntelliGolf's 
Eagle  program. 
Then  analyze  the 
game  later  with 
^  companion 
desktop  software. 
The  IntelliGolf  program 
works  with  Palm  devices,  Sony 
Ericsson  smartphones,  and  soon, 
BlackBerrys  ($60,  intelligolf.com). 
Ten  years  after  Ben  Hogan  died, 
his  legend  grows.  The  Ben  Hogan 
Collection,  a  three-DVD  set,  provide 
a  tribute  to  the  man  considered  the 
greatest  ball  striker  ever.  Disc  one, 
a  retrospective,  has  interviews  with 
Jack  Nicklaus,  Byron  Nelson,  and 
others.  Discs  two  and  three  feature 
instructor  Jim  McLean  dissecting 
Hogan's 
swing  ($60, 
thebenhogan- 
collection.com). 


BusinessWeek  weekend 


TELEVISION  For  a  golf  gear 
review,  tune  into  Business- 
Week Weekend.  To  see 
video  clips  or  find  local 
listings  by  Zip  Code,  go  to 
businessweekweekend.com 


When  you  need  someone  to  go  the  extra  mile. 

Above  and  beyond.  Far  and  wide  - 
to  get  you  the  IT  help  you  need,  we're  there. 

,.Jore  demands  and  more  pressure.  Less  time  and  fewer  resources.  Business  today  is  full  of  challenges.  When  it 
comes  to  technology,  CDW  will  do  what  it  takes  to  respond  to  your  needs.  We  have  products  from  the  top  names 
in  the  industry,  in  almost  every  technology  category  imaginable.  Our  dedicated  account  managers  and  technology 
specialists  can  offer  advice  and  create  solutions,  from  the  simple  to  the  complex.  We  even  have  a  full  range  of  custom 
configuration  services  at  your  disposal.  So  call  CDW  today  and  get  the  IT  help  you  need  when  you  need  it. 


CDW.com   800.399.4CDW 
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TEE  IT  UP  BEFORE  TAKEOFF 

So  your  last  meeting  got  canceled,  and  you  have  a  free 
afternoon  before  your  return  flight  leaves.  If  you'd  rather 
not  shop  or  kill  time  in  a  bar,  here  are  some  public  course 
within  striking  distance  of  five  leading  airports: 

ATLANTA  (HARTSHELD- JACKSON  INTL.):  Nine  miles  away,  Wolf 
Creek  Golf  Club  offers  a  stiff  challenge  among  natural  splendor 
($29  for  nine  holes  with  cart;  wolfcreek.com). 

CHICAGO  (O'HARE  INTL.):  Busy  White  Pines  Golf  Club,  a  municipal 
course  just  two  miles  from  the  airport,  can  usually  accommodate  a 
single.  Or  grab  a  quick  lesson  with  Chuck  Lynch,  one  of  the  state's  to 
j  \     instructors  ($29.50  for  nine  holes  with  cart,  whitepinesgolf.com). 

HOUSTON  (GEORGE  BUSH  INTERCONTINENTAL):  Play  the  Traditio 
an  old-fashioned  shotmaker's  course  that  winds  through  stands  c 
oak,  at  Cypresswood  Golf  Club,  six  miles  away  ($36-$46  for  nine 
holes  with  cart,  cypresswood.com). 

LAS  VEGAS  (MCCARRAN  INTL.):  Five  miles  off,  the  beautifully 
conditioned  Las  Vegas  National  Golf  Club  is  one  of  the  older  courses' 
on  the  strip.  The  $89  green  fee  with  cart  for  18  holes— it  has  no  9-ho 
rates— is  a  relative  bargain  for  the  area  (lasvegasnational.com). 

LOS  ANGELES  (LAX):  Hilly,  heavily  bunkered  Rancho  Park  Golf 
Course,  a  10-mile  drive,  is  the  former  site  of  the  PGA  Tour's  LA. 
Open  ($38  for  nine  holes  with  cart,  rpgc.org). 


Finding 
The  Green 


INVESTING  IN  golf-related  companies  is  the  ultimate 
"risk/reward"  shot.  Get  in  early  on  a  stock  like  clubmaker 
Callaway  Golf,  which  has  risen  sixfold  since  its  1992 
public  offering,  and  you're  on  the  green.  But  an 
investment  in  TearDrop  Golf,  a  putter  specialist  that  filed 
for  Chapter  11  in  2000  just  four  years  after  going  public, 
would  be  the  Wall  Street  equivalent  of  a  shank. 

For  investors  intrigued  by  the  notion  of  buying  into  the 
golf  industry,  we've  created  the  BusinessWeek/Golf 
Digest  Golf-Stock  Index,  composed  of  eight  public 
companies  that  derive  the  bulk  of  revenues  from  golf. 
The  stocks  are  weighted  by  their  market  capitalization. 

After  poor  performance  between  June  and  October  of 
last  year,  the  golf  index  rebounded  smartly  and  edged 
out  the  broader  Standard  &  Poor's  500-stock  index  over 
the  past  three  and  six  months.  That  rebound  was  due  in 
part  to  the  improving  fortunes  of  GPS  Industries  Inc.,  a 
Vancouver-based  maker  of  global  positioning  yardage 
systems  for  golf  carts.  Its  shares  jumped  from  8tf  to  13tf 
in  March  after  management  predicted  higher  sales  and  a 
smaller  loss  in  the  first  half  of  2007  than  previously 
forecast.  Also  bolstering  the  group  was  Callaway,  whose 
shares  have  risen  27%  since  early  March. 


Golf-Stock  Index 


Company/Symbol 

Total  Return* 

3-month 

6-month 

12-month 

GPS  INDUSTRIES  GPSN 

Greg  Norman  took  stake  in  maker  of  GPS  systems  for  courses 

104.2% 

81.3% 

253.7% 

ADAMS  GOLF  ADGO 

Equipment  maker  buoyed  by  strong  sales  of  easy-to-hit  woods 

2.6 

30.0 

31.3 

CALLAWAY  GOLF  ELY 

Clubmaker  enjoyed  strong  demand  for  new  FT-i  and  FT-5  drivers 

17.0 

41.3 

17.7 

ELEMENT  21  GOLF  EGLF 

Maker  of  scandium-shafted  clubs  still  looking  to  find  its  niche 

-14.1 

-10.8 

-0.3 

ASHWORTH  ASHW 

Costly  new  distribution  center  has  been  a  drain  on  profits 

13.1 

10.9 

-15.6 

SPORT-HALEY  SPOR 

Apparel  maker's  profits  dragged  down  by  its  Top-Flite  line 

-16.5 

-5.3 

-16.1 

GOLFSMITH  INTERNATIONAL  GOLF 

Golf  retailer  hurt  by  rapid  expansion  of  rivals  like  Golf  Galaxy 

-19.9 

-6.8 

-30.4** 

ALDILAALDA 

Maker  of  graphite  shafts  squeezed  by  price  wars  and  rising  costs 

11.6 

1.0 

-50.3 

BW/GOLF  DIGEST  INDEX 

4.6 

10.9 

-13.5 

S&P  500-STOCK  INDEX  SPX 

4.2 

9.5 

15.3 

•For  periods  ended  Apr  20.  2007 

'•Went  public  in  June  2006.  so  longer  return  is  for  10  months 

Data:  Susan  Zegel.  8us/nessWeek 
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Drive  with 
your  heart 
Buy  with 
your  head. 


=  Certified  Pre-Owned  =E 

wmmmmmmmm^mm  by  BMW 


Certified  by  BMW 
trained  technicians 

Backed  by  BMW 
for  up  to  6  years 
or  100,000  miles* 

BMW  Roadside 
Assistance' 

BMW  Financial  Services 
leasing  and  financing 


You  can  now  be  practical  and  realize  your  dream  at  the  same  time.  You  can  now  be  intelligent  and 
still  be  exhilarated. Take  the  wheel  of  your  Certified  Pre-Owned  BMW,  where  the  car  of  your  dreams 
and  the  car  of  your  pocketbook  will  live  together  happily  ever  after.  It  is  every  bit  a  BMW,  with  its 
legendary  BMW  performance.  Life  is  filled  with  compromise.  Your  garage  doesn't  have  to  be. 
Drive  with  your  heart.  Buy  with  your  head. 


bmwusa.com 
1-800-334-4BMW 


© 


The  Ultimate 
Driving  Machine' 


otection  Plan  provides  coverage  for  two  years  or  50.000  miles  (whichever  comes  first)  from  the  date  of  the  expiration  of  the  4-year/50.000-mile  BMW  New  Vehicle  Limited  Warranty.  'Roadside 
sistance  provides  coverage  for  two  years  (unlimited  miles)  from  the  date  of  the  expiration  of  the  4-year/unlimited-miles  New  Vehicle  Roadside  Assistance  Plan.  See  participating  BMW  center  for  details 
d  vehicle  availability.  For  more  information,  call  1-800-334-4BMW  or  visit  bmwusa.com.  ©2007  BMW  of  North  America,  LLC.  The  BMW  name  and  logo  are  registered  trademarks. 
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GOLF  HOMES  OFFER  A 
compelling  opportunity  to 
combine  where  you  live  with 
what  you  live  for.  But  as 
indulgent  as  they  may  be, 
they're  investments,  just  like 
all  other  real  estate.  In  many 
cases,  they  are  investments 
that  demand  even  more  legwork  than  a  house  in  a 
traditional  neighborhood. 

Say  you're  considering  a  4,000-square-foot 
Western-style  ranch  on  a  golf  course  adjacent  to 
the  15th  green.  Given  the  location,  that  house  will 
likely  prove  to  be  a  better  investment  than  a  similar 
home  in  a  generic  subdivision  two  blocks  away. 
Now  put  that  same  house  on  a  course  designed  by 
Pete  Dye,  and  you've  hit  the  jackpot.  That's  because 
homes  on  Dye  courses  have  appreciated  faster  over 


five  years  than  residences  on  courses  created  t 
other  architects,  even  Jack  Nicklaus,  Tom  Fazii 
and  Robert  Trent  Jones  Jr.,  according  to  data  ju: 
released  by  Golf  Digest  and  BusinessWeek.  In  shor 
while  multiple  factors  determine  value  and  potei 
rial  appreciation  of  golf  real  estate,  one  of  the  mo: 
critical  factors  is  who  designed  the  course. 
"This  data  has  never  existed  at  your  nngertif 


HOW  DESIGNERS  AFFECT  REAL  ESTATE 

Ranking       Architect                      1-year           5-year           10-year          1-year           5-year         10-year 
change          change          change          ratio*            ratio*          ratio* 

1            Pete  Dye                   24%           248%         268%             3:1           1.6:1          1.1:1 

2           Tom  Fazio 

49% 

137% 

189% 

2.5:1 

1.5:1          1.1 

1 

3           Arnold  Palmer 

19% 

132% 

231% 

1.9:1 

1.4:1          1.2 

1 

4           R.  T.  Jones  Jr. 

15% 

100% 

356% 

1.5:1 

1.2:1          1.5 

1 

5           Jack  Nicklaus 

34% 

105% 

260% 

1.6:1 

1.1:1          1.1 

1 

6           Arthur  Hills 

14% 

74% 

238% 

1.4:1 

.9:1            1 

1 

*Golf-home  appreciation  vs.  non-golf-home  appreciation  in  the  same  Zip  Codes 
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MERV  DUNN'S  STORY 

'In  Ohio,  you  can 
balance  professional 
success  with  a  rich, 
rewarding  family  life." 

Merv  Dunn 
President  and  CEO 
Commercial  Vehicle  Group 

Company  and  family  are 
both  important  to  Merv 
Dunn.  Since  becoming 
president  and  CEO  of 
Commercial  Vehicle  Group 
(CVG)  in  2001,  he  has  helped 
the  company  become  a  global 
leader  in  commercial  vehicle 
cab  system  solutions. 

And  while  CVG  does  busi- 
ness worldwide,  Merv  has 
found  Ohio  to  be  the  ideal 
home,  with  many  world-class 
companies  located  here, 
including  several  of  his  major 
customers.  Ohio's  excellent 
transportation  infrastructure 
combines  superhighways,  rail- 
ways, waterways  and  interna- 
tional airports  to  accelerate 
travel  and  shipping  to  any- 
where in  the  world. 

Still,  Merv  is  acutely  aware 
that  many  business  people 
must  sacrifice  family  time  to  be 
successful.  That's  something 
Merv  absolutely  refuses  to  do. 
In  Ohio,  he  doesn't  have  to.  His 
company's  international  head- 
quarters are  only  minutes  from 
home,  allowing  him  to  maxi- 
mize family  time  as  his  children 
grow.  With  great  schools  and  a 
variety  of  extracurricular  activi- 
ties from  choir  to  equestrian 
sports,  Merv  and  his  wife 
Patricia  are  closely  involved  in 
all  their  children's  activities. 
The  Dunns  have  lived  in 
Kentucky,  Indiana,  Michigan, 
Tennessee  and  California,  and 
they  believe  the  quality  of  life 
in  Ohio  surpasses  them  all. 

Merv  has  achieved  a  state 
of  perfect  balance  between  his 
career  and  his  personal  life  in 
Ohio.  Find  your  balance  at 
OhioMeansBusiness.com. 
Or  call  1-877-466-4551. 


Ohio 

Build  Your  Business.  Love  Your  Life. 


before,"  says  Sara  Killeen,  president  of  Longitudes 
Group  LLC,  a  market  research  firm  that  special- 
izes in  analyzing  the  economics  of  golf  and  fitness. 
Longitudes  used  a  combination  of  information 
from  zillow.com,  the  online  real  estate  valuation 
site,  and  county  assessor  records  to  analyze  golf 
developments  in  nine  markets  around  the  U.S. 
(map,  page  90).  A  total  of  1,800  homes  built  on  golf 
courses  in  the  past  20  years  and  valued  at  more 
than  $1.5  billion  were  included  in  the  analysis. 
The  data  was  compiled  and  analyzed  in  consulta- 
tion with  John  Rooney,  PhD,  professor  emeritus  of 
geography  at  Oklahoma  State  University  and  co- 
founder  of  Longitudes  Group. 

The  golf-course  homes  were  assessed  based 
on  how  their  market  value  changed  over  the  past 
1-,  5-,  and  10-year  periods,  and  how  that  apprecia- 
tion compared  with  other  homes  in  the  same  Zip 
Code.  On  average,  for  the  six  architects  included 
in  the  study  (Dye,  Arthur  Hills,  Fazio,  Trent  Jones 
Jr.,  Nicklaus,  and  Arnold  Palmer),  the  golf  homes 

84  I  BusinessWeek  I  May  28.  2007 

mmmm 


CHICAGO: 
OLDEST 
AVERAGE  AGE 
OF  HOME  IN 
MARKETS 
ANALYZED: 
23  YEARS 


appreciated  28%  faster  over  five  years,  a  high* 
rate  than  similar  homes  in  the  same  areas.  (Oth< 
popular  architects,  such  as  Tom  Weiskopf,  Gai 
Player,  Rees  Jones,  and  Greg  Norman,  were  studie 
but  excluded  from  the  final  list  because  the  numb< 
of  real- estate  courses  they  have  designed  in  thoj 
specific  markets  was  not  large  enough  to  rendc 
meaningful  comparisons.) 

The  most  striking  fact  to  leap  out  of  the  data 
this:  Over  the  past  five  years  homes  built  on  D> 
courses  have  outperformed  other  homes  locates 
in  the  same  Zip  Code  by  60%.  Fazio,  Palmer,  Trei 
Jones  Jr.,  and  Nicklaus  follow  Dye  in  the  fiv< 
year  averages.  Meanwhile,  homes  built  on  Hil 
courses  have  underperformed,  trailing  the  home 
in  the  same  Zip  Code  by  10%.  For  those  thinkin 
longer  term,  Trent  Jones  Jr.  was  the  top  10-yee 
performer. 

So  what's  behind  the  Dye  edge?  For  starters,  Dj 
is  one  of  the  premier  course  artists  of  all  time,  lane 
ing  nine  designs  on  Golf  Digests  list  of  America's  10 
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The  market  has  ways  of  reminding  you  why 
your  401  (k)  needs  Prudential's  IncomeFlex. 


Because  IncomeFlex  offers  guaranteed  growth  of  your 
income  base  even  on  the  market's  worst  days.  Then  it 
generates  guaranteed  lifetime  income  in  retirement — with- 
out the  need  to  annuitize  your  savings — all  for  a  reasonable 
fee.  What's  more,  Prudential's  IncomeFlex  does  all  this 
through  the  convenience  of  your  existing  401(k)  plan. 

To  maintain  the  IncomeFlex  benefit,  you  must  invest  in  one 
or  more  Prudential  IncomeFlex  Funds.  Like  all  variable 
investments,  these  funds  may  lose  value.  Guaranteed  growth 
of  the  income  base  ends  at  age  70  or  when  guaranteed  with- 
drawals begin,  whichever  is  earlier.  Withdrawals  in  excess 
of  the  guaranteed  lifetime  income  amount  will  reduce  future 
guaranteed  withdrawals  proportionately.  Guarantees  are 
based  on  the  claims-paying  ability  of  the  insurance  company. 


PRUDENTIAL  INCOMEFLEXSM 

'  Lifetime  income  protection  using 
IncomeFlex  Lifetime  Funds 

•  Money  management  flexibility  and  control 

•  Downside  protection 

•  Upside  potential 
"  Optional  spousal  benefit 


For  more  information  call 
888-PRU-IFX8  (778-4398)  or  visit 
www.prudential.com/incomeflex. 


'OUR  ROCK 
:0R  RETIREMENT 


Prudential  ®  Financial 

Crowing  and  Protecting  Your  Wealth" 


3  Prudential  IncomeFlex  Lifetime  Funds  are  separate  accounts  available  under  group  variable  annuity  contracts  issued  by  Prudential  Retirement 
urance  and  Annuity  Company  (PRIAC),  Hartford,  CT,  a  Prudential  Fiiiancial'company.  PRIAC  does  not  provide  any  guarantee  of  the  investment  performance 
return  of  contributions  to  these  separate  accounts.  PRIAC's  guarantee  of  certain  withdrawals  is  supported  by  PRIAC's  general  account  and  is  contingent 
its  claims-paying  ability.  Guarantees  are  subject  to  certain  limitations,  terms  and  conditions.  Investors  should  consider  the  objectives,  risks,  charges 
d  expenses  of  the  Funds  and  guarantee  features  before  investing,  You  should  carefully  review  the  Prudential  IncomeFlex  Important  Considerations 
fore  investing.  Product  availability  and  terms  may  vary  by  jurisdiction.  Subject  to  regulatory  approvals.  Prudential  Retirement  and  Prudential  Financial 
;  registered  service  marks  of  The  Prudential  Insurance  Company  of  America,  Newark,  NJ  and  its  affiliates.  Prudential  Retirement  is  a  Prudential 
lancial  business.  ,  INST-20070326-A023155 
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opments  were  initially  set  rel; 
tively  high  and  therefore  have  nc 
gone  up  as  quickly.  Fazio  has 
reputation  for  designing  visual 
striking— yet  forgiving— course 
Hills,  though  a  truly  talented  an 
prolific  designer,  is  more  succes 


Greatest  Courses.  His  name  has  been  especially  rec- 
ognizable of  late  as  he  continues  to  create  challeng- 
ing tour-caliber  venues.  Trent  Jones  Jr.  is  a  high-pro- 
file name  in  the  game,  partly  because  of  his  father, 
the  legendary  course  architect.  Houses  on  Nicklaus 
courses  would  probably  show  greater  appreciation, 
but  the  prices  of  some  of  the  homes  in  those  devel- 
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fill  in  certain  geographic  region 
His  numbers  are  strong  in  tr. 
South,  especially  along  the  Soul 
Carolina  coast  and  in  Southwe 
Florida  and  Dallas/Fort  Wort 
where  his  name  recognition 
stronger.  In  those  markets,  tl 
homes  on  Hills  courses  outpe 
form  the  market  by  an  average  < 
43%.  But  in  the  West,  particular 
in  Palm  Springs,  the  values  on  h 
courses  have  not  held  up  as  wel 
It  might  seem  as  if  the  name 
a  golf-course  architect  shouldr 
matter  that  much.  A  well-bu 
home  on  a  good  course  should  1 
all  that  counts.  But  those  in  tl 
business  know  better.  "A  real 
tate  broker  can  see  it  in  a  buyer 
eyes  when  the  name  of  the  gc 
course  architect  is  mentioned 
says  Colin  Hegarty,  president 
Golf  Research  Group,  a  consu 
ing  company  on  the  golf  busines 
"That  name  is  one  of  the  sail 
tools  used  to  close  the  deal." 

A  lot  of  those  deals  are  beii 
closed.  Golf  real  estate  accoun 
for  $9.9  billion  of  an  estimate 
$62.2  billion  industry,  accordii 
to  the  National  Golf  Foundatio 
Not  surprisingly,  the  homes 
this*  study  fall  in  the  high  ei 
of  the  market,  with  an  averaj 
value  of  $894,000.  The  archite 
makes  a  big  difference  there,  tc 
On  average,  a  home  built  on  a  Fazio  course  is  mo 
than  4,000  square  feet  and  costs  $1.3  million, 
home  on  a  Palmer  course  averages  3,200  squa 
feet  and  costs  $690,000. 

According  to  Hegarty,  the  majority  of  buyers  a 
keenly  aware  of  the  investment  aspect  of  their  pi  ||j| 
chases.  "They  could  invest  that  money  elsewhei 
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JACK  NICKLAUS 

The  Club  at  Morrtmgst'de  (Rancho  Mirage,  CaWJ 


but  they  believe  the  most  productive  investment 
opportunity  is  to  put  the  money  in  a  golf-course 
home,"  says  Hegarty.  "They  believe  it  will  perform 
better  than  the  stock  market,  bonds,  or  anything  else 
they  could  invest  in.  Quite  often,  they're  right." 

Now  that  the  baby-boomer  generation  is  ap- 
proaching retirement,  chances  are  that  trend  will 
get  stronger.  "There  is  considerable  demand  for 
golf  homes  from  this  [group],"  says  Henry  De- 
Lozier,  vice-president  for  golf  at  Pulte  Homes,  the 
$14  billion  residential  real  estate  developer.  "That 
demand  comes  from  people's  increased  discretion 
over  their  time  and  money.  There's  no  question, 
golf  accelerates  our  sales  pace." 

Pulte  has  45,000  homes  in  its  portfolio,  13,000 
of  which  are  considered  golf  homes.  The  company 
has  more  than  30  new  golf  projects  in  develop- 
ment. Interestingly,  Pulte  has  historically  shiedE 
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from  the  marquee  names  in  course  design  in  fjj 
vor  of  specialists  more  sympathetic  to  the  clienta 
needs.  "We  want  a  designer  who  understands  to 
flexibility  required  from  large-production  home 
building  activity,"  says  DeLozier.  "Our  designer 
need  to  understand  that  things  change  a  lot  evei 
day.  And  we  need  someone  who  can  express  crefl 
ativity  within  the  context  of  a  double-loaded  fai .i 
way  [a  fairway  with  homes  lining  both  sides]." 

Important  regional  differences  go  beyond  til 
name  of  the  architect.  Golf  homes  in  tradition; 
"live/work"  areas,  or  urban  centers,  tend  to  appn 
ciate  faster  and  better  than  those  located  in  snov  j"- 
bird  or  retirement-oriented  communities.  For  e  1y 
ample,  during  the  last  five  years,  golf  homes  in  tr.  I' 
Dallas/Fort  Worth  and  Chicago  areas  have  rise  j. 
at  nearly  twice  the  rate  of  other  homes  in  their  Zi   } 
Codes.  Golf  homes  in  Palm  Springs,  Phoenix,  an 


Gophers  burrow  through  life  without  seeing  the  havoc 
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Southwest  Florida  have  underperformed  during 
the  same  time  period. 

"The  strongest  appreciation  occurs  in  the  resi- 
dential markets,  as  opposed  to  the  sun  spots,  large- 
ly because  those  are  people  who  are  in  their  peak 
income  years,"  explains  Killeen.  "The  more  remote 
locations  are  geared  toward  the  fixed-income, 
second-home,  retirement  crowd,  and  that  is  much 
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THE  MARKETS  WE  STUDIED 

A  glimpse  at  golf-course  real  estate  across  the  country 


Chicago 
2,561  s.f. 

smallest 


Denver/ 
Rockies 
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Palm 
Springs 
$1.27M 

highest  average 
home  price 


ce  Longitudes  Group  LLC 


Dallas/ 

Fort  Worth 

$565K 

lowest  average 
home  price 


Five-year  golf-home 
appreciation  compared 
with  non-golf  home 
appreciation  in  the 
same  Zip  Codes: 

Phoenix 
13%  worse 

S.  Carolina 
coast 
22%  better 

Orlando/ 
Daytona 
32%  better 

S.W.Florida 
19%  worse 


Atlanta 
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more  tied  to  the  overall  economy.  If  the  market  i 
down,  you  don't  buy  a  second  home."  With  the  rea 
estate  market  finally  losing  some  of  its  frothiness,  i 
might  pay  to  wait  on  those  secondary  markets  unti 
prices  bottom  out. 

If  s  worth  keeping  in  mind  that  a  handful  o 
architects  are  considered  up-and-coming,  a  nex 
generation  that  doesn't  have  the  cachet  of  Nick 
laus  or  Dye  but  might  be  a  good  investment  in  th 
long  run.  For  example,  Jim  Engh  was  selected  a 
Golf  Digests  Architect  of  the  Year  in  2003.  He  jus 
completed  a  high-end  course,  The  Creek  Club,  a 
Reynolds  Plantation  in  Georgia.  Michael  Hurdzai 
has  designed  a  number  of  well-received  courses 
including  Bully  Pulpit  in  Medora,  N.D.,  for  whicl 
he  won  Golf  Digests  award  for  Best  New  Afford 
able  Public  Course  in  2005. 

Admittedly,  investing  in  real  estate  is  equal  part; 
strategy  and  luck,  and  golf-course  real  estate  is  m 
different.  But  buying  a  home  on  a  course  designee 
by  a  well-known  architect,  like  striping  one  straigb 
down  the  middle,  can  have  its  benefits. 

Dan  Briody  is  a  Connecticut-based  business  write, 
and  best-selling  author.  His  latest  book,  The  Hallil 
burton  Agenda,  was  recently  released  in  paperback: 
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RELIABLE  FRIENDS.    RELIABLE  INCOME.    RELIABLE  FUTURE. 

Transamerica  offers  insurance,  investment,  and  retirement 
strategies  designed  with  one  thing  in  mind — helping  you  get 
what  you  want. 


Contact  your  financial  professional  today 
or  call  1-800-PYRAMID. 


Insurance  products  underwritten  by  Transamerica  Occidental  Life  Insurance  Company,  Cedar  Rapids,  IA  52499, 
and  affiliates.  In  New  York,  products  underwritten  by  Transamerica  Financial  Life  Insurance  Company, 
Purchase,  NY  10577.  Products  may  not  be  available  in  all  jurisdictions. 


Transamerica 

The  Power  of  the  Pyramid6 


an  AEGON®  company 
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An  18-Hole 
Character  Test 

»No  boardroom  meeting  can  provide  the  insight  into  a  CEO's 
nature  that  a  round  of  golf  can.  by  david  rynecki 


SHORTLY  AFTER  9  ON  A  HOT, 
humid  morning,  Stan  O'Neal 
was  pounding  balls  on  the 
driving  range  of  the  Golf 
Club  of  Purchase  (N.Y.)  The 
chairman  and  chief  executive 
of  Merrill  Lynch  hit  a  drive  and  watched  the 
ball  bounce  beyond  the  250-yard  marker. 
He  studied  the  shot  and  then  patiently  teed 
up  another.  After  a  dozen  more  balls,  he  turned  to 
me— his  guest  for  the  day— and  announced  he  was  going 
to  take  some  practice  putts  before  we  headed  out 

Over  the  next  four  hours  we  talked  about  our 
families,  the  economy,  and  politics.  We  engaged 
in  friendly  competition  that  left  me  with  a  much 
lighter  wallet.  Most  of  all,  we  had  fun.  O'Neal,  53,  is 
often  described  as  a  robot  in  an  expensive  suit,  an 
unemotional  man  who  fired  thousands  of  employees 
shortly  after  September  11  and  dispatched  his  rivals 
at  Merrill  in  quick  succession.  Yet  by  the  time  the  final 
putt  dropped,  I  realized  I  had  seen  a  side  of  O'Neal 
that  entirely  contradicted  his  reputation.  He  was 
engaging,  inspirational,  and  genuinely  interested  in 
the  people  around  him.  Unlike  many  CEOs  I've  met,  he 
treated  his  caddie  with  the  utmost  respect  and  spoke 
affectionately  about  employees. 

This  is  the  ultimate  benefit  of  mixing  business  and 
golf:  the  chance  to  really  get  to  know  someone.  No 


boardroom  meeting  can  produce  the  same 
insight  that  comes  from  the  solitude  of  a 
private  club,  the  friendly  competition  of  a 
$5  nassau,  or  uninterrupted  time  walking 
along  velvety  fairways.  For  certain,  plenty 
of  deals  have  been  crafted  on  the  greens 
of  America's  elite  clubs.  Why  else  would 
companies  spend  millions  on  initiation 
fees,  membership  dues,  and  hospitality 

tents?  But  golfs  true  benefit  is  what  it  teaches  you 

about  people: 

1.  IS  THIS  PERSON  HONEST?  One  prominent  CEO  told 
me  a  story  about  a  former  boss  who  made  it  a  habit 
to  cheat  on  the  course.  He  witnessed  this  during  a 
match  the  two  won.  Afterward,  my  confidant  decided 
he  could  never  continue  working  for  someone  who 
acted  so  dishonestly,  and  he  quit.  A  few  years  later, 
as  it  turned  out,  an  accounting  scandal  forced  his 
old  company  into  bankruptcy  under  the  watch  of  the 
cheating  CEO. 

2.  HOW  PASSIONATE  IS  THIS  PERSON?  If  you  ever  get  to 
see  Bill  Gross  play  golf,  you'll  understand  why  he  is 
such  a  successful  investor.  The  chief  investment  officer 
at  bond  behemoth  Pimco  is  not  a  great  golfer.  But  he  is 
an  ardent  one.  Gross,  63,  takes  every  shot  in  a  serious 
and  measured  way.  He  studies  the  game  and  pores 


92  I  BusinessWeek  I  May  28.  2007 


REAMING  UF. 


Soothing  Rest  For  Mind  And  Body. 


f"-:*#'iMf*5S;''C 


Lunesta 

>» ^(eszopiclone)c 


It's  what  you've  been  craving.  Peaceful  sleep  without  a  struggle.  That's  what  '  1,2 and 3 mc tablets 

Lunesta®  is  all  about:  helping  most  people  fall  asleep  quickly,  and  stay  asleep  all  through  the  night.  It's  not  only 
n-narcotic,  it's  approved  for  long-term  use.  So  you  can  feel  comfortable  taking  it  night  after  night.  Talk  to  your 
octor  first  before  using  sleep  aids  for  extended  periods.  Tonight,  just  close  your  eyes,  and  leave  the  rest  to  Lunesta. 
Find  out  how  to  improve  your  sleep  habits  at  www.lunesta.com.  Or  call  1-800-Lunesta. 

PORTANT  SAFETY  INFORMATION:  Lunesta  works  quickly,  ?nd  should  be  taken  right  before  bed.  Be  sure  you  have  at  least 
it  hours  to  devote  to  sleep  before  becoming  active.  Until  you  know  how  you'll  react  to  prescription  Lunesta,  you  should  not  drive 
operate  machinery.  Do  not  use  alcohol  while  taking  Lunesta.  Most  sleep  medicines  carry  some  risk  of  dependency.  Side  effects  may 
ude  unpleasant  taste,  headache,  drowsiness  and  dizziness.  See; important  patient  information  on  the  next  page.  2ooGSeP.i 
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1,2  AND  3  MG  TABLETS 


Please  read  this  summary  of  information  about  LUNESTA 
before  you  talk  to  your  doctor  or  start  using  LUNESTA.  It  is 
not  meant  to  take  the  place  of  your  doctor's  instructions.  If 
you  have  any  questions  about  LUNESTA  tablets,  be  sure  to 
ask  your  doctor  or  pharmacist. 

LUNESTA  is  used  to  treat  different  types  of  sleep  problems, 
such  as  difficulty  in  falling  asleep,  difficulty  in  maintaining 
sleep  during  the  night,  and  waking  up  too  early  in  the  morning. 
Most  people  with  insomnia  have  more  than  one  of  these 
problems.  You  should  take  LUNESTA  immediately  before 
going  to  bed  because  of  the  risk  of  falling. 

LUNESTA  belongs  to  a  group  of  medicines  known  as  "hypnotics" 
or,  simply,  sleep  medicines.  There  are  many  different  sleep 
medicines  available  to  help  people  sleep  better.  Insomnia  is 
often  transient  and  intermittent.  It  usually  requires  treatment 
for  only  a  short  time,  usually  7  to  1 0  days  up  to  2  weeks.  If  your 
insomnia  does  not  improve  after  7  to  1 0  days  of  treatment, 
see  your  doctor,  because  it  may  be  a  sign  of  an  underlying 
condition.  Some  people  have  chronic  sleep  problems  that 
may  require  more  prolonged  use  of  sleep  medicine. 
However,  you  should  not  use  these  medicines  for  long  periods 
without  talking  with  your  doctor  about  the  risks  and  benefits 
of  prolonged  use. 

Side  Effects 

All  medicines  have  side  effects.  The  most  common  side 
effects  of  sleep  medicines  are: 

•  Drowsiness 

•  Dizziness 

•  Lightheadedness 

•  Difficulty  with  coordination 

Sleep  medicines  can  make  you  sleepy  during  the  day.  How 
drowsy  you  feel  depends  upon  how  your  body  reacts  to  the 
medicine,  which  sleep  medicine  you  are  taking,  and  how 
large  a  dose  your  doctor  has  prescribed.  Daytime  drowsiness 
is  best  avoided  by  taking  the  lowest  dose  possible  that  will 
still  help  you  sleep  at  night.  Your  doctor  will  work  with  you 
to  find  the  dose  of  LUNESTA  that  is  best  for  you.  Some 
people  taking  LUNESTA  have  reported  next-day  sleepiness. 

To  manage  these  side  effects  while  you  are  taking  this  medicine: 

•  When  you  first  start  taking  LUNESTA  or  any  other 
sleep  medicine,  until  you  know  whether  the  medicine 
will  still  have  some  effect  on  you  the  next  day,  use 
extreme  care  while  doing  anything  that  requires 
complete  alertness,  such  as  driving  a  car,  operating 
machinery,  or  piloting  an  aircraft. 

•  Do  not  drink  alcohol  when  you  are  taking  LUNESTA  or 
any  sleep  medicine.  Alcohol  can  increase  the  side 
effects  of  LUNESTA  or  any  other  sleep  medicine. 

•  Do  not  take  any  other  medicines  without  asking  your 
doctor  first.  This  includes  medicines  you  can  buy 
without  a  prescription.  Some  medicines  can  cause 
drowsiness  and  are  best  avoided  while  taking  LUNESTA. 

•  Always  take  the  exact  dose  of  LUNESTA  prescribed  by 
your  doctor.  Never  change  your  dose  without  talking 
to  your  doctor  first. 

Special  Concerns 

There  are  some  special  problems  that  may  occur  while  taking 
sleep  medicines. 

Memory  Problems 

Sieep  medicines  may  cause  a  special  type  of  memory  loss  or 
"amnesia."  When  this  occurs,  a  person  may  not  remember 
what  has  happened  for  several  hours  after  taking  the  medicine. 
This  is  usually  not  a  problem  since  most  people  fall  asleep 
after  taking  the  medicine.  Memory  loss  can  be  a  problem, 
however,  when  sleep  medicines  are  taken  while  traveling,  such 
as  during  an  airplane  flight  and  the  person  wakes  up  before 
the  effect  of  the  medicine  is  gone.  This  has  been  called 
"traveler's  amnesia."  Memory  problems  have  been 
reported  rarely  by  patients  taking  LUNESTA  in  clinical 
studies.  In  most  cases,  memory  problems  can  be  avoided  if 


you  take  LUNESTA  only  when  you  are  able  to  get  a  full  night 
of  sleep  before  you  need  to  be  active  again.  Be  sure  to  talk 
to  your  doctor  if  you  think  you  are  having  memory  problems. 

Tolerance 

When  sleep  medicines  are  used  every  night  for  more  than  a 
few  weeks,  they  may  lose  their  effectiveness  in  helping  you 
sleep.  This  is  known  as  "tolerance."  Development  of  tolerance 
to  LUNESTA  was  not  observed  in  a  clinical  study  of 
6  months'  duration.  Insomnia  is  often  transient  and 
intermittent,  and  prolonged  use  of  sleep  medicines  is  generally 
not  necessary.  Some  people,  though,  have  chronic  sleep 
problems  that  may  require  more  prolonged  use  of  sleep 
medicine.  If  your  sleep  problems  continue,  consult  your  doctor, 
who  will  determine  whether  other  measures  are  needed  to 
overcome  your  sleep  problems. 

Dependence 

Sleep  medicines  can  cause  dependence  in  some  people, 
especially  when  these  medicines  are  used  regularly  for 
longer  than  a  few  weeks  or  at  high  doses.  Dependence  is 
the  need  to  continue  taking  a  medicine  because  stopping  it 
is  unpleasant. 

When  people  develop  dependence,  stopping  the  medicine 
suddenly  may  cause  unpleasant  symptoms  (see  Withdrawal 
below).  They  may  find  they  have  to  keep  taking  the  medicine 
either  at  the  prescribed  dose  or  at  increasing  doses  just  to 
avoid  withdrawal  symptoms. 

All  people  taking  sleep  medicines  have  some  risk  of  becoming 
dependent  on  the  medicine.  However,  people  who  have  been 
dependent  on  alcohol  or  other  drugs  in  the  past  may  have  a 
higher  chance  of  becoming  addicted  to  sleep  medicines.  This 
possibility  must  be  considered  before  using  these  medicines 
for  more  than  a  few  weeks.  If  you  have  been  addicted  to 
alcohol  or  drugs  in  the  past,  it  is  important  to  tell  your 
doctor  before  starting  LUNESTA  or  any  sleep  medicine. 

Withdrawal 

Withdrawal  symptoms  may  occur  when  sleep  medicines  are 
stopped  suddenly  after  being  used  daily  for  a  long  time.  In 
some  cases,  these  symptoms  can  occur  even  if  the  medicine  has 
been  used  for  only  a  week  or  two.  In  mild  cases,  withdrawal 
symptoms  may  include  unpleasant  feelings.  In  more  severe 
cases,  abdominal  and  muscle  cramps,  vomiting,  sweating, 
shakiness,  and,  rarely,  seizures  may  occur.  These  more 
severe  withdrawal  symptoms  are  very  uncommon.  Although 
withdrawal  symptoms  have  not  been  observed  in  the 
relatively  limited  controlled  trials  experience  with  LUNESTA, 
there  is,  nevertheless,  the  risk  of  such  events  in  association 
with  the  use  of  any  sleep  medicine. 

Another  problem  that  may  occur  when  sleep  medicines  are 
stopped  is  known  as  "rebound  insomnia."  This  means  that  a 
person  may  have  more  trouble  sleeping  the  first  few  nights 
after  the  medicine  is  stopped  than  before  starting  the  medicine. 
If  you  should  experience  rebound  insomnia,  do  not  get 
discouraged.  This  problem  usually  goes  away  on  its  own 
after  1  or  2  nights. 

If  you  have  been  taking  LUNESTA  or  any  other  sleep  medicine 
for  more  than  1  or  2  weeks,  do  not  stop  taking  it  on  your 
own.  Always  follow  your  doctor's  directions. 

Changes  In  Behavior  And  Thinking 

Some  people  using  sleep  medicines  have  experienced 
unusual  changes  in  their  thinking  and/or  behavior.  These 
effects  are  not  common.  However,  they  have  included: 

•  More  outgoing  or  aggressive  behavior  than  normal 

•  Confusion 

•  Strange  behavior 

•  Agitation 

•  Hallucinations 

•  Worsening  of  depression 

•  Suicidal  thoughts 

How  often  these  effects  occur  depends  on  several  factors, 
such  as  a  person's  general  health,  the  use  of  other  medicines, 
and  which  sleep  medicine  is  being  used.  Clinical  experience 
with  LUNESTA  suggests  that  it  is  rarely  associated  with 
these  behavior  changes. 

It  is  also  important  to  realize  it  is  rarely  clear  whether  these 
behavior  changes  are  caused  by  the  medicine,  are  caused  by 
an  illness,  or  have  occurred  on  their  own.  In  fact,  sleep  problems 
that  do  not  improve  may  be  due  to  illnesses  that  were  present 
before  the  medic  ne  was  used.  If  you  or  your  family  notice 


any  changes  in  your  behavior,  or  if  you  have  any  unusual  ( 
disturbing  thoughts,  call  your  doctor  immediately. 

Pregnancy  And  Breastfeeding 

Sleep  medicines  may  cause  sedation  or  other  potenti 
effects  in  the  unborn  baby  when  used  during  the  last  wee! 
of  pregnancy.  Be  sure  to  tell  your  doctor  if  you  are  pregnan 
if  you  are  planning  to  become  pregnant,  or  if  you  becorr 
pregnant  while  taking  LUNESTA. 

In  addition,  a  very  small  amount  of  LUNESTA  may  be  presei 
in  breast  milk  after  use  of  the  medication.  The  effects  of  vei 
small  amounts  of  LUNESTA  on  an  infant  are  not  knowi 
therefore,  as  with  all  other  prescription  sleep  medicines,  it 
recommended  that  you  not  take  LUNESTA  if  you  are  breas 
feeding  a  baby. 

Safe  Use  Of  Sleep  Medicines 

To  ensure  the  safe  and  effective  use  of  LUNESTA  or  any  otln 
sleep  medicine,  you  should  observe  the  following  caution 

1.  LUNESTA  is  a  prescription  medicine  and  should  I 
used  ONLY  as  directed  by  your  doctor.  Follow  yoi 
doctor's  instructions  about  how  to  take,  when  to  tak 
and  how  long  to  take  LUNESTA. 

2.  Never  use  LUNESTA  or  any  other  sleep  medicine  f' 
longer  than  directed  by  your  doctor. 

3.  If  you  notice  any  unusual  and/or  disturbing  though 
or  behavior  during  treatment  with  LUNESTA  or  at 
other  sleep  medicine,  contact  your  doctor. 

4.  Tell  your  doctor  about  any  medicines  you  may  t 
taking,  including  medicines  you  may  buy  without 
prescription  and  herbal  preparations.  You  should  al: 
tell  your  doctor  if  you  drink  alcohol.  DO  NOT  use  alcoh 
while  taking  LUNESTA  or  any  other  sleep  medicine. 

5.  Do  not  take  LUNESTA  unless  you  are  able  to  get  8 
more  hours  of  sleep  before  you  must  be  active  agai 

6.  Do  not  increase  the  prescribed  dose  of  LUNESTA 
any  other  sleep  medicine  unless  instructed  by  yo 
doctor. 

7.  When  you  first  start  taking  LUNESTA  or  any  oth 
sleep  medicine,  until  you  know  whether  the  medicii 
will  still  have  some  effect  on  you  the  next  day,  id 
extreme  care  while  doing  anything  that  requin 
complete  alertness,  such  as  driving  a  car,  operatir 
machinery,  or  piloting  an  aircraft. 

8.  Be  aware  that  you  may  have  more  sleeping  problem 
the  first  night  or  two  after  stopping  any  sleep  medicin 

9.  Be  sure  to  tell  your  doctor  if  you  are  pregnant, 
you  are  planning  to  become  pregnant,  if  you  becon 
pregnant,  or  if  you  are  breastfeeding  a  baby  wfK 
taking  LUNESTA. 

10.  As  with  all  prescription  medicines,  never  sha 
LUNESTA  or  any  other  sleep  medicine  with  anyoi 
else.  Always  store  LUNESTA  or  any  other  sleep  medicii 
in  the  original  container  and  out  of  reach  of  childrei 

11.  Be  sure  to  tell  your  doctor  if  you  suffer  from  depressio 

12.  LUNESTA  works  very  quickly.  You  should  only  ta  i 
LUNESTA  immediately  before  going  to  bed. 

13.  For  LUNESTA  to  work  best,  you  should  not  take  it  wi 
or  immediately  after  a  high-fat,  heavy  meal. 

14.  Some  people,  such  as  older  adults  (i.e.,  ages  65  ai 
over)  and  people  with  liver  disease,  should  start  wi  ■ 
the  lower  dose  (1  mg)  of  LUNESTA.  Your  doctor  m 
choose  to  start  therapy  at  2  mg.  In  general,  adui  j 
under  age  65  should  be  treated  with  2  or  3  mg. 

15.  Each  tablet  is  a  single  dose;  do  not  crush  or  bre- 
the  tablet. 

Note:  This  summary  provides  important  information  abo 
LUNESTA.  If  you  would  like  more  information,  ask  yo 
doctor  or  pharmacist  to  let  you  read  the  Prescribii 
Information  and  then  discuss  it  with  him  or  her. 

Rx  only 
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GOLF  &  THE  BUSINESS  LIFE 


over  his  scorecard  after  each  round.  He  even  calculates 
the  number  of  greens  he  has  to  hit  in  regulation  in 
order  to  break  80. 

Gross  compares  the  sport  to  his  professional  life. 
"Golf  teaches  me  to  contain  my  frustration,"  he  says. 
"On  any  trading  day,  I  might  be  losing  millions  of 
dollars.  I'll  go  home  at  night  and  regroup.  It's  like 
moving  to  the  next  tee." 

3.  DOES  THIS  PERSON  KNOW  HOW  TO  HAVE  FUN?  There  is 
one  man  whom  everyone  in  business  seems  to  pick  as  a 
dream  golf  partner.  No,  it's  not  Tiger  Woods.  Berkshire 
Hathaway  chief  Warren  Buffett  doesn't  play  much  golf 
these  days,  but  he  has  no  shortage  of  invitations.  The 
reason:  People  have  a  genuinely  great  time  playing 
with  him. 

Former  General  Electric  Chairman  Jack  Welch  once 
commented  about  being  in  a  foursome  with  Buffett 
and  Bill  Gates.  Buffett  parred  the  first  hole,  Gates 
declared  him  winner  of  the  match,  then  they  finished 
the  round.  The  two  had  a  standing  bet  that  whoever 
scored  the  first  par  would  automatically  win.  The 
lesson  is  that  both  men  understand  the  camaraderie  of 
the  game  is  more  important  than  the  competition. 

4.  IS  THIS  THE  RIGHT  PERSON  FOR  THE  JOB?  Gerry  Roche,  a 
prominent  executive  recruiter  with  Heidrick  &  Struggles 


International,  combines  much  of  his  work  with  golf 
because  he  sees  the  game  as  a  litmus  test  of  character. 
On  one  occasion,  he  was  caught  on  the  course  during  a 
lightning  storm.  Fleeing  to  a  nearby  shelter,  he  found 
himself  sitting  on  a  bench  with  Lou  Gerstner,  then-CEO 
of  RJR  Nabisco.  The  two  had  never  met.  Roche  was 
taken  by  Gerstner's  direct  (read:  brash)  style.  Soon  after, 
Roche  recruited  Gerstner  to  be  CEO  of  IBM. 

5.  IS  THIS  PERSON  A  GOOD  LISTENER?  Many  executives 
like  to  hear  themselves  talk.  The  best  ones  also  listen 
to  and  appreciate  what  others  are  saying. 

During  my  round  with  Merrill's  O'Neal,  he  asked 
me  a  lot  of  questions  about  myself.  He  solicited  my 
thoughts  about  some  of  his  managers.  He  also  talked 
with  me  candidly  about  overcoming  stereotypes.  By 
the  end  of  the  round  he  so  inspired  me  with  a  comment 
that  golf  and  life  were  about  "infinite  possibilities" 
that  I  not  only  changed  my  opinion  of  O'Neal  but  I 
went  back  to  my  office  and  decided  to  quit  my  job.  A 
few  months  later  I  started  my  own  business. 

Adapted  from  Deals  on  the  Green:  Lessons  on 
Business  and  Golf  from  America's  Top  Executives, 
by  David  Rynecki,  by  arrangement  with  Portfolio, 
a  member  of  Penguin  Group  (USA)  Inc.  Copyright 
©  David  Rynecki,  2007. 
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ExecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


The  Rothschilds5 
Chilean  Experiment 


ALMAVIVA  VINEYARDS  IN  Chile's  Maipo  Valley  is 
a  partnership  between  Vina  Concha  y  Toro, 
one  of  the  country's  best  wineries,  and 
Baroness  Philippine  de  Rothschild,  proprietor 
of  Bordeaux's  famous  Chateaux  Mouton- 
Rothschild.  The  11-year-old  venture  produces  just 
8,000  to  12,000  cases  of  wine  annually,  all  from 
a  single  vineyard.  J  That  alone  makes  it  unique, 


since  Chilean  winemakers  typically  use 
grapes  from  multiple  sources.  The  wine, 
mainly  from  cabernet  sauvignon  with 
some  carmenere  grapes,  is  pampered 
like  a  fine  Bordeaux,  spending  16  to  18 
months  aging  in  new  French  oak  casks 
prior  to  botding.  By  South  American 
standards,  Almaviva  is  not  cheap.  But  it 
compares  admirably  to  Bordeaux  that 
command  at  least  twice  the  price. 

2004  Almaviva 

92  points.  This  wine  has  a  deep  saturated 
ruby/purple  color.  It  offers  notes  of  melted 
licorice  intermixed  with  espresso  roast,  black 
currants,  cedar,  and  a  bit  of  toasted  Provengal 
herbs.  On  the  palate,  the  wine  is  medium- 
bodied  and  silky.  The  2004  also  exhibits  a 
classic,  almost  Bordeaux-like  aroma,  but  its 
greater  richness  and  headiness  suggest  the 
wine  is  maturing  relatively  fast.  That  means  it 
should  be  enjoyed  in  its  first  10  to  12  years  of 
life.  $56-$80 

2002  Almaviva 

93  points.  The  2002  comes  across  with  plenty 
of  new  oak  intermixed  with  hints  of  coconut, 
black  currant,  menthol,  cedar,  and  spice. 
Rich,  fleshy,  voluptuously  textured,  and  fruit- 
driven,  it  is  almost  a  bit  too  modern  in  style  to 
please  traditionalists  from  Bordeaux.  Still,  the 
2002  shows  p  power  and  intensity.  It 
should  drink  well  for  12  to  15  years.  $57-$99 


2003  Almaviva 

95  points.  This  is  a  blockbuster  vintage. 
With  an  inky  blue/purple  color,  the  wine 
has  a  beautiful  nose  of  camphor,  charcoal, 
blueberry,  blackberry,  and  some  spicy  but 
subtle  new  oak.  The  wine  is  full-bodied, 
powerful,  and  rich,  but  with  silky  tannins 
and  loads  of  glycerin.  This  could  turn  out 
to  be  one  of  the  all-time  great  wines 
released  by  this  partnership  and  should 
continue  to  drink  well  for  another  two 
decades.  $60-$80 

2001  Almaviva 

91  points.  Starting  to  show  some  lightening 
at  the  edge  of  its  dark  ruby  color,  the  wine 
exhibits  plenty  of  plum,  blackberry,  and  loamy 
soil  notes  intermixed  with  some  new  oak, 
dried  herbs,  and  spice.  The  wine  has  beautiful 
fruit,  medium  body,  and  a  soft,  round  finish, 
and  it  should  drink  nicely  for  10  to  12  more 
years.  $68-$93 

2005  Almaviva 

95  points.  This  dense  ruby/purple-colored 
wine  offers  up  notes  of  sweet  black  currants 
intermixed  with  some  smoke,  cedar,  and 
roasted  meat.  The  wine  has  fabulous  texture, 
an  opulent,  fleshy  mid-palate,  and  a  long 
finish  with  sweet  tannin  and  plenty  of  glycerin 
and  richness.  It  can  be  drunk  now  or  cellared 
for  15  to  20  years.  This  vintage  has  not  yet 
been  released  for  sale.  ■ 


Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tei 
of  thousands  of  tasting  notes,  buy  his  books,  c 
subscribe  to  his  newsletter,  The  Wine  Advocat 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-£    above  average  to  very  good. 
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STANDARD  &  POORS  INSURANCE  CONFERENCE 


INSURANCE  2007: 

IN  PURSUIT  OF  SUSTAINABLE  EARNINGS 

Standard  &c  Poor's  23rd  Annual  Insurance  Conference  will  delve  into 
the  strategies  industry  leaders  are  developing  and  implementing  to 
achieve  sustainable  earnings  performance  in  today's  market. 

This  interactive,  multitrack  program  for  Insurance  Executives  and 
Investment/Credit  Professionals  will  feature: 

•  Sector  Reviews  and  Outlooks 

•  Industry  Perspectives  from  Wall  Street 

•  Hot  Topic  Panels  and  Roundtable  Discussions 

•  Criteria  and  Ratings  methodology 

12  CPE  credits  will  be  awarded  to  interested  attendees  completing  this  program. 


Media  partner: 


BusinessWeek 
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INVITED  SPEAKERS  INCLUDE: 

RAMANI  AYER 

CHAIRMAN  AND  CEO 

THE  HARTFORD 

JOSEPH  P.  BRANDON 

CHAIRMAN  AND  CEO 

GENRE 

NEILLA.  CURRIE 

CEO 
RENAISSANCE  RE 

C.  ROBERT  HENRIKSON 

CHAIRMAN,  PRESIDENT  AND  CEO 

METLIFE 

STEPHEN  W.  LILIENTHAL 

CHAIRMAN  AND  CEO 

CNA 

GREGORY  E.  MURPHY 

CHAIRMAN,  PRESIDENT  AND  CEO 

SELECTIVE  INSURANCE 

ARTHUR  F.  RYAN 

CHAIRMAN  AND  CEO 

PRUDENTIAL 

SY  STERNBERG 

CHAIRMAN  AND  CEO 

NEW  YORK  LIFE 

PATRICK  A.  THIELE 

PRESIDENT  AND  CEO 

PARTNER  RE 


For  more  information  and  to  register,  please  visit 
www.events.standardandpoors.com/insurance  or  call  212.438.2800. 
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www.standardandpoors.com 


Analytic  services  providedby  Standard  &  Poor's  Ratings  Services  ("Ratings  Services")  are  the  result  of  separate  activities  designed  to  preserve  the  indepen- 
dence and  objectivity  of  ratings  opinions.  Credit  ratings  issued  by  Ratings  Service,  are  solely  statements  of  opinion  and  not  statements  of  fact  or  recommen- 
dations to  purchase,  hold,  or  sell  any  securities  or  make  any  other  investment  decisions.  Accordingly,  any  user  of  credit  ratings  issued  by  Ratings  Services 
should  not  rely  on  any  such  ratings  or  other  opinion  issued  by  Ratings  Services  in  making  any  invesiment  decision.  Ratings  are  based  on  information 
received  by  Ratings  Services.  Other  divisions  of  Standard  &C  Poor's  may  have  information  that  is  not  available  to  Ratings  Services.  Standard  &  Poor's  has 
established  policies  and  procedures  to  maintain  the  confidentiality  of  non-public  information  received  during  the  ratings  process. 
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HealthCare 
You  Control 

One  family  finds  that  health  savings  accounts 
may  be  the  smart  choice,  by  Christopher  farrell 


IN  THE  NAME  OF  academic  research,  finance  professor 
Stephen  T.  Parente  got  his  physician  wife  to  agree,  re- 
luctantly, to  make  a  radical  change  in  their  family's 
medical  coverage.  The  health-economics  specialist  who 
teaches  at  the  University  of  Minnesota's  Carlson  School 
of  Management  had  realized  he  knew  a  lot  about  health 
savings  accounts  (HSAs)  as  a  scholar.  But  he  had  no  ex- 
perience with  them  as  a  consumer.  So  two  years  ago  he  enrolled 
himself  and  his  family  in  a  high-deductible  insurance  plan  linked 
to  a  tax-sheltered  HSA  for  medical  expenses.  J  Parente's  family  of 
five  is  at  the  vanguard  of  a  controversial  kind  of  consumer-directed 

health  insurance  slowly  gaining  a  place  family  is  $4,000,  according  to  the  Kaiser 
in  employee  benefits  packages.  (Just  12% 
of  companies  with  1,000  or  more  work- 
ers offer  it.)  The  insurance  component  is 
actually  a  catastrophic  policy  that  must, 
by  law,  have  a  $2,200  minimum  family 
deductible  and  an  out-of-pocket  limit  of 
$11,000.  The  average  deductible  for  a 


Family  Foundation  and  Health  Research 
&  Educational  Trust.  Parente's  deduct- 
ible is  $5,000.  The  most  a  family  can 
contribute  to  the  tax-sheltered  account  is 
$5,650  a  year.  The  figures  are  lower  for 
individuals  (table). 

The  HSA  contributions  are  made  with 


COVERED 

The  Parentes 
at  home  in 
Minneapolis 


pretax  dollars.  Withdrawals  are  tax-fr « an 
as  long  as  the  money  goes  toward  qua;;  ale 
fied  medical  expenses,  which  incluiin 
everything  from  acupuncture  to  org;: i' 
transplants  to  quit-smoking  programed 
The  money  is  usually  parked  in  a  banr  in- 
like  account,  and  beneficiaries  of  tse 
plan  receive  a  checkbook  or  debit  card  i  'In 
paying  bills.  It's  like  a  flexible  spendirwt 
account— except  that  with  an  FSA,  ynier 
forfeit  what's  not  spent  in  a  calendar  ye 
while  unused  HSA  money  rolls  over.  '  Wl 
The  idea  behind  the  high-deductibl*  w 
HSA  plans  is  this:  Catastrophic  cove  nei 
age  prevents  serious  medical  illness  fro  tan 
financially  crippling  an  individual  or  far  Is  i 
ily.  Patients,  who  will  now  have  mouau 


A  Different 
Take  on  Health 
Coverage 

HOW  THE  INSURANCE  WORKS: 

Start  with  a  high-deductible  health-insurance  plan. 
Minimum  2007  deductible:  $1,100*  for  an  individual, 
$2,200  for  a  family. 

Maximum  2007  out-of-pocket  limit:  $5,500  a  year  for 
an  individual,  $11,000  for  a  family. 

HOW  YOU  FUND  IT: 

Pay  into  a  health  savings  account  with  pretax  money, 

similar  to  a  401(k). 

Maximum  2007  contribution:  $2,850*  for  an  individual, 

$3,650  for  a  participant  over  55,  $5,650  for  a  family. 

Employers  may  kick  in  to  the  account  up  to  the  annual 

out-of-pocket  limit. 

You  are  also  allowed  a  one-time  transfer  from  an  IRA,  free 

of  taxes  and  penalties,  up  to  the  annual  out-of-pocket  limit. 

HOW  YOU  USE  IT: 

Pay  qualified  medical  expenses  with  HSA  checks 

or  debit  cards. 

Any  money  you  don't  use  remains  in  the  account  for  future  use. 

Money  can  be  invested  in  mutual  funds,  stocks,  bonds, 

annuities,  and  CDs. 

If  you  change  jobs  or  retire,  the  account  goes  with  you. 


•Figures  are  indexed  to  inflation 


Data:  BusiressWeek 


mcial  skin  in  the  game,  spend  their 
dth-care  dollars  more  carefully,  putting 
vnward  pressure  on  health-cost  infla- 
i.  "Besides  doing  research  in  the  area,  I 
:d  the  idea  of  having  more  control  over 
■  medical  spending,"  says  Parente,  who 
sented  a  co-authored  paper,  Assessing 
Impact  of  Health  Savings  Accounts  on 
urance  Coverage  and  Costs,  at  the  2006 
lerican  Economics  Assn.  meeting. 

UND  HABITS 

WHAT  HAS  HE  LEARNED  as  a  Con- 
ner? Just  as  with  his  previous  in- 
ance,  he  doesn't  worry  that  medical 
s  will  cause  financial  ruin.  Once  he 
lausts  his  $5,000  deductible,  his  in- 


surance kicks  in  and  his  family  is  pro- 
tected against  disaster.  In  addition,  he  is 
now  fully  covered  for  preventive  care  to 
encourage  sound  medical  habits,  a  relief 
with  three  children,  ages  2,  5,  and  10. 
Such  services  includes  immunizations 
and  well- child  care,  as  well  as  annual 
physicals  and  mammograms.  Some  82% 
of  high-deductible/HSA  plans  follow  this 
practice,  according  to  the  Kaiser  survey. 
Parente  has  been  surprised  by  the  cost 
of  using  an  HSA.  The  premium  of  $84.20 
per  biweekly  pay  period  is  only  about  12% 
less  than  a  preferred  provider  plan,  and  he 
thinks  the  savings  should  be  greater.  Par- 
ente also  puts  $3,650  in  the  HSA  to  reach 
the  maximum  contribution  (the  university 


puts  in  $2,000),  but  the  money  belongs  to 
him,  not  an  insurance  company. 

The  tax-sheltered  savings  account 
does  have  an  impact  on  his  health-care 
spending,  he  says,  just  as  his  scholarly 
work  predicted.  "When  the  account  is 
your  money,  and  when  you  get  to  keep  it, 
you  do  act  differently,"  he  says. 

He  draws  an  analogy  between  this 
sort  of  health  plan  and  auto  insurance. 
If  there's  major  damage  to  your  car, 
you  file  a  claim  with  your  insurer  to 
defray  the  cost  of  repair.  But  if  you  just 
have  a  cracked  windshield  or  dent  in 
a  door,  chances  are  you'll  shop  around 
for  the  best  deal  and  pay  out  of  pock- 
et, rather  than  file  a  claim  and  risk 


Your  hopes  for  retirement  should  never  retire. 


Call  your  broker,  or  visit 
hartfordinvestor.com. 
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getting  a  premium  hike  next  year. 

The  same  applies  to  your  family's 
health  care.  If  someone  develops  a 
major  illness,  the  catastrophic  insur- 
ance will  cover  the  expenses.  But  if 
your  child  has  strep  throat,  you  can 
pay  for  the  strep  test  and  doctor's  visit 
from  your  HSA.  If  Parente  sticks  with 
in-network  doctors  and  laboratories, 
he  pays  the  same  rates  insurers  pay  in 
other  university  health  plans. 

Parente  says  there  still  isn't  enough 
data  to  confirm  whether  the  combi- 
nation of  consumer-driven  insurance 
and  HSAs  lives  up  to  its  promise.  A 
lot  of  the  talk  in  health  policy  circles 
about  savvy  consumers  shopping  for 
the  best  deal  is  hype.  The  only  good 
price  information  currently  involves 
pharmaceuticals.  Consumers  can  go 
online  and  compare  prices  of  brand- 
name  drugs  vs.  generic  competitors,  or 
mail  order  vs.  local  pharmacy,  and  so 
on.  "But  the  notion  that  it's  possible  to 
shop  for  physician  prices,  that  there's 
a  marketplace  in  doctors,  well,  it  just 
isn't  there,"  he  says. 

One  thing  Parente  the  scholar 
did  not  anticipate  was  how  Parente 
the  consumer  would  become  more 
interested  in  managing  the  HSA  for 
long-term  growth.  He  had  assumed 
he  would  park  the  money  in  a  low- 
risk  bank  money-market  account,  as 
is  typical.  Now  that  his  savings  are 
approaching  $9,000,  he's  thinking  of 
keeping  half  in  the  bank  for  short-term 
bills  and  investing  half  in  an  aggressive 
growth-stock  fund  for  the  long  haul. 

Many  plans  allow  participants  to 
invest  in  a  variety  of  securities,  in- 
cluding certificates  of  deposit,  stocks, 
bonds,  and  mutual  funds.  He  can 
always  cash  in  the  investment  if  he 
needs  to  for  medical  bills,  but  if  he 
doesn't,  it  will  compound  over  time. 
He  can  then  make  tax-free  withdraw- 
als to  help  defray  medical  expenses  in 
retirement.  After  all,  Medicare  pays 
for  at  most  half  the  average  retiree's 
health  bill  now,  and  most  forecasts 
say  that  percentage  will  shrink. 

Obviously,  Parente  is  unusually 
knowledgeable  about  health-care  pric- 
ing and  economics.  He  agrees  with 
one  common  complaint  about  HSAs: 
Consumers  who  want  to  spend  their 
health-care  dollars  wisely  still  lack 
good  information  to  compare  the  cost 
and  quality  of  physicians,  procedures, 
hospitals,  and  health  plans. 

Even  so,  the  scholar  in  him  sup- 
ports the  HSA  model.  And  now  the 
consumer  in  him  does  as  well.  ■ 
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In  a  Big  World, 
Few  Open  Doors 

Global  investing  is  hot,  and  finding  a  good  foreign 
mutual  fund  is  about  as  tough  as  scoring  floor  seats  for 
the  NBA  finals.  Of  the  16  diversified  funds  rated  "A"  in  the 
foreign  category  by  BusinessWeek,  only  these  five  are 
still  open  to  new  investors.  BY  LAUREN  YOUNG 


COLUMBIA  ACORN 
INTERNATIONAL  FUND  Z  (ACINX) 

5-YR.  AVG.  ANNUAL  TOTAL  RETURN  22.2%* 

EXPENSE  RATIO  0.94% 

From  their  perch  in  Chicago,  managers  Zach 
Egan  and  Louis  Mendes  are  buy-and-hold 
investors  who  search  the  planet  looking  for 
companies  with  above-average  growth  rates 
and  strong  balance  sheets.  As  a  result,  their 
$4.8  billion  no-load  portfolio  has  an  eclectic 
mix  of  189  stocks,  including  UrAsia  Energy,  a 
Kazakhstan-based  uranium  miner.  You'll  pay 
a  2%  redemption  fee  on  shares  held  fewer  than 
60  days. 

FORWARD  INTERNATIONAL 
SMALL  COMPANY  (PISRX) 

5-YR.  AVG.  ANNUAL  TOTAL  RETURN  25.0%* 

EXPENSE  RATIO  1.60% 

Pictet,  a  Swiss  asset  manager,  runs  this  fund 
using  quantitative  analysis  and  bottoms-up 
research.  More  than  42%  of  the  $300  million 
fund's  assets  are  in  European  companies,  such 
as  Premiere  AG,  a  German  broadcaster.  The  no- 
load  fund's  expense  ratio  is  usually  1.66%, 
although  it  has  been  temporarily  cut  to  1.60% 
to  entice  new  investors. 

JANUS  OVERSEAS  FUND  (JA0SX) 

5-YR.  AVG.  ANNUAL  TOTAL  RETURN  22.0%* 

EXPENSE  RATIO  0.91% 

Manager  Brent  Lynn  is  a  fan  of  fast-growing 
companies  with  seasoned  management  teams 
and  high  returns  on  capital.  But  what  makes 
this  $7.9  billion  no-load  fund  stand  out  is  a  well- 
balanced  mix  of  large-company  stocks  (Sony 
and  Samsung  are  top  holdings)  with  mid-  and 
small-company  holdings.  Lynn  also  takes 
concentrated  country  bets:  Right  now  the  fund 


is  focused  on  Hong  Kong,  Brazil,  India,  and 
Japan.  With  a  low  expense  ratio,  it's  also  one  I 
the  cheapest  foreign  funds  to  own  on  our  A-li; 

OPPENHEIMER  INTERNATIONAL 
SMALL  COMPANY  (OSMAX) 

5-YR.  AVG.  ANNUAL  TOTAL  RETURN  31.0%j 

EXPENSE  RATIO  1.20% 

Fund  manager  Rohit  Sah  has  bulked  up  the 
$2.6  billion  fund  with  investments  in  Asia 
and  Canada,  and  nearly  40%  of  the  fund  is 
invested  in  Canadian  energy  and  mining 
stocks.  That  hasn't  left  much  room  for 
European  companies,  which  make  up  less 
than  15%.  Sah  is  also  a  fan  of  young 
companies  that  have  gone  public  within  the 
past  five  years.  Only  serious  investors  shoul 
apply:  The  minimum  investment  is  $50,000 
The  fund  has  a  front-end  load  of  5.75%. 


T.  ROWE  PRICE  INTERNATIONAL 
DISCOVERY  (PRIDX) 

5-YR.  AVG.  ANNUAL  TOTAL  RETURN  25.9W 


EXPENSE  RATIO  1.24% 

Nearly  half  of  this  $2.7  billion  growth  fund 
is  invested  in  Europe,  with  an  additional  25°/I 
allocated  to  the  Pacific  Rim.  London-based 
lead  manager  Justin  Thomson  looks  for 
growth  companies  like  Financial  Technologit 
an  Indian  outsourcer  of  specialty  financial 
software.  Other  top  holdings  include  Austar 
Communications,  an  Australian  satellite- 
television  company,  and  SGL  Carbon,  a 
German  manufacturer  of  carbon,  graphite, 
and  composite  materials. 

•  Pretax  returns  through  Apr  30 
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ONLINE:  To  find  A-rated  funds  in  other  categories, 
click  on  BusinessWeek's  Mutual  Fund  Scoreboard  i 
bwnt.businessweek.com/mutual  fund 
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Introducing  the  Company  Insight  Center 

You're  just  one  click  away  from  an  unparalleled 
business  and  financial  resource. 

Get  the  deepest  perspective  on  global  corporations, 
private  companies,  and  the  personalities  behind  them. 

What's  more,  it's  powered  by  BusinessWeek  and  Capital  IQ  —  and  it's  free. 
Dive  in  today  at  businessweek.com 
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BY  GENE  G.  MARCIAL 

IT  LOOKS  LIKE  OFFICE  RIVALS  MAY  BE  EYEING  OFFICEMAX. 


HOW  VERICHIP'S  RADIO-FREQUENCY  TAGS  HELP  AT  THE  HOSPITAL 


A  THICK  RIB  EYE  AND  A  POWWOW  AT  MORTON'S  STEAKHOUSES. 


AN  UPTICK 
ON  THE  BUZZ 

STOCK  PRICE  (DOLLARS) 


Shoppers  for  OfficeMax? 

WHEN  OFFICEMAX  (OMX)  missed  Street  analysts' 
first-quarter  earnings  forecast  on  May  3,  the  stock 
plunged  from  49  to  41  as  investors  bailed  out.  But  not 
Jack  Cunningham,  chief  investment  officer  at 
J.  &  W.  Seligman.  He  bought  shares, 
because  he  sensed  a  turnaround  was 
still  in  place.  And  he  thought  with  the 
stock  battered,  Staples,  No.l  in  office 
supplies,  and  No.  2  Office  Depot  might 
look  at  OfficeMax,  the  third-largest,  as 
easy  buyout  prey.  The  stock  has  since 
bounced  to  45.05,  partly  on  buzz  that, 
indeed,  OfficeMax  may  find  itself  selling 
out  "Purchasing  OfficeMax  outright 
makes  sense  for  either  of  the  two  larger 
players,  given  the  instant  [earnings] 
accretion  for  both  companies,  at  a 

possible  buyout  price  in  the  mid-50s,"  says  Cunningham.  The 
three  big  players  have  less  than  20%  of  the  U.S.  retail  market 
and  less  than  50%  of  the  business-to-business  "contract" 
market.  The  latter  segment  was  the  culprit  in  the  first-quarter 
shortfall  in  OfficeMax's  earnings.  But  Cunningham  expects 
operating  margins  to  widen  from  3.5%  in  2006  to  nearly  7%  in 
two  years.  Goldman  Sachs,  which  has  OfficeMax  as  a  client,  says 
the  biggest  problem,  erosion  of  margins,  can  be  addressed  as 
"highly  focused  and  skilled  senior  management  digs  deeper." 
Goldman  cut  its  2007  earnings  forecast  by  42<t,  to  $2.23  a  share, 
and  its  2008  estimate  by  45<t,  to  $2.60,  but  still  rates  the  stock 
a  buy.  Staples  and  Office  Depot  declined  comment.  OfficeMax 
didn't  return  calls. 


OFFICEMAX 
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Data:  Bloomberg  Financial  Markets 


VeriChip  Is 
I.D.'dAsaWinner 


VERICHIP  (CHIP)  IS  starting  to  attract  Wall  Street  with 
its  Food  &  Drug  Administration-approved  human- 
implantable  radio  frequency  identification  (RFID)  chip 
for  medical  use.  The  size  of  a  grain  of  rice,  it  can  be  injected  into 
a  person's  arm.  When  scanned,  it  shows  a  16-digit  code  linked  to 
the  person's  proprietary  database  containing  pertinent  medical 
records.  "It's  an  amazing  life-saving  technology  and  has  many 
uses,"  says  William  Woodward  of  Anthem  Venture  Partners, 
which  bought  shares  at  VeriChip's  initial  public  offering  on  Feb. 
8  at  6.50  a  share.  The  stock  has  since  slid  to  4.28.  But  Wood' vard 
is  confident  it  will  hit  12  in  a  year  as  more  doctors  and  hospitals 
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sign  up  to  use  the  system.  Some 
400  hospitals  and  1,200  physicians 
have  already  done  so.  Kevin  Dede  of 
investment  firm  Merriman  Curhan 
Ford,  which  has  done  banking  for 
VeriChip,  says  the  RFID  chip  is  critical 
for  people  who  end  up  in  hospitals  in  an 
unconscious  state.  He  expects  sales  to 
leap  from  $27.3  million  in  2006  to  $30.2 
million  in  2007  and  $36  million  in 
2008.  VeriChip  has  yet  to  make  money. 
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The  Sizzle  at 
Morton's  Restaurants 


Bi 


THE  STOCK 

HAS  cooled: 

STOCK  PRICE  (DOLLARS) 


OARDROOM  BUSINESS  is  firing  up  sales  at  Morton's 
.  Restaurant  Group  (MRT),  tops  in  upscale  steakhouses. 
'Some  20%  of  sales  (up  from  15%  in  2006)  is  generated 

by  private  rooms  equipped  with  boardroom  trappings, 

including  screens  for  videoconferencing  with  other  Morton's 

establishments.  "Big  Pharma  outfits  are  among  the  corporatioi 

that  have  used  our  boardrooms,"  says  Chairman  Thomas 

Baldwin.  Six  or  seven  new  eateries, 

including  one  in  Macau,  will  open 

this  year.  Morton's  has  74  restaurants 

now.  "Our  goal  is  for  sales  to  hit  $1 

billion,"  says  Baldwin.  Jeff  Omohundro 

of  Wachovia  Securities,  who  rates 

Morton's  "outperform,"  sees  sales  of 

$355  million  in  2007  and  $402  million 

in  2008.  Such  growth  comes  from 

"operational  uniformity,  strong  brand 

recognition,"  and  broad  customer  base, 

says  Omohundro,  who  sees  earnings 

of  89<f  a  share  in  2007  and  $1.08  in 

2008,  up  from  8l<t  in  2006.  Aimee  Marcel  Remey  of  Jefferies, 

who  rates  Morton's,  now  at  15.96,  a  buy,  says  its  high-income 

demographics  give  it  pricing  power  that  lets  it  pass  on  rising 

costs  associated  with  beef  and  minimum-wage  rates.  ■ 
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ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  than 
350.000  companies— public  and  private— worldwide.  Find  the  best  comparr 
resource  on  the  free  Web  at  investing.businessweek.com 
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S&P  500 


MAY      NOV.      MAY    MAY  10-16 


IMMENTARY 

i/as  a  mixed  bag  for  stocks 
5  week.  The  Dow  kept 
nbing  on  news  that  Warren 
fret's  Berkshire  Hathaway 
sed  its  stake  in  Johnson  & 
mson  and  Eddie  Lampert's 
jge  fund  snapped  up  shares 
Citigroup.  The  NASDAQ  was 
igged  down  by  a  13.9%  drop 
!\mgen  prompted  by  more 
rernment  restrictions  on  the 
'tech's  anti-anemia  drugs. 

i:  Bloomberg  Financial  Markets,  Reuters 
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1-WEEK  TOTAL  RETURN 

•:ek  ended  may  ie 

I  S&P  500  ■  U.S.  DIVERSIFIED  H  ALL  EQUITY 
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U.S.  MARKETS 

MAY  16 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  500 

1514.1 

0.1 

6.8 

17.2 

Dow  Jones  Industrials 

13,4875 

0.9 

8.2 

18.1 

NASDAQ  Composite 

2547.4 

-1.1 

5.5 

14.3 

S&P  MidCap  400 

892.4 

-0.7 

10  9 

14.0 

S&PSmallCap600 

426.8 

-1.5 

6.7 

10.7 

DJ  Wilshire  5000 

SECTORS 

15.203.1 

-0.2 

6.9 

16.6 

BusinessWeek  50* 

854.0 

0.6 

6.9 

14.8 

BW  Info  Tech  100" 

474.6 

0.6 

6.1 

22.8 

S&P/Citigroup  Growth 

690.7 

-0.2 

5.8 

15.5 

S&P/Citigroup  Value 

822.6 

0.4 

7.6 

18.8 

S&P  Energy 

503.8 

1.0 

10.6 

21.1 

S&P  Financials 

507? 

-0.3 

2.4 

13.4 

S&P  REIT 

197.5 

-3.3 

-0.7 

20.1 

S&P  Transportation 

284.6 

0.7 

7.9 

1.6 

S&P  Utilities 

216.5 

0.8 

16.0 

36.9 

GSTI  Internet 

216  4 

-2.7 

8.3 

21.0 

PSE  Technology 

938.8 

-1.3 

7.2 

12.7 

GLOBAL  MARKETS  may  ie  week 

S&P  Euro  Plus  (U.S.  Dollar)  2197.5  -0.3 

London  (FT-SE 100)  6559.5  0.2 

Paris  (CAC  40)  6017.9  -0.6 

Frankfurt  (DAX)  74813  0.1 

Tokyo  (NIKKEI  225)  17,529.0  -1.2 

Hong  Kong  (Hang  Seng)  20.9373  0.4 

Toronto  (S&P/TSX  Composite)  14.025.0  0.9 

Mexico  City  (IPC)  30,341.3  1.2 


% CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 


10.4 

5.4 
8.6 
13.4 
1.8 
4.9 
8.7 

14  7 


26.8 

12.2 
18.4 
278 
8.5 
277 
18.6 
45.5 


•March  19, 1999=1000   "February  7. 2000=1000 


FUNDAMENTALS      mayis  week  ago    year  ago 

S&P  500  Dividend  Yield  1.77%  1.75%       1.81% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  17.7  177  176 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.5  15.6         14.7 

First  Call  Earnings  Revision*  -0.03%  -0.10%     -0.18% 

'First  Call  Corp, 

TECHNICAL  INDICATORS         mayis  week  ago    year  ago 

S&P  500  200-day  average  1393.4  13873    Positive 

Stocks  above  200-day  average  70.0%  74.0%     Neutral 

Options:  Put/call  ratio  0.77  0.74    Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio        6.37  6.16  Negative 


BEST-PERFORMING 
GROUPS 

Health-Care  Supplies 
Internet  Retailers 
Consumer  Electronics 
Household  Appliances 
Auto  Parts  &  Equip. 


LAST 
MONTH  % 

25.3 

21.0 
18.2 
151 
12.9 


Tires  &  Rubber 
Internet  Retailers 
Intgrd.  Telecmms.  Svcs. 
Leisure  Products 
Divsfd.  Metals  &  Mining 


LAST  12 
MONTHS  % 

145.1 
63.0 

51.7 
478 
46.8 


EQUITY  FUND  CATEGORIES 


4-WEEK  TOTAL  RETURN 
LEADERS 

% 

52-WEEK  TOTAL  RETURN 
LEADERS 

% 

Latin  America 

42 

Latin  America 

38.8 

Pacific/Asia  ex-Japan 

3.1 

Utilities 

37.4 

Natural  Resources 

3.1 

Pacific/Asia  ex-Japan 

34.1 

Utilities 

LAGGARDS 

2.5 

Europe 

LAGGARDS 

25.2 

Precious  Metals 

-4.2 

Japan 

-5.5 

Real  Estate 

-2.3 

Precious  Metals 

5.5 

Japan 

-1.1 

Small-cap  Growth 

7.6 

Small-cap  Growth 
EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

-0.3 
% 

Small-cap  Blend 

52-WEEK  TOTAL  RETURN 
LEADERS 

9.6 

% 

Credit  Suisse  Tr.Sm.  Cap  Val. 

14.4 

Dreyfus  Prem.  Grtr.  China  A 

71.5 

Dreyfus  Prem.  Grtr.  China  A 

11.4 

DireXn.Lat.Am.Bull2Xlnv. 

61.3 

ProShrs.  UK.  Semiconductors 

11.2 

9.7 

AIMChinaA 

60.7 

ProFunds  UftraDow  30  Inv 

LAGGARDS 

ProFds.  UltTelcmms.  Inv. 

LAGGARDS 

57.5 

ProShrs.  UttSh.  Semiconductors 

-10.5 

ProFunds  UlrSh.Emrg.Mkts. 

-443 

ProFunds  USh.  Dow  30  Inv. 
Rydex  Dynamic  Dow  30  H 
ProShares  Ultrashort  Dow  30 

-8.6 
-8.5 
-8.5 

DireXn.  Emrg.  Mkts.  Short 

DireXn.  S&P  500  Bear  2.5X 
DireXn.  NASDAQ  100  Bear  2J5X 

-41.9 
-28.0 

-277 

WORST-PERFORMING  UST 

MONTH  % 


GROUPS 


LAST  12 
MONTHS  % 


Gold  Mining 

-11.9 

Gold  Mining 

-25.9 

IT  Consulting 

-11.0 

Electric  Mfg.  Svcs. 

-23.7 

Apparel  &  Accessories 

-9.3 

Homebuilding 

-17.1 

Home  Entertnmnt.  Sftwre. 

-8.8 

Agricultural  Products 

-16.9 

Department  Stores 

-7.7 

Employment  Services 

-14.9 

INTEREST  RATES 


KEY  RATES 

MAY  16 

WEEK  AGO      YEAR  AGO 

Money  Market  Funds 

4.87% 

4.86%    4.46% 

90-Day  Treasury  Bills 

4.73 

4.86       4.83 

2-Year  Treasury  Notes 

4.73 

4.72       4.95 

10-Year  Treasury  Notes 

4.71 

4.66       5.10 

30-Year  Treasury  Bonds 

4.88 

4.84       5.21 

30-Year  Fixed  Mortgage  t 

6.17 

6.11        6.49 

t  BanxQuote  Inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


lO-YR.BOND 

30-YR.B0N0 

General  Obligations 

3.80% 

4.25% 

Taxable  Equivalent 

5.43 

6.07 

Insured  Revenue  Bonds 

3.99 

4.48 

Taxable  Equivalent 

5.70 

6.40 

THE  WEEK  AHEAD 


xABLE  GOODS  ORDERS 

rsday  May  24,  8:30  a.m., 
» Durable  goods  orders 
[expected  to  have  inched 
nigher  in  April.  That's  the 
sensus  forecast  among  the 
nomists  surveyed  by  Action 
lomics.  In  March,  orders 
oed  3.7%,  as  demand  for 
Ihinery,  motor  vehicles, 
i steel  all  bounced  higher.  A 
und  in  orders  is  a  positive 
for  business  investment. 


INITIAL  UNEMPLOYMENT 
CLAIMS  Thursday,  May  24,  8:30 
a.m.  EDT  »New  filings  for  state 
unemployment  claims  will  likely 
come  in  around  315,000  for  the 
week  ended  May  19. 
NEW  HOME  SALES  Thursday, 
May  24, 10  a.m.  EDT  Mew 
home  sales  probably  improved 
in  April,  to  an  annualized  rate  of 
0.88  million  units,  a  gain  after 
annualized  March  sales  of  0.86 
million  houses.  The  improvement 


may  have  been  weather-related: 
Overall  new  home  sales  outside 
the  Northeast  were  lower. 
EXISTING  HOME  SALES  Friday, 
May  25, 10  a.m.  EDT » Existing 
home  sales  in  April  most  likely 
reached  an  annual  rate  of  6.18 
million  units.  March  sales  were 
lower,  at  6.12  million,  due  entirely 
to  a  decline  in  single-family 
home  sales.  The  market  for 
condominiums  appears  to  be 
stabilizing  more  quickly. 


The  BusinessWeek  production  index 
inched  up  to  301  for  the  week  ended 
May  5,  a  9.6%  gain  from  a  year  ago. 
Before  calculation  of  the  four-week 
moving  average,  the  index  fell  to 
300.8. 


RiisiiiossWcck  .com 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  on  more 
than  350.000  companies— public 
and  private— worldwide.  Find  the  best 
company  resource  on  the  free  Web 
at  investing.businessweek.com. 

For  the  BW50.  more  investment 
data,  and  the  components  of 
the  production  index  visit 
www.businessweek.com/extras 
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For  more  advertiser  information,  log  < 
www.businessweek.com/classifieds 

FFor  Ad  Rates  and  Informatioi 
Phone:  (312)  464-0500 
Email:  MMiller@classifiedinc.a 


WebTV  -  Positive  Programming 


What's  New  and  Exciting 
on  the  Internet? 

Watch  Live     \§#    24-Hours  a  Day 
Online!     ^ttJ^  on  Internet  TV 

Featuring  Positive,  Inspirational  and  Entertaining  programs 

•  Words  of  Wisdom  •  Noteworthy  News 

•  Vegetarian  Cooking  •  A  Journey  Through  Aesthetic  Realms 

•  Selected  Movies  •  International  Entertainment  Programs,  etc 


Financial  Services 


Financial  Planning 
STOCK  GUIDE 


can  900-448-1100 

Cost  $3.00  per  call 
Must  be  18  or  older 


Timeshare 


TIMESHARES 

60-80%  Off  Retail! 

Best  Resorts  &  Seasons 
Call  for  Free  Catalog! 

1-800-941-2054 
www.holidaygroup.com/bw 


Office  Furniture 


FREE  SHIPPINQ 

.Absolutely  No  Hidden  Costs  or  Fees  &  No  Minfmums. 


31% -47% 
Off  Retail  on  all 


xtensive  Online  Catalog 

Including*  Desks,  Chairs,  Files,  Tables  &  Bookcases 


Setting  the  Standard  for  Online  Office  Furniture 


^  PLANET 

/T\     OFFICE  FU  RN  ITU  RE 

www.PianetOfficeFurniture.com 
fltt  1-866-380-4978 

Authorized  Online  Dealer  for 


Fall  Protection 


DO  THE  RIGHT  THING! 

jm.     FALLS 
Through 
y*r  Skylights 


FALLGUARD 


OSHA  29  CFR  1926.501  Considers 
Skylights  to  Be  "HOLES"  in  Roofs. 


H  PLASTECO,  Inc. 
800-231-6117  X307 

www.plasteco.com 


Real  Estate 


NEW  CONSTRUCTION 

Commercial  space,  Single  Family 
Homes,  Townhomes  &  Condominiums 
available  in  the  historic  Kenwood, 
Bronzeville  area  of  Chicago,  IL. 
Quality  construction  &  craftsmenship. 
For  information  visit: 

www.lmagineURHome.com 

or  call  773-451-1426 


COLDIUeU. 
BANKGRU 


RESIDENTIAL  BROKERAGE 

Owned  and  Operated  by  NRT  Incorporated 


Franchise  Opportunities 


Real  Estate 

Franchise  Opportunities 

Europe  -  Middle  East  -  USA 


BuySell 


j  +357.26.200.000 
I  BuySellCyprus.com 

fi3nchise@t>uysellcypms.ccm 


Business/Career  Opportunitie 


AN  INCREDIBLE  INVENTION 


Proven  to  cut  electricity  costs 
by  up  to  40%. 

Manufacturer  seeks  USA  &  oversea: 
distributors  for  this  top  quality  high  tect 
product  with  amazing  consumer  demand 

Tel: +44  (0)1872  223  000 

Contact:  www.somars.com 

for  further  information 


Rated  One  of  th 
TOP  BUSINESS 
for 2007 


Business  Loans  •  Equipment  Leases 

OWN  YOUR  OWN 
BUSINESS  LOAN  COMPANY 

No  experience  needed,  we  support  you! 

•  Arrange  business  loans  and  leases 
from  $1  Ok -$10  million. 

•  Work  directly  with  national  lenders. 

•  Unlimited  earning  potential  and 
residual  income. 


Call  now  to  receive  a  FREE 
DVD  Seminar  and  Brochure! 

800-336-3933 


www.vtewbfc.com 
The  Loan  Consultants,  Inc.,  since  1983 


Business  Products 


See  and  Plan  a  GiantYear 


c?  Over  2300  task-specific 
magnetic  whiteboard  kits 
Online:  magnatag.com/bw016   ceo 
Call  800  624  41 54    Ships  in  3  days. 


MAGNATAG 


FREE  Catalog 


Busiiigssvvtoiyi  ww> 

/LarketPlace 


For  more  advertiser  information,  log  onto 
www.businessweek.com/classifieds 


For  Ad  Rates  and  Information 

Phone:(312)464-0500 

Email:  MMiller@classifiedinc.com 


Exercise  in  exactly  4  minutes  per  day 

Winner  of  the  1991  Popular  Science  Award  for  the 
"Best  of  What's  New"  in  Leisure  Products 


$14,615 


ROM  •  MANUFACTURED  IN  CALIFORNIA  SINCE  1990 


TIME  IS  IT.  Over  92%  of  people  who  own  exercise  equipment  and 
88%  of  people  who  own  health  club  memberships  do  not 
exercise.  A  4  minute  complete  workout  is  no  longer  hard  to 
believe  for  all  the  people  who  since  1990  have  bought  our 
excellent  Range  of  Motion  machine  (ROM).  Over  97%  of  people 
who  rent  our  ROM  for  30  days  wind  up  purchasing  it  based  upon 
the  health  benefits  experienced  during  that  tryout,  and  the  ROM 
performance  score  at  the  end 


to  over  100  years  old  and  highly  trained  athletes  as  well.  The 
ROM  adapts  its  resistance  every  second  during  the  workout  to 
exactly  match  the  user's  ability  to  perform  work.  It  balances 
blood  sugar,  and  repairs  bad  backs  and  shoulders.  Too  good  to 
be  true?  Get  our  free  video  and  see  for  yourself.  The  best  proof 
for  us  is  that  97%  of  rentals  become  sales.  Please  visit  our 
website  at:  www.FastExercise.com. 


of  each  4  minute  workout  that 
tells  the  story  of  health  and 
fitness  improvement.  At  under 
20  cents  per  use,  the  4 
minute  ROM  exercise  is  the 
least  expensive  full  body 
complete  exercise  a  person 
can  do.  How  do  we  know  that 
it  is  under  20  cents  per  use? 
Over  90%  of  ROM  machines 
go  to  private  homes,  but  we 
have  a  few  that  are  in 
commercial  use  for  over  12 
years  and  they  have  endured 
over  80,000  uses  each, 
without  need  of  repair  or 
overhaul.  The  ROM  4  minute 
workout  is  for  people  from  10 


The  typical  ROM  purchaser  goes  through  several  stages: 

JL  Total  disbelief  that  the  ROM  can  do  all  this  in  only  4  minutes. 

2.  Rhetorical  (and  sometimes  hostile)  questioning  and  ridicule. 

3.  Reading  the  ROM  literature  and  reluctantly  understanding  it. 

4.  Taking  a  leap  of  faith  and  renting  a  ROM  for  30  days. 

5.  Being  highly  impressed  by  the  results  and  purchasing  a  ROM. 

6.  Becoming  a  ROM  enthusiast  and  trying  to  persuade  friends. 

7.  Being  ignored  and  ridiculed  by  the  friends  who  think  you've  lost  your  mind. 

8.  After  a  year  of  using  the  ROM  your  friends  admiring  your  good  shape. 

9.  You  telling  them  (again)  that  you  only  exercise  those  4  minutes  per  day. 
10.  Those  friends  reluctantly  renting  the  ROM  for  a  30  day  trial. 

Then  the  above  cycle  repeats  from  point  5  on  down. 

The  more  we  tell  people  about  the  ROM  the  less  they  believe  it. 

From  4  minutes  on  the  ROM  you  get  the  same  results  as  from  20  to  45 
minutes  aerobic  exercise  (jogging,  running,  etc.)  for  cardio  and 
respiratory  benefits,  plus  45  minutes  weight  training  for  muscle  tone  and 
strength,  plus  20  minutes  stretching  exercise  for  limberness/flexibility. 


'  ROM  is  the  best 
time  management 
tool  ever. " 

Anthony  Robbins 


Motivational  speaker  Anthony 
Robbins  calls  the  ROM  a  fan- 
tastic time  management  tool. 
He  owns  3  ROM  machines:  one 
at  his  home,  one  at  his  resort  in 
Fiji,  and  one  that  travels  with 
him  to  all  his  seminars. 


Order  a  FREE  DVD  or  video  from  www.FastExercise.com  or  call  (818)  787-6460 

Factory  Showroom:   ROMFAB,  8137  Lankershim  Blvd.,  North  Hollywood,  CA  91605 
Fax:  (818)  301-0319    •    Email:  sales@FastExercise.com 


RENT  A  ROM  FOR  30  DAYS.  RENTAL  APPLIES  TO  PURCHASE. 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 


A.B 

ABNAmro(ABN)50 

Adams  Golf  (ADGO)  76 

Advance/Newhouse73 

Aldila(ALDA)76 

Almaviva  Vineyards  96 

Amazon  (AMZN)  74 

American  Nutrition  48 

Amgen(AMGN)28 

Anthem  Venture  102 

Apple  (AAPL)  37, 38, 107 

Argos  50 

Artemis  Pet  Food  48 

Ashworth(ASHW)76 

AstraZeneca(AZN)60 

AT&T (T) 22, 73 

AT.  Kearney  60 

AustarlOO 

Automated  Clearinghouse  12 

Bancolombia(CIB)50 

Bausch&Lomb(BOL)28 

Bavaria  (SAB)  50 

Bear  Stearns  (BSC)  36, 50 

Berkshire  Hathaway  (BRK) 

16,44,92 
Best  Buy  (BBY)  74 
Blockbuster  (BBI)  107 
Bloomberg  50 
Bloomingdale's(FD)71 
Boeing  (BA)  76 


Bon-Ton  (BONT)  71 
BP(BP)34 
Bristol-Myers  (BMY)  60 


C,D 

Cablevision(CVC)12,71 
Callaway  (ELY)  76 
Canon  (CAJ)  40 
Capital  One  (COF)  76 
Carnival  (CCL)  57 
Carson's  (BONT)  71 
CBS  (CBS)  39 
CenterPoint(CNP)76 
Cerberus  Capital  11, 28, 

30,32 
Chateaux  Mouton- 

Rothschild96 
Chevron  (CVX)  34 
Chiquita  Brands  (CQB)  50 
Chocolates  50 
Chrysler  (DCX)  11, 30, 32 
Citigroup  (C)28,50,71 
CLSAAsia-Pacific42 
CollegeHumor.com  24 
Columbia  Acorn  Inter- 
national (ACINX)  100 
Comcast  (CMCSA)  37, 

73,74 
Connected  Ventures  24 
ConocoPhillips  (COP)  34 


Cookson  Electronics  18 
Corficolombiana50 
Cox  Communications  73 
Cox  Enterprises  108 
Credit  Suisse  (CS)  40, 50 
DaimlerChrysler  (DCX)  28, 

30,32 
Digeo74 

Dillard's  (DDS)  71 
Dow  Jones  (DJ)  12, 18 


E,F,G 

EarthboundFarml8 
Ecopetrol  50, 57 
Element  21  Golf  (EGLF)  76 
Eli  Lilly  (LLY)  60 
ESL  Investments  28 
Estee  Lauder  (EL)  12 
Excel  PharmaStudies  60 
ExxonMobil  (XOM)  34 
Facebook  37 
Fairholme  Capital  16 
FAM  Value  Fund  16 
Fast  Retailing  40 
Federated  (FD)  71, 76 
Financial  Technologies  100 
Ford  (F)  12, 24, 28, 30 
Forward  International 

Small  Company  (PISRX) 

100 


Frost&  Sullivan  60 

GE(GE)92 

Genentech(DNA)110 

Glencore50 

GM(GM)28,30 

Goldman  Sachs  (GS) 

36. 102 
Golf  Research  Group  80 
Golfsmith(GOLF)76 
Goodyear (GT)  30 
Google  (GOOG)  12, 37, 110 
GPS  Industries  (GPSN)  76 
Graspr37 
GrupoSantander50 


H,I,J 

Hasbro  (HAS)  12 
Heidrick  &  Struggles 

(HSII)92 
Heinz  (HNZ)38 
HenCorp50 

IAC/lnterActive(IACI)24 
IBM  (IBM)  92, 107 
Infrastructure 

Management  18 
Innosight  108 
IntelliGolf  76 
Interbolsa  50 
Isagen57 
J&J(JNJ)110 


PRIVACY 
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J 


Occasionally,  and  subject  to  applicable  laws,  we  may  share  your  name, 
address,  and  e-mail  address  with  other  units  within  The  McGraw-Hill 
Companies  whose  products  or  services  we  feel  may  be  of  interest  to  you. 
We  may  share  this  same  information  with  other  reputable  companies  for 
the  same  purpose.  Many  of  our  subscribers  find  these  promotions  valuable, 
whether  they  are  shopping  for  new  services  or  taking  advantage  of  a 
special  offer. 

Please  be  assured  that  we  take  your  concerns  about  your  privacy  seriously, 
and  we  intend  to  take  every  reasonable  effort  to  protect  it.  To  that  end, 
The  McGraw-Hill  Companies  has  developed  a  comprehensive  Customer 
Privacy  Policy.  If  you'd  like  more  information  about  our  use  of  customer 
data,  please  review  The  McGraw-Hill  Companies  Privacy  Policy,  located 
at  www.mcgraw-hill.com/privacy.html. 

Please  note  that  this  information  is  stored  in  a  secure  location  in  the  U.S. 
and  that  access  is  limited  to  authorized  persons. 

If  you  would  prefer  not  to  have  your  data  shared  by  BusinessWeek  with 
either  other  units  within  The  McGraw-Hill  Companies  or  outside  companies, 
please  go  to  http://businessweek.rmvs.com/bwo_o.asp.  If  you  have  any 
questions  or  comments,  or  want  to  confirm  the  accuracy  of  your  information 
you  have  provided,  please  call  1-877-835-6628  or  write  to: 

BusinessWeek  Customer  Rights  Department 
1 

■  )ak,  IA  51566 

BusinessWeek  publishes  three  double  issues  and  one  expanded  special  issue  annually. 
The  double  and  expanded  issues  count  as  two  subscription  issues  each. 


J.&W.Seligmanl02 
Janney  Montgomery 

Scott  36 
Janus  Overseas  (JA0SX)  100 
J.C.  Penney  (JCP)  71 
J.D.  Power  (MHP)  73 
Jefferies  (JEF)  102 
JetBlue  (JBLU)  28 
JohnS.Herold34 
JPMorgan  Chase  (JPM)  25, 

30,42,50 


K,L,M 

KazMunaiGaz50 

Kmart  (SHLD)  28 

Kohl's  (KSS)  71 

Kraft  Foods  (KFT)  50 

Lehman  (LEH)  50 

Li  &  Fung  108 

Liberty  (LINTA)  39 

Longitudes  Group  80 

Macy's(FD)71 

Markel(MKL)16 

Marsh  107 

Martha  Stewart  (MSO)  12 

MasterCard  (MA)  12 

Matrix  Laboratories  (MYL)  28 
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)on't  Worry,  Be  Ready 

:  UPSIDE  The  7  Strategies  for  Turning  Big  Threats  into  Growth  Breakthroughs 

Adrian  J.  Slywotzky  with  Karl  Weber;  Crown  Business;  270pp;  $27.50 


ie  cool  design  of  the  iPod  is  often 
:ed  as  prima  facie  evidence  of  the 
oduct's  greatness.  But  you  hear 
>s  about  the  scores  of  little  strategic 
cisions  that  were  equally  important  in 
aking  it  a  phenomenon.  For  instance, 
>ple  licensed  key  technologies  for  the 
dget's  guts;  it  acquired,  rather  than 

ite,  the  software  that  became  iTunes;  and 
ef  Executive  Steve  Jobs  set  a  demanding 
e-month  time  line  to  get  the  first  version 
ie,  which  focused  internal  attention  on 
device  and  ensured  speed  to  market. 
)gether,  those  steps  systematically  "de- 
led" the  iPod  launch  and  enabled  the 
cess  of  Apple's  $100  million  bet. 
n  short,  Apple  was  a  risk-shaper,  not  a 
:-taker.  That  is  the  key  lesson  of  The  Upside: 
7  Strategies  for  Turning  Big  Threats  into 
wth  Breakthroughs,  a  thoughtful,  if  slim, 
lme  from  Adrian  J.  Slywotzky,  a  director 
lanagement  consultant  Oliver  Wyman. 
votzky,  author  of  such  lauded  books  as  The 
fit  Zone  (1997)  and  Value  Migration  (1996), 
cts  the  notion  that  companies  must  accept  *§ 
downside  risks  to  score  big  rewards, 
imanaged  risk  is  the  greatest  source  of 
ite  in  your  business  and  in  our  economy 
I  whole,"  he  writes.  At  times,  Slywotzky 
ids  familiar  ground— many  of  his  subjects,  including 
)le,  Toyota,  and  IBM,  are  hardly  unknown.  Yet  The  Upside's 
point  is  well  worth  absorbing:  Risk  is  something  to  be 
loited,  not  feared. 

Tie  business  environment  has  become  increasingly 
ardous.  Over  the  past  decade  or  so,  Slywotzky  points  out, 
Jit  ratings  have  steadily  deteriorated,  swings  in  earnings 
e  become  more  pronounced,  and  catastrophic  market-cap 
jes  have  become  more  frequent.  The  half-life  of  a  winning 
tegy  has  never  seemed  shorter.  So,  writes  the  author, 
ng  smart  advantage  of  risk  will  be  the  "crucial  discipline 
[he  first  decade  of  the  21st  century."  (Apparently  his 
sagues  agree,  as  Oliver  Wyman  subsidiary  Marsh  Inc.  has 
le  "Find  the  Upside"  its  new  ad  slogan.) 
lywotzky  doesn't  talk  about  risk  management  in  the 
itional  insurance-industry  sense  of  the  term.  He's 
:erned  not  with  hurricanes  or  interest-rate  fluctuations 
with  disruptions  to  a  company's  strategy.  For  instance: 
it  if  the  big  project  fails?  Or  if  customers'  preferences 
lge  unpredictably?  The  Upside  identifies  five  other  such 


rt»W»"5 


conundrums,  including  navigating  a  fork  in  the  road,  tackling 
a  seemingly  invincible  competitor,  overcoming  overconfidence, 
avoiding  profit-killing  competition,  and  dealing  with 
stagnation.  The  lessons  are  related  in  the  form  of  company 
vignettes  of  both  winners  and  losers  and  drawn  from  the 
author's  research  and  journalists'  accounts. 

One  theme  resounds  throughout  the  book:  Prepared 
companies,  which  consistently  keep  their  antennae 
tuned  to  looming  risks,  come  out  on  top.  Avid  business 
readers  probably  don't  need  quite  so  many  reminders  as 
Slywotzky  offers  that  Toyota,  with  its  mantra  of  continuous 
improvement,  does  this  better  than 
most.  More  illuminating,  perhaps,  is  his 
discussion  of  another  Japanese  company, 
music  and  entertainment  retailer 
(LHE  it        Tsutaya.  Unlike  U.S.  counterparts  such  as 

\   I  Blockbuster  or  Tower  Records,  Tsutaya 

gl  IJ    J,         has  learned  to  love  sudden  changes  in 

its  customers'  behavior.  When  consumer 
preferences  shift— as  gleaned  from 
membership  cards  and  online  purchases— 
Tsutaya  doesn't  see  a  crisis  but  another 
growth  opportunity. 

You  can't  exploit  the  upside  without 
minding  the  downside.  He  singles  out 
Blockbuster  for  its  inept  response  to  the 
I  fl  T  7  1^  Y  r*se  °f  Netflix.  The  rental  chain  could  have 

Ml  I    I  L  *  "double-bet"— that  is,  invested  a  modest 

sum  in  its  own  online-distribution  model. 
Yet  spoiled  by  its  success  and  enamored 
of  its  pure-profit  late  fees,  it  ceded  the 
category  entirely.  Slywotzky 
acknowledges  it  can  be  difficult 
to  decide  that  you  must  spend 
time  and  money  protecting 
against  a  strategic  threat  that 
may  not  materialize.  "But  done 
right,"  he  argues,  "it's  the  most 
valuable  risk-reversal  tool  a 
leader  can  wield." 

At  times,  the  percentage 
values  that  Slywotzky  assigns  to 
particular  "de-risking"  moves 
seem  somewhat  arbitrary. 
Why,  for  example,  did  Apple's 
licensing  of  PortalPlayer  technology  for  the  iPod  increase 
its  chance  of  success  from  15%  to  18%?  Still,  even  if  such 
percentages  seem  a  tad  artificial,  they  illuminate  how  each 
little  decision  contributes.  In  the  end,  The  Upside  offers  a 
persuasive  case  that  managers  must  own  up  to  an  honest 
appraisal  of  strategic  risks— both  downside  and  upside.  If  s 
the  difference  between  betting  smart  and  just  betting.  ■ 

-By  Brian  Hindo 
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IdeasOutsideShot 

BY  CLAYTON  M.  CHRISTENSEN  AND  SCOTT  D.  ANTHONY 
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Put  Investors  in  Their  Place 

Why  do  smart,  motivated,  hardworking  managers  find  it  so  difficult  to 
innovate?  Here's  one  key  culprit:  the  belief  that  management's  primary 
obligation  is  to  maximize  shareholder  value.  That  credo,  which  is  shaky 
to  begin  with,  distorts  managers'  sense  of  responsibility.  And  in  fact  it  ha* 
been  rendered  obsolete  by  developments  in  the  capital  markets. 


I 
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The  notion  that  managers  must  above  all  appease 
investors  drives  behavior  that  focuses  exclusively  on  quarterly 
results.  Thus,  many  management  teams  hesitate  to  invest 
in  promising  innovations  that  are  likely  to  hurt  near-term 
financial  performance.  As  a  consequence,  leaders  in  industries 
facing  disruptive  change— such  as  grocery  retailing  and 
newspapers— lose  both  direction  and  strength  as  they  try  to 
figure  out  what  kind  of  shareholder  value  they  should  create. 

How  did  managers  develop  this  risky  fixation?  It  turns  out 
the  entreaty  to  maximize  investor  value  was  not  revealed  by  a 
deity  to  any  of  the  prophets  of  profit.  It  came  from  economists. 
Calculus  is  a  primary  analytical  tool  of  microeconomics. 
The  essence  of  calculus  is  maximization  and 


It, 
employees  live,  and  the  minority  of  investors  who  plan  to  ho  * 

our  securities  for  several  years." 

Companies  that  are  serious  about  serving  patient  capital 

might  even  consider  changing  how  they  are  organized.  Certa 

outfits  that  have  demonstrated  the  ability  to  take  advantage  c 

disruptive  change  have  a  different  ownership  structure  from 

most  public  companies  in  the  U.S.  and  Europe.  Tata  Sons  in 

India,  for  example,  is  a  privately  held  conglomerate.  It  has 

expanded  into  luxury  hotels,  information-technology  service;.!  § 

and  online  education  and  entertainment.  Certain  of  Tata 

Sons'  subsidiaries  are  publicly  held,  while  others  are  private,  i  ^ 

This  seems  to  give  it  the  luxury  of  creating,  under  the  private  {f 


umbrella,  new  business  units  whose  economic 


Li  &  Fung  in  Hong  Kong  and  Cox  Enterprise:  * 


minimization.  At  some  point,  some  now-defunct       \VjTV  DSIlQer       models  are  disruptive  to  the  parents'  model, 
economist  seems  to  have  said:  "Let  us  assume  1  T '  ^  pnnp' in  Hnnsr  Knnp-  anH  Cny  F.ntprni 

that  managers'  responsibility  is  to  maximize  XO  PCOplG 

who  now 
hold  shares. 


shareholder  value."  This  made  the  mathematics 
work.  And  through  endless  repetition,  nearly 
everyone  came  to  assume  that  managers  are 
responsible  for  maximizing  shareholder  value. 

Through  the  1960s,  this  premise  wasn't  at  odds 
with  reality:  The  average  shareholding  period 
was  more  than  five  years.  Managers  seeking  to 
maximize  the  long-term  strength  and  growth 
of  their  companies  could  reward  these  patient 
shareholders.  But  today  shares  are  held,  on 
average,  less  than  10  months.  Should  managers 
really  regard  such  investors,  whose  investment 
horizons  are  shorter  than  the  most  nearsighted  of  managers,  as 
stakeholders  whose  value  they  ought  to  maximize? 

Perhaps  it  is  time  for  companies  to  adjust  the  paradigm 
of  management  responsibility:  "You  are  investors  and 
speculators,  not  shareholders,  and  you  temporarily  find 
yourselves  holding  the  securities  of  our  company.  You  are 
responsible  for  maximizing  the  returns  on  your  investments. 
Our  responsibility  is  to  maximize  the  long-term  value  of 
this  company.  We  will  therefore  act  in  the  interest  of  those 
whose  interests  coincide  with  our  long-term  prospects, 
namely  employees,  customers,  the  communities  in  which  our 

Views  expressed  in  Outside  Shot  are  solely  those  of  contrihutors. 
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less  than  10 
months? 


in  the  U.S.  are  similarly  structured.  Each 
conglomerate  seems  to  have  demonstrated  the 
ability  to  invest  in  disruptive  growth  far  more 
nimbly  than  businesses  whose  shares  at  the 
holding  company  level  are  publicly  traded.  Of 
course,  private  companies  are  capable  of  fritterij 
money  away;  but  we  believe  the  right  structure  i 
help  a  company's  chances  of  mastering  innovati 
This  logic  suggests  a  socially  constructive  ui 
of  the  vast  overhang  of  private-equity  capital 
searching  for  deals.  Those  firms  should  take  m  ^ 
companies  private.  They  could  then  repay  the 
debt  needed  to  buy  those  companies  by  selectr'| 
taking  certain  subsidiaries  public  again,  thus  creating  the 
flexibility  enjoyed  by  Tata,  Li  &  Fung,  and  Cox. 

Such  restructuring  could  curb  a  shareholder  value 
paradigm  that  has  run  amok.  Well-intentioned,  smart 
managers  are  systematically  destroying  companies  by  faili  | 
to  take  actions  they  know  are  right  in  the  long  term.  Instea 
of  slavishly  serving  an  antiquated  and  increasingly  irrelev* 
function,  managers  should  find  ways  to  reward  investors  a' 
stakeholders  who  want  innovation,  not  plunder.  ■ 

Clayton  M.  Christensen  is  a  professor  at  Harvard  Business 
School;  Scott  D.  Anthony  is  president  of  Innosight,  a 
consulting  firm  Christensen  co-founded  in  Watertown,  Mass. 
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IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Which  Job  Is  the  Right  Job? 


I  have  two  job  offers,  one  from  a  respected  company  for  a  job 
doing  work  I'm  passionate  about,  but  with  terribly  unpleasant 
co-workers  who  have  no  team  spirit,  and  the  other  from  a 
so-so  company  offering  a  job  I  somewhat  like  but  with  people 
I  thoroughly  enjoy.  The  compensation  is  about  the  same,  so 
what  do  I  do? 

—Anonymous,  Luxembourg 

You  ask  yourself  five  simple  questions  and  see  where  the 
answers  take  you.  At  least,  that' s  what  we  suggest  whenever 
someone  writes  and,  like  you,  basically  says:  "With  all  the 
choices  out  there,  how  in  the  world  do  I  possibly  figure 
out  what  job  is  right  for  me?"  Now,  we're  not  claiming 
this  process  will  make  your  decision  any  easier.  You  face  a 
common  quandary  that  can  strike  people  at  almost  any  stage 
of  their  careers.  But  in  the  end,  whatever  you  choose  to  do 
after  this  exercise,  you  should  have  a  clearer  sense  of  why 
you're  doing  it. 

The  questions  that  follow  are  in  no  particular  order. 
They  all  count  in  somewhat  equal  degrees.  We'll  begin 
with  the  question  that  concerns 
something  you  already 
mention— people— since,  to  our 
minds,  success  and  happiness 
at  work  start  with  your  team. 

»  Will  the  new  job  be  filled 

with  co-workers  who  share  my 

sensibilities,  or  will  I  have  to  zone 

out  or  fake  it  to  get  along? 

The  key  word  here  is 

"sensibilities,"  those  values, 

behaviors,  and  personality 

traits  that  make  you  feel,  well, 

like  you're  among  kindred 

spirits.  If  you  share  sensibilities 

with  your  co-workers,  you  tend  to  work  at  the  same  pace, 

for  instance,  confront  each  other  and  tough  issues  with  the 

same  level  of  intensity  (or  lack  thereof),  and  laugh  the  same 

amount  at  meetings,  often  at  the  same  jokes.  We're  not  saying 

people  with  shared  sensibilities  are  all  alike,  but  they  pretty 

much  all  like  one  another. 

»  Will  the  new  job  stretch  my  mind  and  build  my  skills,  and 
otherwise  take  me  out  of  my  comfort  zone,  or  am  I  entering  at 
the  top  of  my  game? 

Sure,  it's  appealing  to  join  a  company  where  you're  the  smart- 
est person  in  the  room— for  a  while.  In  time,  though,  most 
people  start  to  feel  the  downside  of  being  the  resident  expert, 
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There  are 
five  questions 
you  need  to 
ask  yourself 
as  you  weigh 
competing 
opportunities 
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namely  boredom  and  career  stall.  There  is  risk,  of  course,  in 
taking  a  job  where  you  can  blow  it.  But  beware  of  any  job  th 
promises  to  be  a  layup.  It  will,  ultimately,  make  you  want  to 
lie  down— never  a  good  career  move! 

»  Will  the  new  job  open  or  close  doors  for  me  should  I  ever  leavi 
Some  companies  are  so  respected  for  their  training  progran 
or  hiring  standards  that  they  bestow  a  kind  of  golden  halo 
on  their  employees— consulting  firm  McKinsey  is  a  good 
example;  others  are  Microsoft  and  Johnson  &  Johnson.  Oth< 
jobs  will  keep  your  options  open  because  they  happen  to  be 
in  thriving  industries  with  promising  economics  (as  oppose; 
to,  say,  the  airlines  or  publishing).  Obviously,  we're  not 
suggesting  you  lunge  for  any  job  at  Google  or  Genentech,  jt 
that  you  think  twice  about  taking  a  job  where  the  day  after 
tomorrow  seems  tenuous. 

»  Will  the  new  job  turn  my  crank,  touch  my  soul,  and  give 
me  meaning? 

You  should  never  take  a  job  based  just  on  where  it  might 
take  you,  unless  it's  a  place  you  really  want  to  go.  We're 
talking  about  job  content,  what  you  do  all  day.  If  that  actuu 
work— be  it  selling  a  house,  designing  a  medical  device, 
creating  an  advertising  campaign,  or  whatever— doesn't 
seem  exciting  and  important  to  you,  it  doesn't  make  any 
difference  if  the  company  or  industry  is  on  fire.  You  won't 
be,  ever.  That's  no  life. 


»  Who  am  I  making  happy  by  taking  this  job,  and  am  I  O.K. 
with  that  bargain  ? 

This  final  question  concerns  an  emotional  dynamic 
we  call  ownership.  Very  few  of  us  have  the  freedom  to 
make  decisions  without  considering  the  needs  of  other 
"constituents."  We  all  know  people  who  have  passed  up  gre 
jobs  because  of  the  impact  on  their  families  and  people  who 
have  taken  less-than-great  jobs  for  the  same  reason.  Such 
choices  are  part  of  life.  But  in  making  yours,  we'd  advise  yo 
to  be  clear  on  why  you  are  taking  any  given  job.  And  make 
peace  with  the  trade-offs  involved. 

As  for  your  immediate  decision:  It  seems  the  first  job 
gives  you  great  opportunity,  options,  and  work  content. 
It  flunks  on  people  and  appears  neutral  on  ownership. 
There's  really  no  wrong  choice  here— just  your  own  to 
understand.  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  them 
at  thewelchway@businessweek.com.  For  their  weekly  podcasi 
go  to  businessweek.com/search/podcasting.htm. 


What  about  China?  There  is  great  opportunity  in  China,  but  it  takes  experience  to  find  it.  Since  1991, 
Morgan  Stanley  has  been  a  leader  in  bringing  Chinese  companies  to  the  international  capital  markets. 
We  were  the  only  foreign  securities  firm  to  help  set  up  China's  first  domestic  investment  bank,  and  to 
provide  U.S.  individual  investors  access  to  the  China  A  Shares  market.  If  you're  thinking  about  China, 
who  better  to  guide  you  than  the  people  who've  played  a  part  in  transforming  China's  economy?  Put  our 
experience,  access  and  insight  to  work  for  you. 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 
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resort  in  the  world  to  have  the 
Mobil  5  Star  and  AAA  5  Diamond  rating? 
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THE   TOWER    SUITES 


MobilT^ 
Travel  F^ 

866-770-7921 


wmmmm 


iiness  Week 
07  June    *\ 


QpkMIII 


007   $4.99 


W     T     H 

THEIOOBEST 

SMALLCOMPANIES 

TOmTCH 


HBXBBGDD  ******rR-LOT  10095D*C-006 
R0710T41  15OCT07 


■  ■^■H 


MJHENGAMi 
MAY  2  5  2(K37 


llll ll  ll 

LIB 
10-4010 


I llll,,,,., Ill 


T099 
094318 
00279 
0039 


Can  Alan  Mulally 
Fix  Ford's 
Troubled  Culture? 

{PAGE  32} 


Or  have  you? 
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THE     POSSIBILITIES     ARE     INFINITE 


A/herever  your  company  and  your  employees  are  heading,  across  town,  the  country  or  around  the 
vorld,  we'll  be  there.  We'll  be  there  with  all  the  necessary  things  that  make  your  transition  smooth, 
effective  and  efficient. 

Everything  from  online  apartment  locating,  touring  services,  hotel  reservations  and  car  rentals,  to  the 
world's  largest  inventory  of  rental  furnishings  for  offices  and  residences. 

ZORT  helps  you  stay  flexible  and  productive  in  the  constantly  changing  environment  of  today's 
business.  And  we  do  it  seamlessly,  with  single-point  accountability,  with  our  hundreds  of  local  delivery 
md  customer  service  capabilities  all  across  the  US  and  in  over  50  countries  around  the  globe. 

f  you're  reading  BusinessWeek!"  chances  are  where  you're  heading  is  up.  Fast.  And  CORT  can  help 
'ou  get  there.  As  our  boss  Warren  Buffett  says,  "We'll  be  there." 


CORT 


Wherever  you're  heading, 
we'll  be  there. 

A  Berkshire  Hathaway  Company 


Ssit  us  at  CORT.com  or  call  CORTIine  at  1-888-360-CORT  (1-888-360-2678)        CORT.com 
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C/?£A7  EXPECTATIONS 


Every  small  business  owner  has  great  expectations.  Visa  Business  can  help  you  not  only 
reach  those  great  expectations,  but  exceed  them.  For  more  information  about  our 
smart,  simple  and  secure  payment  options,  go  toVisa.com/smallbusiness. 
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What  if  you  can't  find  the  32  hidden  risks  in  this  picture? 


We  know  where  to  look. 

If  you  look  at  a  successful  company,  you  will  most  likely  find 
it  offers  something  special.  For  us,  that's  providing  insurance 
insight.  To  help  our  customers  understand  where  risks  are 
hidden,  we  offer  one  of  the  largest  and  most  advanced  global 
risk  management  networks  in  the  world.  Through  a  Relationship 
Leader  who  serves  as  a  single  point  of  entry,  you  get  access  to 
highly  trained  professionals  who  know  your  industry,  know  where 
to  look  for  risks  and  what  solutions  you  should  consider.  In  a  world 
where  risks  are  changing  all  the  time,  that  is  special  indeed. 
www.zurichna.com/corporatebusiness 
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In  the  United  States,  coverages  are  underwritten  by  member  companies  of  Zurich  in  North  America,  including  Zurich  American  Insurance  Company  Certain  coverages  not  available  in  all  states  Some  cover 
may  be  written  on  a  non-admitted  basis  through  surplus  lines  brokers  Risk  engineering  services  are  provided  by  Zurich  Services  Corporation 
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u  investing  in  IT? 
Or  just  spending  on  IT? 


How  you  perceive  your  IT  investments  may  well 
determine  what  you  get  out  of  them.  While  some 
focus  on  the  outlay,  the  highest- performing  businesses 
focus  on  the  return.  They  use  their  IT  investments  to 
drive  innovation,  productivity  and  growth.  To  see  how 
Accenture  Technology  Consulting  can  help  you  do  the 
same,  visit  accenture.com/technology 

Consulting  •  Technology  'Outsourcing 


High  performance.  Delivered. 


Video  games  are 
no  longer  just 

.  Now 

they're 
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having  more 

gamers  or  the 
investors? 

Welcome  to  a  place 
where  opinions 
are  exchanged. 
Voice  yours  at 
businessweek 
.com/debateroom. 


welcome 
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What's  Hot  This  Week  A 

BusinessWeekcorr 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  businessweek.com  to  register.  Find  links  to  the  online-only  highlights 
below  at  businessweek.com/magazine/content/07_23/online.htm. 


Conserve  or  else:  Energy  costs  are  taking  a  gigantic  bite  out  of  companies'  tech  budgets 

Greening  the  Computer 

If  companies  don't  act  now,  they  could  watch  tech-related  energy 
bills  gobble  up  half  of  their  computer  budgets  in  a  few  years  as 
power-hungry  corporate  computers  max  out  the  energy  capabilities  of 
the  buildings  that  house  them.  Data  centers  weren't  designed  to 
handle  the  juice  that's  needed  to  run  new  gear,  and  many  compani< 
now  face  a  choice:  conserve  or  spend  tens  of  millions  on  new  data 
centers.  Our  CEO  Guide  to  Technology:  Green  Computing  looks  at  how 
companies  such  as  Hewlett-Packard  and  Wells  Fargo  are  working  t 
cut  energy  costs.  Verizon  Wireless  CIO  John  Hinshaw  outlines  how  }/ 
he  is  saving  his  company  millions  by  using  more  efficient  technoloj 
Also,  check  out  some  of  the  most  energy-efficient  desktop  PCs  on  the 
market.  For  advice  on  saving  energy,  see  our  tip  sheet  and  listen  to 
a  podcast  with  Rakesh  Kumar,  vice-president  at  consultant  Gartnei 
Go  to  businessweek.com/technoiogy/ceo_guide  for  all  this  and  more. 
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OUR  NEW  COMPANIES  CHANNEL  BusmessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  f  mancials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Hot  Growth  companies:  A  look  at  Aeropostale  with  CEO 
Julian  Geiger  |  Combating  counterfeiting  with  nanotechnology  I  Adventure  travel  I  High-end  mattressesi 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.c 
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Rapper  Yiai  Chen."  Shanghai.  China. 
Image  courtesy  of  the  human  network. 
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)n  the  human  network,  anyone  can  be  famous. 
Velcome  to  a  place  where  everyone  has  a  voice. 
Vhere  a  rapper  in  Shanghai  can  be  streamed  to 
Seattle  and  shared  in  Stockholm.  Welcome  to  a 
dace  where  new  voices  can  be  heard,  thanks  to 
ie  most  powerful  network  of  all.  The  human  one. 
he  story  continues  at  cisco.com/humannetwork. 


welcome  to  •i|i.i|i, 

the  human  network.    Cisco. 
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MARK  COLLAR'S  STOR? 


SERIES 


Developing  technology 
for  company  and 


community. 


Genetic  diagnostics  developed  by  one  of 

Ohio's  novel  Third  Frontier  programs,  the 

Center  for  Computational  Medicine  at 

Cincinnati  Children's  Hospital,  has  enabled 

early  and  accurate  identification  of 

^^^  children  like  Hailey  whose 

hearing  and  speech 

development  has 

critically  benefited 

from  surgical 

cochlear 

implant.  Born 

virtually 

deaf,  her 

hearing 

is  now 

nearly 

normal. 


Build  Your  Business.  Love  Your  Life. 


'Doing  business  in 
Ohio  is  rewarding. 
Giving  back  is 
exhilarating!" 

Mark  Collar,  President 
Global  Pharmaceuticals 

&  Personal  Health 
The  Procter  &  Gamble  Compar 


E 


Leaving  his  native  Wiscons 
in  1975,  Mark  Collar  joinei 
Ohio-based  P&G  and  rose  fro 
sales  rep  to  his  current  role, 
leading  a  growing  division  th 
has  developed  prominent  pr« 
scription  brands  like  Actonel 
and  Asacol  and  helped  millioi 
of  patients  live  healthier  lives 

In  fact,  Mark's  passion  is  a 
about  improving  lives,  at  woi 
and  in  his  personal  life  as  we 
He  has  found  a  perfect,  fulfill 
ing  balance  for  both  in  Ohio. 
Away  from  P&G,  Mark  chairs 
the  Advisory  Board  to  Ohio's 
novel  Third  Frontier  Program. 
Its  unique  strategic  approach 
to  technology  development 
leverages  state  funding 
($1.6B  over  10  years)  to  con- 
nect expertise  in  the  public 
and  private  sectors. These  ne- 
partnerships  invest  additiona 
funds  to  help  advance  their 
novel  projects  to  successful 
commercialization.  TheThird 
Frontier  Program  drives 
innovation,  improves  lives 
and  stimulates  Ohio's 
economic  growth. 

At  home,  Mark  and  his 
family  love  living  in  a  relaxec 
charming  community  situate' 
within  easy  access  to  a  majo 
metropolitan  center.  It's  a  rich 
full  life  without  the  burden 
of  congestion  or  a  stressful, 
frantic  pace. 

Mark  Collar  has  found  the 
perfect  balance  to  reach  his 
professional  and  personal 
aspirations  without  having  tc 
sacrifice  one  for  the  other.  In 
Ohio,  he's  been  able  to  build 
his  business  and  love  his  life 
Find  your  balance  at 
OhioMeansBusiness.com  ^ 
Or  call  1-877-466-4551.        lef0l 
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"This  could  be  a  disaster  for 
U.S.  competitiveness." 

-Vivek  Wadhwa,  founder  of  two  tech  startups, 

lamenting  that  the  proposed  immigration  reform  package 

formula  allows  too  few  skilled  workers  into  the  country, 

as  reported  by  the  Associated  Press 


)ITED  BY  DEBORAH  STEAD 

EAM  SPIRIT 
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iAVOli  MAY  HAVE  noticed  an  unusual 
1m   McDonald's  commercial  while 
■    watching  the  recent  NBA 
ryoffs:  "A  high  school  kid  takes  a  job 
McDonald's,"  says  a  woman  sitting 
a  McDonald's  booth,  morphing  from 
iffed,  suited-up  executive  into  teenage 
'jockey  and  back  again.  "And  years 
er  that  kid  who  was  working  at  one 
:Donald's  now  leads  thousands." 
at,  her  name  and  tide  appear:  "Karen 
tig,  President,  McDonald's  USA  East 
vision." 

If  Human  Resources  at  McDonald's 
d  other  entry-level  employers  can't 
ike  frondine  staff  believe  their  jobs 
:  rewarding  and  fun,  perhaps  the 
irketing  departments  can.  More  and 
>re,  retail  chains  are  asking  marketers 
take  on  what  were  traditionally 
t  tasks,  from  recruitment  drives  to 
wsletters  explaining  health 
nefits.  Doing  so,  they  hope, 
11  get  employees  to  stick 
)und  longer— and  treat 
stomers  better. 
McDonald's  figures  its 
is  a  win-win:  talking  up 
•eer  ops  for  its  employees 
lile  sending  a  positive 
:ssage  out  into  the  world.  Building 
"employment  brand"  is  "absolutely 
tical,"  says  Richard  Floersch, 
^Donald's  HR  chief.  That's  especially 
e  for  a  company  long  associated  with 
:  dead-end  synonym  "Mcjob."  Besides 
:  TV  spot,  the  company  has  produced 
nt  ads  in  Britain  with  headlines  like 
[cFlexdbility"  and  "McOpportunity." 
Over  at  Delta  Air  Lines,  which  exited 


can  convince 
workers  their 
jobs  are  fun 
and  rewarding 


Maybe  the  bankruptcy  protection  on 

marketing  folks      Apr.  30,  the  marketing 
folks  are  also  selling  the 
company  to  employees— in 
this  case,  trying  to  convince 
workers  that  Delta  is  making 
real  progress.  In  addition 
to  launching  a  major  ad 
campaign  in  which  Delta  employees 
attest  to  all  the  ways  the  airline  has 
improved,  the  company  invites  staffers 
to  parties  celebrating  each  new  route 
opening.  "Staged  correctly,"  says 
Tim  Mapes,  Delta's  vice-president  for 
marketing,  publicity  about  the  new 
routes  offers  "a  tangible  sign  things  are 
turning  around." 

Staples,  meanwhile,  is  trading  on  its 


"Easy"  campaign— those  ubiquitous  ads 
in  which  office  workers  breeze  through 
tedious  tasks  by  pushing  a  red  "Easy" 
button.  HR  communications  now 
feature  the  "Easy"  button  logo  and  are 
written  in  a  breezy,  helpful  tone.  Says 
HR  Vice-President  Dave  Almeda:  "It's 
impossible  to  tell  where  HR  ends  and 
marketing  begins." 

Does  all  of  this  work?  Yum!  Brands 
reports  that  its  turnover,  once  among 
the  worst  in  the  industry,  has  improved 
dramatically  since  it  began  marketing 
its  pride  message  to  counter  staff  at 
Taco  Bell  and  KFC.  One  thing  is  for  sure: 
Raising  spirits  is  cheaper  than  raising 
salaries. 

-Burt  Helm  with  Michael  Arndt 
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MERGER  MANIA 

I  BET  THEY'D 
MAKE  A 
GREAT  PAIR 

CARE  TO  BET  on  whether 
Rupert  Murdoch  will  snare 
Dow  Jones?  Or  on  the 
likelihood  of  a  Sirius-XM 
satellite  radio  merger?  You 
can— on  the  HedgeStreet 


Exchange.  Beginning  on 
May  25,  the  San  Mateo 
(Calif.)  market  will  offer 
contracts  on  seven  potential 
or  rumored  deals. 

Traders  buy  the  merger 
and  acquisition  contracts, 
valued  at  $100  each,  if  they 
think  a  particular  merger 
will  occur  by  Sept.  28.  They 
sell  contracts  if  they  think  it 
won't.  If  the  odds  are  long 
on,  say,  a  Microsoft-Yahoo! 


team-up,  a  trader  pays  just  a 
few  dollars  for  a  contract.  It 
would  cost  more  in  the  case 
of  a  likelier  deal. 

Other  potential 
combinations  available 
as  contracts:  Hershey- 
Cadbury  Schweppes, 
NASDAQ-Philadelphia  Stock 
Exchange,  and  a  merger  of 
the  International  Securities 
Exchange  with  either  NYSE 
or  Deutsche  Borse. 

Missing  from 
HedgeStreet's  offerings 
is  the  merger  that  could 
result  from  the  heated 
contest  for  the  Chicago 
Board  of  Trade  between  two 
rival  bidders:  the  Chicago 
Mercantile  Exchange  and  the 
IntercontinentalExchange. 
That's  because  others, 
Chicago's  U.S.  Futures 
Exchange  and  Ireland's 
Intrade,  got  there  first  with 
$1,000  and  $10  contracts, 
respectively.  The  betting 
so  far  on  those  exchanges? 
Investors  give  the  CME  a  72% 
to  81%  chance  of  winning  the 
CBOT.  -Joseph  Weber 


COUNTING  EYEBALLS 

ARE  YOU  LOOKING  AT  ME? 

TO  TRACK  THEIR  AUDIENCE,  networks  rely  on  Nielsen  ratings  and 
Web  content  providers  tally  page  view  numbers.  But  creators  of 
digital  billboards,  posters,  and  retail  store  displays  have  a  harder 
time  counting  eyeballs. 

Now,  Kingston  (Ont.)-based  Xuuk  is  offering  a  four-inch-square 
box  that  it  says  can  do  just  that.  The  device,  eyebox2,  is  studded 
with  diodes  that  flash  lights— invisibly— to  induce  a  "red  eye" 
effect  in  viewers.  A  camera  in  the  box,  which  can  be  discreedy 
incorporated  into  a  digital  poster,  tallies  all  the  red-eyes  within  a 
30-foot-range. 

Roel  Vertegaal,  an  assistant  professor  of  human-computer 
interaction  at  Queen's  University  and  Xuuk's  CEO,  says  a  few  major 
digital-signage  companies,  as  well  as  Web  ad-tracking  firms,  are 
testing  the  device.  Xuuk  has  also  demonstrated  the  product  at 
Google— a  company,  he  notes,  that  "is  very  interested  in  eye  tracking 
in  general."  The  $999  device  isn't  perfect.  "If  you  come  back  in 
10  minutes,  you'll  be  counted  as  a  different  person,"  Vertegaal 
acknowledges.  Anticipating  privacy  concerns,  he  says,  he  made  sure 
the  eyebox2  "knows  as  much  about  you  as  the  sensor  that  opens  the 
door  at  the  supermarket."  -Fred  A.  Bernstein 
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THE GREENER 
FIELDS  OF 
ENGLAND 

U.S.  SPORTS  investors, 
facing  overpriced  franchises 
at  home,  see  nothing  but  net 
in  England,  where  they're 
snatching  up  soccer  clubs 
in  the  powerhouse  Premier 
League.  GE's  $230  billion 
commercial  financing  arm  als 
wants  a  chunk  of  the  action, 
teaming  with  London-based 
Hermes  Sports  Partners  to  se- 
upafinancingunittocashin 
on  all  the  activity. 

GE  made  a  Premier  Leagu< 
play  two  years  ago— investing 
almost  $40  million  in  sports 
tycoon  Malcolm  Glazer's  $1.6 
billion  takeover  of  storied 
Manchester  United.  Glazer, 
who  owns  the  NFL's  Tampa 
Bay  Buccaneers,  was  the  first 
American  to  buy  a  league 
club.  Soccer  teams  Liverpool 
and  Aston  Villa  are  also  ownc 
by  U.S.  investors.  Now  Stan 
Kroenke,  co-owner  of  the 
St.  Louis  Rams,  is  mulling  a 
hostile  bid  for  Arsenal-a  top 
Premier  League  team  in  whicl 
he  has  a  12%  stake. 

With  2006  revenues 
of  $2.5  billion,  the  league 
represents  an  "attractive 
and  fast-moving"  industry 
for  U.S.  investors,  says 
Ken  Goldsbrough,  head 
of  GE's  European  media, 
communications,  and 
entertainment  unit. 

-Stanley  Holmes 
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"NEGOTIATING" 

MY  LAWYER 
CAN TAKE 
YOUR  LAWYER 

CONTRACT  negotiations 
between  a  bakery  and  its 
employees  became  a  bit  too 
heated  last  spring,  according 
to  a  lawsuit  filed  on  May  7  in 
an  Ohio  Court  of  Common 
Pleas.  John  Masters,  a  lawyer 
for  Teamsters  Local  336 
in  the  union's  labor  talks 
with  Schwebel  Baking  of 
Youngstown,  says  he  was 
assaulted  by  Stephen  Sferra, 
an  attorney  for  the  bakery. 
Sferra  allegedly  choked 
and  punched  Masters  and 
knocked  him  to  the  floor 


of  a  hotel  conference  room 
as  the  two  sides  argued 
over  pension  provisions. 
In  August,  Sferra  pleaded 
no  contest  to  charges  of 
disorderly  conduct. 


ANNUAL  REPORTS 

BUT  MORTAR  THE  POINT... 

WHO  KNEW  A  BRICKMAKER  could  have  such  a  light  touch? 
Vienna-based  Wienerberger,  the  world's  largest  brick  producer,  is 
depicting  its  up-and-down  2006  in  an  annual  report  with  an  unusual 
cover.  Viewed  from  one  angle,  it  shows  an  arid  landscape  and  the 
words,  "In  some  ways  it  was  a  bad  year."  Tilted  slightly,  the  cover 
morphs  into  a  bucolic  scene.  ("In  other  ways,  it  was  a  good  year.") 
Inside,  the  motif  continues,  with  employees  looking  despondent 
over  an  8%  decline  in  U.S.  sales  caused  by  the  housing  slump, 
then  quaffing  Champagne  to  celebrate  22%  growth  in  Europe. 
Market-share  numbers  get  the  same  treatment  (above).  Wiener- 
berger has  put  cut  humorous  annual  reports  since  2004  to  try  to 
make  bricks  click  with  investors.  (Last  year.  CEO  Wolfgang 
Reithofer  was  shown  hanging  on  to  a  pole  in  a  high  wind,  to 
illustrate  how  global  turbulence  was  buffeting  the  company.) 
Explains  corporate  communications  head  T  nomas  Melzer:  "A 
brick  is  not  the  most  sexy  product  in  the  world."       -Jack  Ewing 
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Masters'  suit  claims  that 
Sferra's  firm,  Duvin,  Cahn  & 
Hutton  (since  merged  into 
prominent  employment  law 
shop  Littler  Mendelson), 
cultivated  an  image  of  being 


"tough  guys."  Negotiating 
labor  agreements  is  a 
"stylized,  formalized 
art,"  Masters,  49,  told 
BusinessWeek.  "Sometimes 
you  yell  and  scream  at 
somebody,  but  I've  never 
seen  anyone  close  to  puttir 
their  hands  on  anybody." 
Masters  is  seeking  damagt 
for  pain  and  suffering. 
Former  Duvin  partner 
Robert  Wolff  (now  a  partn 
at  Littler),  denies  Masters' 
allegations  and  says  that 
Sferra  is  "a  decent  gentlen 
in  every  sense  of  the  word. 
He  declined  to  comment  o 
the  disorderly  conduct  pie; 
And  the  contract?  Less  tha 
a  month  after  their  lawyer; 
tangled,  the  two  sides  agre; 
on  a  new  pact.  -Michael  C 


MOBILE  GAMING 

HEY,  DUDE,  WHAT'S  SHAKIN'? 

INSTEAD  OF  JAMMING  their  thumbs  on  tiny  buttons,  some 
mobile-phone  gamers  are  swinging  and  tilting  their  handsti 
to  throw  darts  or  roll  a  marble  through  a  maze.  That's  becav 
these  games  include  a  motion-recognition  component 
from  Sunnyvale  (Calif.)  software  maker  GestureTek.  Once 
downloaded  onto  a  Verizon  camera  phone,  at  $9-95  a  pop,  tt 
games  work  by  having  users  shake  or  wave  their  handsets  tt 
way  they  would  a  Nintendo  Wii,  the  blockbuster  video  gam 
system  that  tracks  players'  body  movements. 

In  Japan,  where  many  tech 
trends  are  born,  DoCoMo,  one 
of  the  world's  largest  mobile 
providers,  is  set  to  release 
Sharp  and  Panasonic  handsets 
preloaded  with  GestureTek's 
gesture  recognition  software. 
Later  this  year  in  the  U.S.,        » 
Verizon's  camera-equipped 
phones  will  be  able  to  get 
GestureTek  downloads  that 
allow  for  flipping  through 
photos  or  surfing  Web  sites 
with  a  wrist  flick.  And  by  2008, 
GestureTek  plans  to  release 
software  that  enables  users  to 
just  wag  their  fingers  in  front 
of  the  phone's  screen  to  point 
and  select— or  to  wave  a  sword 
if  they  are  slaying  dragons 
between  calls.  -Aili  McConnon 


3  T.  Rowe  Price  f u  nds  on 
SmartMoneys  "Best  35"  list 

Choose  from  over  90  no-load  mutual  funds,  including  three  on 
SmartMoney  magazine's  "35  Best"  list: 


Average  annual  total  returns  as  of  3/31/07 

1  Year 

5  Year 

10  Year 

Expense  Ratio* 

Global  Stock  Fund** 

17.60% 

12.89% 

9.74% 

1.01% 

Growth  Stock  Fund 

10.52% 

6.70% 

9.39% 

0.70% 

Value  Fund 

14.25% 

8.91% 

10.73% 

0.87% 

-  A 

Currentperformancemaybeiower  or  higher  thanthequotedpast  performance,  which  cannotguarantee  future  results. 
Share  price,  principal  value,  and  return  will  vary,  and  you  may  have  again  or  loss  when  you  sell  your  shares.  To  obtain 
the  most  recent  month-end  performance,  call  us  orvisitour  Web  site.  **The  performance  information  shown  does  not 
reflect  the  deduction  of  a  2%  redemption  fee  on  shares  held  for  90  days  or  less.  If  it  did,  the  performance  would  be  lower. 
International  investing  involves  special  risks,  including  currency  fluctuations.  Request  a  prospectus  or  a  briefer  profile; 
each  includes  investment  objectives,  risks,  fees,  expenses,  and  other  information  that  you  should  read  and  consider 
carefully  before  investing.  All  mutual  funds  are  subject  to  market  risk,  including  possible  loss  of  principal. 


Three  T.  Rowe  Price  funds  were  recently  included  on  SmartMoneys  list  of  "35  best  mutual  funds."  SmartMoney 
chose  its  list  based  on  low  costs,  before-  and  after-tax  returns,  and  low  asset  turnover.  At  T.  Rowe  Price,  we 
apply  the  same  disciplined  investment  approach  to  every  fund  we  manage.  Before  you  invest,  discover  all 
the.differences  that  go  into  the  management  of  a  T.  Rowe  Price  fund. 

SmartMoney  selected  funds  from  seven  investment  categories  based  on  performance  (before  and  after  taxes), 
low  turnover,  and  expenses  as  of  11/30/06.  The  Global  Stock,  Growth  Stock,  and  Value  Funds  were 
selected  among  several  funds  in  the  global,  large-cap  growth,  and  large-cap  value  categories,  respectively. 


troweprice.com/start      1.877.872.5489 


T.RoweRice 

INVEST    WITH    CONFIDENCE 

Average  annual  total  return  figures  include  changes  in  principal  value,  reinvested  dividends,  and  capital  gain  distributions.  *The  funds'  expense  ratios  are  as  of  their  fiscal  year  ended 
December  31 ,  2006  (except  for  Global  Stock  Fund,  which  is  as  of  its  fiscal  year  ended  October  31 ,  2006).  Source:  SmartMoney  February,  2007  35  Best  Mutual  Funds.  SmartMoney  is 
a  registered  trademark  of  SmartMoney,  a  joint  publishing  venture  between  Dow  Jones  &  Company,  Inc.  and  Hearst'"  Partnership. 
T.  Rowe  Price  Investment  Services.  Inc.,  Distributor.  SM35075267 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ,  M.D. 


(Not)  the  Life  of  the  After-Work  Part} 


Letting  off  steam  is  part  of  the  culture 
in  my  high-pressure  industry.  But  one 
colleague— a  great  guy,  well-liked— drinks  so 
much  at  our  after-work  get-togethers  that 
we've  all  become  uncomfortable.  He  doesn't 
get  obnoxious,  just  really  drunk.  I'm  worried 
and  would  like  to  say  something.  But  I  don't 
know  if  I'm  being  prudish  and  I  don't  want  to 
single  myself  out  from  the  group. 

—Anonymous,  New  York 

YOU'RE  NOT  being  prudish.  There's  no  holier- 
than-thou  attitude  in  your  account  of  things. 
So  assuming  that  you  won't  take  a  moralistic 
stance  with  this  colleague,  I  think  you'd  be 
doing  him  a  favor  by  talking  to  him. 

People  need  to  relax  after  a  high-pressure 
day,  but  getting  drunk  the  way  your  colleague 
does  is  maladaptive,  even  in  the  most  macho 
of  industry  cultures.  That  other  co-workers 
also  feel  uncomfortable  suggests  that  his 
drinking  has  gone  beyond  the  cultural  norm. 

It's  a  serious  problem,  but  there  are 
solutions.  So  if  you  and  your  colleague  have 
a  history  of  openness,  you  should  take  him 
aside  and  express  your  concerns  privately. 
(Don't  do  this  at  the  bar;  you  want  to  elicit  a 
thoughtful  response,  not  anger  or  extreme 
embarrassment.)  Try  saying  something  like, 


"I  may  be  overstepping  my  bounds,  but  I'm 
really  concerned  about  what  happens  to  you 
when  we  all  go  out  drinking."  Acknowledge 
that  you're  not  an  expert  but  that  you're 
worried  he  may  have  an  alcohol  problem. 
Suggest  that  he  might  want  to  ask  his  doctor 
to  refer  him  to  someone  who  knows  about 
these  things.  I  admire  your  desire  to  help: 
It  takes  courage  to  express  these  kind  of 
worries,  especially  when  you  fear  it  might 
alienate  you  from  your  peers.  My  guess:  If 
they  find  out  you've  had  this  talk,  your  co- 
workers will  be  secretly  relieved. 

A  senior  person  at  my  company  abuses 
people  verbally,  picking  particularly  on 
one  junior  employee  who  has  asked  me  for 


advice  on  how  to  handle  it.  Hum 
resources  is  aware  of  the  proble 
and  is  supposedly  counseling  thn 
offender,  but  the  behavior  hasn't 
stopped.  What  can  be  done? 

—Anonymous,  New  Yc  J 

IT'S  HARD  TO  know  why  this 
dynamic  sometimes  takes  hold. 
But  verbal  abuse  is  never  justifiet 
and  as  long  as  it  continues,  the 
junior  person  should  keep  HR 
informed  and  not  worry  about  being  a  pest. 

Some  companies  bring  in  a  coach  to 
counsel  such  a  manager.  But  that  process 
takes  time.  Bringing  the  two  people  together 
to  work  things  out  "therapy-style"  can  also 
help,  but  only  if  the  session  is  facilitated  by 
a  skilled  professional.  If  that  feels  unsafe  to 
your  co-worker,  he  or  she  should  graciously* 
decline.  Meanwhile,  it's  the  company's  job  t(t 
protect  the  more  vulnerable  employee— by 
threatening  the  senior  person  with  dismissa. 
or  shifting  the  junior  one  to  another  position 

Kerry!  Sulkowicz,  M.D.,  a  psychoanalyst  and 
founder  of  the  Boswell  Group,  advises  executm 
on  psychological  aspects  of  business.  Send  hint 
questions  at  analyzethis@businessweek.com. 


QUESTION  OF 
THE  WEEK 

The  UAW  hasn't 
opposed  Cerberus 
Capital  Management's 
bid  for  Chrysler, 
despite  an  earlier 
stance  against  private 
equity  buyouts. 
Can  private  equi 
be  a  friend  to  labor?    I 


"Private  equity  can 
provide  opportunities 
for  all -especially  its 
companies'  workers— and 
still  make  good  returns. 
Or  it  can  fuel  economic 
inequality,  to  the 
detriment  of  America's 
interests." 

Andy  Stern,  President, 
Service  Employees 
International  Union 
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"A  private  equity 
buyout  doesn't  have  to 
be  unfriendly  to  labor. 
Finding  innovative  ways 
to  pick  up  pension  and 
health-care  costs  can 
do  a  lot  to  foster  the 
friendship." 

Alan  Krueger, 

Bendheim  Professor  of 

Economics  and  Public  Policy, 

Princeton  University 


"Leveraged  buyouts 
inherently  pressure  firms 
to  underinvest  and  break 
promises  to  employees. 
But  labor  will  always  work 
with  LBO  firms  prepared 
to  build  companies  and 
treat  workers  fairly." 

Richard  Trumka, 
Secretary-Treasurer,  AFL-CIO 
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0,22 
0,81 


-0,43 
0,39 

-0,39 
0,63 
1,66 


18,429,600 

6,833,700 

11,860,000 

5,054,300 


l~o  make  the  most  out  of  your  investments, 
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In  America's  Cup  sailing  as  well  as  in  Financial  Services,  to  be  on  the  cutting  edge  it  takes 
the  right  combination  of  strategy,  teamwork,  timing  and  knowledge,  moment  by  moment. 
This  is  what  you  can  expect  from  Allianz  -  a  global  leader  in  Insurance  and  Asset  Management. 
That's  why  we  are  the  choice  of  a  large  number  of  Fortune  Global  500®  companies  and 
individuals  around  the  world,  www.allianz.com/americascup 

Allianz.  Financial  solutions  from  A-Z 


INSURANCE 


ANAGEMENT  I  BANKING 


mz  is  the  Main  Sponsor  of  BMW  ORACLE 
Vnerican  challenger  in  the  32nd  America's  Cup. 
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Allianz  is  a  registered  trademark  of  Allianz  SE,  Cerrnany.  AHianz-SE  is  the  parent  company  of  entities  around  the  world  such  as 
ACF,  Allianz  Global  Investors  and  Dresdner  Bank.  Ttie  range  of  services  in  different  markets  may  vary. 
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I  hardly  think  [Windows 
Vista]  justifies  Microsoft's 
appearance  on  your  list 
based...on  'creations  that 
help  ensure...hegemony.' " 


WfTROOUCINO  OUR  LATtST  ONLINE  tNNOVAl 

THE  COMPANY  INSIGHT  CENT 


BusinessWee 


THIS  WAY  TO 
INNOVATION 


-Malcolm  Ross 
Annandale,  Va. 


WHO'S  INNOVATIVE 
AND  WHO  ISN'T 

IN  MY  VIEW,  building  "organizations 
that  are  capable  of  sustained  innovation" 
is  not  what's  needed  ("25  Most  Innova- 
tive Companies,"  Special  Report,  May 
14).  The  organization  is  built  to  produce 
current  products  reliably  and  efficiently 
while  continually  improving  its  quality, 
reducing  its  cost,  and  incrementally  ad- 
vancing its  design.  You  don't  want  your 
workers,  hired  and  trained  to  do  that, 
distracted  from  their  duties. 

Conceiving  the  seed  of  a  radical  in- 
novation happens  in  a  flash.  As  Poincare 
said:  "What  the  mind  of  one  man  can 
conceive.. .others  can  bring  to  pass."  De- 
veloping and  preparing  to  produce  and 
market  a  new  product  line  takes  years,  so 
the  organization  can  stomach  only  very 
few  "seeds"  at  any  given  time.  Therefore, 
it  doesn't  make  sense  to  hire  and  keep  on 
the  payroll  a  lot  of  people  to  perform  that 
function;  it  pays  to  fish  for  the  original 
idea  outside  the  organization— and  only 
when  the  organization  needs  the  next 
breakthrough  innovation. 

-Fred  Buggie 

Strategic  Innovations  International  Inc. 
Lake  Wylie,  S.C. 


IT  TOOK  FIVE  YEARS'  worth 
of  Microsoft's  fat  research-and-deve 
opment  budget  to  shrink-wrap  Wi: 
dows  Vista,  yet  the  operating  syste 
offers  not  one  innovative  or  groun 
breaking  feature  that  is  relevant  or  m 
plagiarized.  So  I  hardly  think  it  just 
fies  Microsoft's  appearance  on  yon 
list  based,  as  you  put  it,  on  "creatioi 
that  help  ensure  Windows  and  Offitt 
hegemony." 

In  the  context  of  innovation,  ho: 
can  hegemony  be  a  worthy  measure? 
seems  more  appropriate  in  describir 
out-of-date  knights  defending  a  mediev\ 
castle  while  the  competition  is  zippir 
around  in  tanks. 

As  for  last  holiday  season's  "iPc'i 
killer,"  Microsoft's  Zune  remains  ; 
non-innovative  and  market-irrelevaii 
as  if  it  had  never  happened.  Nam 
one  innovative  thing  the  company  hr 
done,  and  I  might  reluctantly  grah 
Microsoft  a  place  in  your  top  25,  bn 
position  No.  5? 

Please  pull  the  other  leg— and  pleati 
leave  Microsoft  foundering  in  its  larf 
but  decaying  castle. 

-Malcolm  RoM 
Annandale,  Vw 
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Leap  ahead" 


MULTIPLY  PROCESSING  PERFORMANCE 
AND  MAXIMIZE  RESPONSIVENESS. 


HE  WORLD'S  FIRST  QUAD-CORE  PROCESSOR  FOR  MAINSTREAM  SERVERS, 
iultiply  your  possibilities  with  the  new  Quad-Core  Intel*  Xeon*  Processor  5300  series, 
ilivering  up  to  50%  more  performance*  within  the  same  power  envelope  than  previous 
?on  processors,  64-bit  capable  Quad-Core  Intel  Xeon  Processor  is  the  ultimate  in  powerful, 
tnse  and  reliable  computing.  Learn  more  at  intel.com/xeon 

il  internal  measurement  using  SPECintjate_base2000*compan.  ;  5  345  to  Intel  Xeon  51 60.  For  more  information  visit  intel.com/performance.  ©2007  Intel  Corporation,  Intel,  the  Intel  logo.  Intel  I 
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B-SCHOOLS:  COLLABORATION 
VS.  CHEATING 

AS  A  PROFESSOR  who  sits  on  my  busi- 
ness school's  academic- conduct  commit- 
tee, I,  along  with  my  colleagues,  deal 
with  these  issues  when  the  situation  aris- 
es—thankfully, not  often  ("Cheating— or 
postmodern  learning?"  News  &  Insights, 
May  14).  We  have  found  that  the  acid  test 
for  cheating  is  transparency.  If  the  Duke 
University  students  had  willingly  come 
forward  and  informed  their  professors 
that  they  had  worked  together  on  the 
exam,  one  might  reasonably  assume  that 
the  required  independence  for  exam- 
taking  had  not  been  clearly  understood. 
However,  if  the  students  were  not  forth- 
coming about  their  joint  work  on  the 
exam,  then  it  must  be  assumed  that  they 
chose  to  engage  in  rule-breaking  in  the 
hopes  that  it  would  not  be  uncovered. 

In  response  to  your  excuse  for  the  stu- 
dents' behavior,  that  the  business  world 
has  changed,  what  with  teamwork,  open 
sourcing,  copying  and  pasting,  and  so 
on,  I  would  suggest  that  it  certainly  has 
not  changed  that  much:  Right  is  still 
right,  and  cheating  is  still  wrong. 

-Roberta  N.  Clarke 

Boston  University 

Boston 

YOUR  COMMENTARY  on  the  Duke 
B-school  cheating  scandal  stated  that  col- 
laborative learning  and  "the  new  culture 
of  shared  information"  have  muddied  the 
ethical  waters.  Not  so.  Cheating  remains 
what  it  has  always  been:  lying.  It's  not 
collaboration  that  muddies  the  waters, 
it's  pretending  that  you  performed  the 
work  yourself.  If  the  B-schoolers  had  ac- 
knowledged that  they'd  traded  questions 
and  answers,  their  professor  would  have 
the  information  needed  to  assess  the 
value  of  their  work.  They  didn't,  and  thus 
they  implied  that  their  work  was  their 
own.  It  wasn't.  They  lied.  They  cheated. 
Completely  clear. 

-Hampden  H.  Smith  HI 

Washington  and  Lee  University 

Lexington,  Va. 

The  only  people  shocked  about  the  Duke 
MBA  scandal  are  those  who  have  never 
completed  a  semester  in  an  MBA  pro- 
gram. Your  commentary  merely  skims 
the  surface  of  the  problems  at  B-schools. 
However,  I  do  not  believe  the  students 
are  the  problem;  rather,  it's  the  system 
that's  broken.  Schools  must  provide  an 
environment  that  is  not  conducive  to 
unethical  academic  behavior. 

Has  Duke  lived  up  to  its  responsibility 
to  provide  an  atmosphere  that  is  not  con- 
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ducive  to  unethical  academic  behavioi 
Do  the  faculty  and  staff  at  Duke  honest] 
believe  that  students  will  not  collaboral 
on  a  take-home  exam?  Are  the  facull 
shocked  that  the  students  did?  If  the  ar 
swers  to  these  questions  are  anythin 
but  no,  yes,  and  yes  (respectively),  the 
someone  needs  to  lose  his  or  her  job. 

The  Duke  MBA  students  did  exact) 
what  prominent  business  leaders  ha\ 
said  for  years  should  be  done  to  achiev 
personal  success:  "Surround  youa 
self  with  people  who  are  brighter  an 
smarter  than  you  because,  in  the  en( 
they  will  make  you  look  better."  In  th: 
business  world,  that' s  called  competitrv 
advantage. 

-Scott  A.  Ferguso 

University  ofTennessi 

Knoxville,  Tew 

KUDOS FOR OUR  NEW 
COMPANY  INSIGHT  CHANNEL 

I'M  VERY  EXCITED  about  the  Companie 
Channel  ("A  powerful  online  innovation.; 
Special  Report,  May  14).  I've  used  it  I 
only  an  hour,  but  I'm  certain  it  will  be  mi 
go-to  spot  for  stock  info. 

I've  been  a  subscriber  forever  (wel 
since  the  1960s),  and  this  feature  ma: 
well  be  worth  all  those  years  of  alte* 
nately  agreeing  with  your  articles  I 
throwing  the  magazine  at  the  wall.  It  is* 
dramatically  good  tool— and  surprising!; 
easy  for  us  older,  less  technically  adej. 
info-seekers.  It  would  be  nice,  howevet 
if  you  would  include  a  tutorial  with  thi 
chart  function  that  is  so  powerful.  I'i 
certain  I'm  not  getting  the  full  benefit. 

Thank  you  so  much  for  this  great  nev 
service,  though  I  may  write  again  * 
some  future  point  to  condemn  you  for  a 
the  time  I  spend  at  the  site. 

-Richard  L.  Cc 
Billings,  Mow 


How  to  reach  BusinessWeek 

LETTERS  FOR  READERS  REPORT 

We  prefer  to  receive  letters  via  e-mail,  without 
attachments.  Writers  should  disclose  any  connection  H 
relationship  witri  the  subject  of  their  comments.  All  letter: 
must  include  an  address  and  daytime  and  evening  phon 
numbers.  We  reserve  the  right  to  edit  letters  for  clarity  ant 
space  and  to  use  them  in  all  electronic  and  print  edition: 
E-mail:  bwreader@businessweek.com 
Fax:  (212)  512-6458 

Mail:  BusinessWeek  Readers  Report,  1221  Avenue  of  the 
Americas,  43rd  floor,  New  York,  NY  10020 


BusinessWeek  .com 


The  full  text  of  BusinessWeek,  BusinessWeek  Top 
News,  and  access  to  BusinessWeek  archives  start- 
ing in  1991  are  available  on  the  World  Wide  Web 
at:  businessweek.com  and  on  America  Online  at 
Keyword:  BW 
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SOME  PERFECTION  IS  DEBATABLE. 


!*    SOME  IS  NOT. 

Made  by  hand  from  100%  blue  agave. 
The  world's  #1  ultra-premium  tequila. 


SIMPLY  PERFECT. 

simplyperfect.com 


ijerfect  way  to  enjoy  Patron  is  responsibly. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


A  Sweet  and  Simple  Camcorde 

In  the  era  of  the  do-everything  handheld  gadget,  Flip  Video  from  Pure 
Digital  Technologies  seems  almost  old-fashioned.  It  doesn't  make  phone 
calls,  send  instant  messages,  browse  the  Web,  or  keep  your  calendar.  What 
it  does  is  give  you  a  way  to  shoot  and  upload  videos— and  even  edit  them  ai 
bit— with  a  simplicity  that  only  a  single-minded  product  can  achieve. 


The  Flip  is  a  little  camcorder  about  the 
size  of  a  typical  point- and-shoot  still 
camera.  It  uses  flash  memory  instead  of 
tape,  and  it  costs  about  $100  for  a  512- 
megabyte  version  that  holds  30  minutes 
of  video  or  $130  for  a  60-minute  version. 
Its  user  interface  could  hardly  be  simpler. 
There's  a  four-way  control— up  and  down 
for  the  barely  useful  2:1  digital  zoom,  left 
and  right  to  navigate  through  the  videos 
you  have  recorded— with  a  record  button 
in  the  middle.  There  are  just  three  other 
buttons:  play,  delete,  and  power. 

A  latch  on  the  left  side  of  the  case 
releases  a  pop-out  USB  connector,  which  you  use  to  plug  the 
Flip  directly  into  a  Windows  PC  or  Mac.  At  this  point,  you  will 
discover  the  really  beautiful  part.  All  the  software  you  need 
is  right  there  on  the  camera,  and  if  you're  on  a  Windows  PC, 
you  actually  run  the  program  off  the  Flip  without  having  to 
install  anything.  The  Mac  setup,  atypically,  is  slighdy  more 
complicated  but  by  no  means  hard. 

THE  FLIP  DOESN'T  DELIVER  the  versatility  you  would  expect 
from  a  $1,000  digital  video  camera.  The  lack  of  a  real  zoom 
lens  limit  your  shots;  the  camera  doesn't  work  that  well  in 
low-light  conditions;  and  the  somewhat  dim  1.5-in.  LCD 
display  that  is  the  only  viewfinder  can  be  difficult  to  see 
outdoors  on  a  sunny  day.  On  the  other  hand,  the  640-by- 
480-pixel  images  are  surprisingly  good  for  such  a  low-priced 
camera  and  far  better  than  the  video  taken  by  mobile-phone 
handsets.  The  built-in  mike  is  more  than  adequate. 

The  Flip's  software  may  take  simplicity  a  bit  too  far.  Each 
shot  you  take  is  saved  as  a  separate  clip,  which  you  can  view 
on  a  computer  screen  or  a  television  using  an  included  cable. 
By  dragging  clips  to  a  storyboard,  you  can  assemble  a  movie. 
But  the  only  editing  you  can  do  is  to  trim  the  ends  of  the  clips, 
and  on  the  Mac  version  you  can't  even  do  that.  When  your 
movie  is  complete,  you  can  add  background  music,  your  own 
or  the  insipid  stuff  the  program  will  choose  for  you.  Then 
click  a  button,  and  you've  created  a  film  that  can  be  burned 
onto  a  DVD  with  standard  software  or  viewed  on  any  player 
that  can  handle  Windows  Media  Video.  You  can  also  e-mail 
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clips— probably  not  a  great  idea,  given 
their  size— or  easily  post  them  to  video- 
sharing  sites  YouTube  or  Grouper.com. 
If  this  seems  like  too  much  effort,  you 
can  take  the  Flip  to  any  of  a  number  of 
retailers,  including  CVS,  Ritz  Camera 
Center,  or  Longs  Drug  Stores,  and  have 
the  contents  burned  onto  a  DVD  for  aboi> 
$13.  On  the  other  hand,  if  you  want  to 
do  more  with  your  clips,  you  can  import 
them  into  many  standard  video-editing 
programs.  I  used  Flip  video  in  Microsoft 
Windows  Movie  Maker,  which  imported 
them  without  fuss.  It  offers  more 
capability  than  the  built-in 
ShcirD  software,  especially  the  ability  tc< 

r        -|  add  tides  and  transitions  betwee 

scenes.  I  also  imported  my  videoi 
into  Apple's  versatile  iMovie. 
Unfortunately,  using  it  with  Flipf 
on  a  late-model  Mac  requires 
installing  some  third-party 
software— a  minor  nuisance  that 
Pure  Digital  intends  to  fix. 

The  Flip  is  swimming  against 
the  tide  of  multipurpose  devices, 
These  digital  equivalents  of  the  Swiss  Army  knife  certainly 
have  their  place.  I  love  the  fact  that  whenever  I  have  my 
mobile  phone  with  me,  which  is  nearly  always,  I  have  a 
camera  available.  But  incorporating  many  functions  into  on( 
product  forces  design  compromises.  A  handset  has  to  be  a 
phone  first,  and  that  makes  it  a  clumsy  camera.  This  is  why 
there  will  always  be  a  place  for  focused  products,  even  low- 
end  ones  like  the  Flip.  It  doesn't  try  to  do  terribly  much,  but 
does  its  one  thing  uncommonly  well.  ■ 

E-mail:  tech&you@businessweek.t 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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UPGRADE  YOUR 
BEST-CASE  SCENARIO. 
UNLEARN  OUTSOURCING. 

Even  outsourcing's  benefits  have  benefits.  The  best  way  to  realize  them  is  to  unlearn 
your  misconceptions  about  outsourcing.  Unisys  Outsourcing  Solutions  offer  the  proven 
processes,  unique  methodologies,  and  the  innovation  you  need  to  manage  risk,  adapt 
to  change  and  accelerate  the  benefits  of  your  best-case  transformation  scenario.  Our 
Solutions  for  Secure  Business  Operations  can  optimize  your  business  performance  and 
your  competitive  advantage.  For  maximizing  your  full  business  potential,  outsourcing 
is  a  win-win  scenario.  Unlearning  is  just  the  beginning. 


•ecurity  unieasnei 


UNISYS 


www.securityunieashed.com 
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MediaCentric 


BY  JON  FINE 


TV  Parties  While  Rome  Burns 

It's  upfronts  week  in  New  York— that  peculiar  superannuated  and  lavish 
annual  rite  in  which  TV  networks  roll  out  their  upcoming  schedules 
for  advertisers— and  I'm  attending  the  big  CBS  party.  As  always,  it's  at        t 
Manhattan's  Tavern  on  the  Green,  a  riot  of  early-'70s  design  so  gilded  andjn 
tacky  it  achieves  a  kind  of  architectural  nirvana.  There  must  be  over  l,OOCfe 


people  here.  There  is  a  formidably 
stocked  open  bar  in  each  room.  There  is 
enough  shrimp  to  fill  a  small  swimming 
pool.  Say  what  you  will  about  Old  Media, 
but  they  still  throw  a  hell  of  a  party. 
The  upfronts  are  built  around  the 
networks  shelling  out  millions  each 
May  in  order  to  win  billions  in  ad 
commitments.  (Last  year's  total  upfronts 
take  was  around  $9  billion.)  How  much 
longer  can  this  party— upfronts  week,  I 
mean— go  on?  Network  ratings  continue 
to  droop.  As  upfronts  week  began  on  May 
14,  Google  launched  the  first  national  test 
of  Google  TV  ads,  according  to  several 
execs.  The  new  service,  which  is  running 
in  conjunction  with  satellite  TV  operator  EchoStar,  allows 
advertisers  to  use  Google's  famed  auction  system  to  bid  on 
ads,  and  to  use  data  provided  by  EchoStar  to  track  when  the 
spots  run  and  how  many  viewers  see  them.  (The  timing  of 
said  test  may  be  read  as  a  not-so-subde  tweak  of  existing 
media  traditions.)  While  nascent  and  far  from  an  assured 
success,  Google  TV  ads  may  eventually  pose  a  significant 
threat  to  how  TV  ads  are  bought  and  sold;  reflecting  either 
denial  or  discretion,  few  execs  at  the  upfronts  had  much 
to  say  about  it.  Meanwhile,  as  upfronts  attendees  swilled 
free  booze  and  gawked  at  celebs,  Microsoft  was  putting  the 
finishing  touches  on  its  $6  billion  deal  for  interactive  agency 
aQuantive.  That  capped  off  a  $10  billion  spate  of  deals  for 
online  ad  firms  or  technologies  that  began  in  mid-April  when 
Google  announced  its  $3.1  billion  purchase  of  Doubleclick. 

WHILE  THE  FORCES  OF  THE  NEW  continued  to  arm  themselves 
to  the  teeth,  one  aspect  of  what  passed  for  forward  thinking 
at  the  upfronts  was  the  idea  of  cutting  back  on  the  parties 
and  presentations.  Top  executives  at  media-buying  agencies 
and  networks  confirmed  having  internal  discussions  about 
significantly  compressing  upfronts  week.  Two  ad  execs 
separately  oudined  a  scenario  in  which  the  current  four- 
day  process— in  which  each  broadcast  network  presents  its 
shows  at  venues  like  Carnegie  Hall  or  Radio  City  Music  Hall, 
followed  by  massive  parties— would  be  winnowed  down  to 
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In  a  perverse 
twist,  the 
take  from 
TVs  upfronts 
may  hold 
steady 
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big  party  afterward.  The  people  who 
decide  how  to  spend  ad  dollars  don't 
need  the  song-and-dance,  stroking,  anc 
celebrity-sniffing,  said  one  executive; 
the  real  business  of  deal-making  goes 
on  for  weeks  after  the  partying  is  done,  one 
Another  pointed  out  that  this  year  the  bum 
networks'  presentations,  formerly  hour  ef 
long,  lasted  90  minutes  or  less  and  cou  ret 
easily  fit  into  one  day  at  one  venue.  (TrHior 
egos  of  the  institutions  and  executives?':^ 
Another  matter  entirely.)  The  idea  is  to  |tg 
"tweak  [the  event]  further  to  make  it      It's 
better  for  all  sides,"  says  Andy  Donchin  :iy a 
director  of  national  broadcast  ft  me 
media  agency  Carat  USA.  "The  r  vie 
networks  are  saying,  'We  don't  4 
have  to  do  all  this,' "  says  one  T'utri 
executive.  "Because  currently  it  dm 
costs  millions  of  dollars."  && 

The  truly  perverse  thing  is  th1;^ 
the  upfronts'  ad  haul  looks  likehital 
to  hold  relatively  steady  at  last 
year's  levels.  Jessica  Reif  Cohen  fa 
the  veteran  media  analyst  for 
Merrill  Lynch,  is  predicting  tha^e 
this  year's  upfronts  will  do  evenijy 
better.  A  key  factor:  Demand  in 
the  "scatter"  market,  on  which  advertisers  buy  spots  that 
were  not  sold  at  the  upfronts,  has  been  tight,  making  those 
spots  pricey.  But  one  ad  executive  says  that's  partly  because  jS(J, 
ratings  shortfalls  have  forced  the  networks  to  hand  over 
scatter  ads  to  make  good  on  last  year's  upfront  deals— whic  L 
generally  come  with  audience  guarantees.  Given  everything 
TV  execs  would  be  making  a  big  mistake  to  exult  over  decenjjj|> 
upfronts  in  2007.  To  borrow  from  Hemingway,  the  party  is 
ending  in  two  ways:  gradually,  and  suddenly.  ■ 


BusinessWeek 


For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
businessweek.com/innovate/FineOnMedia 
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JAMES  C.  COOPER 


iet  Ready  to  Exhale:  The 
Jlowdown  May  Be  Ending 

pickup  in  manufacturing  signals  stronger  growth  is  on  the  way 
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U.S.  ECONOMY 


The  government's  first  estimate  of  economic  £E 

•owth  last  quarter,  reported  at  a  pitiful  1.3%,  was  bad  enough.  But  Q 

hen  Washington's  statisticians  release  their  update  on  May  31,  based  Q 

l  more  complete  data,  economists  are  betting  the  result  will  look  ^" 
ren  worse.  Right  now  projections  average  slightly  below  1%  and 


ge  as  low  as  0.6%,  based  on  a  survey  of  14  forecasters 
led  by  Action  Economics.  Last  quarter  was  most  likely 
economy's  worst  in  more  than  four  years, 
-lowever,  investors  should  concentrate  on  the  road 
:ad  and  not  spend  too  much  time  staring  into  the 
rview  mirror.  Last  quarter  was  likely  the  nadir  for  this 
nomic  slowdown.  Why?  The  clearest  evidence  comes 
n  the  recent  pickup  in  the  U.S.  manufacturing  sector. 
;  two  foremost  indicators  of  factory  activity,  the 
•chasing  Managers  Index  and  the  Federal  Reserve's 
ort  on  industrial  production,  both  of  which  tracked 
economy's  downshift  last  year,  are  now  regaining 
:  ground. 

t's  true  that  the  manufacture  of  goods  represents 
y  a  little  more  than  a  third  of  the  overall  economy, 
neasured  by  real  gross  domestic  product.  The  broad 
dee  sector  weighs  in  at  about  55%,  with  construction 
ling  about  8%.  However,  the  industrial  sector  still 
itributes  greatly  to  short-term  shifts  in  the  economy's 
wth  rate.  In  fact,  a  quick  calculation  shows  that 
irter-to-quarter  changes  in  real  GDP  for  goods  alone 
ount  for  80%  of  the  quarterly  ups  and  downs  in 
rail  GDP  growth.  That's  why  the  recent  uptick  in 
:ory  activity  strongly  suggests  the  first  quarter's  paltry 
formance  does  not  portend  continued  weakness. 
vlore  important,  the  manufacturing  rebound  is  crucial 
he  outlook  because  improvement  there  is  strongly 
ted  to  turnarounds  in  the  three  areas  outside  housing 
ere  the  economy  has  been  weak  in  recent  quarters: 
ital  spending,  inventory  growth,  and  the  trade  deficit. 
4  in  prospects  for  continued,  if  slower,  gains  in 
Isumer  spending  and  evidence  of  reduced  drag  from 
[housing  slump,  and  the  signals  for  better  growth 
[inning  in  the  second  quarter  look  good. 

E  PATTERN  OF  PRODUCTION  through  April  tells 

Istory.  Factory  output  rose  0.6%  in  March  and  0.5% 
Ikpril,  the  strongest  back-to-back  increases  since  the 
Idle  of  last  year.  Even  modest  gains  in  May  and  June 
kid  lift  the  quarterly  growth  rate  of  output  to  nearly 
at  an  annual  rate,  up  from  1.2%  in  the  first  quarter 
from  a  2.1%  decline  in  the  fourth  quarter  of  last  year. 


The  pickup  has  been  broad,  including  consumer 
goods,  business  equipment,  and  materials.  Even  car 
companies  are  revving  up  the  pace.  After  sharp  cutbacks 
during  the  previous  three  quarters,  mainly  in  the  effort  to 
clear  away  overstocked  dealers'  lots,  Detroit  is  ramping 
up  production  in  the  second  quarter. 

Housing-related  output  remains  weak,  especially  in 
wood  products  and  furniture.  But  even  production  of 
construction  supplies  rose  a  bit  in  March  and  April  and 
shows  signs  of  stabilizing  after  last  year's  sharp  drop. 
That  pattern  is  consistent  with  the  strength  in  business 
construction,  which  is  helping  to  offset  some  of  the 
production  weakness  caused  by  the  housing  slump. 

ONE  OF  THE  MOST  IMPORTANT  sources  of  new  life  in 

manufacturing  is  the  rebound  in  production  of  business 

equipment,  which  tracks 
REBOUNDS  THAT  BODE 
WELL  FOR  THE  ECONOMY 

PERCENT  CHANGE  FROM  PRIOR 
QUARTER,  ANNUAL  RATE 

MANUFACTURING 
PRODUCTION 
I  TOTAL 

I  BUSINESS  EQUIPMENT 


Data:  Federal  Reserve,  Global  Insight  Inc. 


capital  spending  pretty 
well.  After  sagging 
badly,  output  has 
rebounded  in  all  major 
equipment  categories, 
including  high-tech 
gear,  transportation 
equipment,  and 
industrial  machinery 
(chart). 

Business  investment 
in  equipment  fell  in  the 
fourth  quarter  and  barely 
rose  in  the  first  quarter,  but  these  recent  output  gains, 
along  with  firmer  trends  in  orders  and  shipments  of 
capital  goods,  mean  capital  spending  will  make  a  much 
bigger  contribution  to  real  GDP  growth  this  quarter. 

Stronger  factory  activity  also  implies  a  reversal  of  the 
weakness  caused  by  last  summer's  top-heavy  inventories. 
As  stockpiles  of  autos  and  housing-related  goods 
ballooned  in  relation  to  demand,  businesses  quickly  cut 
back  on  ordering,  and  manufacturing  production  felt 
the  pinch.  Slower  inventory  growth,  by  itself,  subtracted 
1.2  percentage  points  from  fourth-quarter  GDP  growth. 
Recent  data  suggest  another  full-point  reduction  to  first- 
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quarter  growth,  much  bigger  than  the  government's 
initial  estimate. 

The  upturn  in  manufacturing  output  means  the 
inventory  adjustment  is  over,  and  stock  rebuilding  will 
be  a  plus  for  second-quarter  GDP  growth  as  businesses 
refill  their  warehouses  to  meet  demand.  In  April,  for 
the  second  month  in  a  row,  companies  surveyed  by  the 
Institute  for  Supply  Management  said  their  customers' 
inventories  on  hand  were  less  than  sufficient,  and  the 
percentage  of  businesses  saying  stockpiles  were  "too 
low"  was  the  highest  since  July,  2006. 

THE  FACTORY-SECTOR  BOUNCE  also  means 

manufacturers  continue  to  receive  plenty  of  support 
from  foreign  demand.  Exports  tanked  in  the  first 
quarter,  falling  1.5%,  at  an  annual  rate  and  adjusted  for 
prices.  That  decline  partly  explains  why  a  wider  trade 
deficit  took  away  nearly  a  percentage  point  from  GDP 
growth  last  quarter.  However,  the  export  drop  mainly 
reflected  a  one-time  falloff  in  aircraft  shipments  and  was 
not  indicative  of  the  strong  upward  trend.  Exports  of 
consumer  goods  surged  nearly  16%,  and  auto  shipments 
grew  almost  9%. 

Manufacturers'  exports  continue  to  benefit  from  strong 
demand  abroad  and  a  more  competitive  dollar.  Overseas 
shipments  had  grown  10.4%  per  quarter  during  2006, 
and  the  Institute  for  Supply  Management's  index  of 
export  orders  through  April  remains  at  a  level  historically 
consistent  with  export  growth  in  the  range  of  8%  to  10%. 
In  the  second  quarter,  exports  will  return  to  their  robust 
upward  trend  and  contribute  positively  to  GDP  growth. 


HOMEBUILDING 


THE  JOB  MARKETS 
STILL  LOOK  HEALTHY 

THOUSANDS.  FOUR-WEEK 
MOVING  AVERAGES 


Demand  at  home  will  also  propel  the  factory  reboum 
Consumer  spending  is  sure  to  show  the  effects  of  surgii 
fuel  prices  this  quarter  as  more  household  income  is 
diverted  toward  buying  gas,  with  less  left  over  for  other 
discretionary  purchases.  However,  consumers  are 
hardly  in  deep  trouble.  Consumer  sentiment  in  May,  as  | 

gauged  by  the  Reuters/ 
University  of  Michigan 
Surveys  of  Consumers, 
actually  edged  up  from 
April  despite  the  pain  a 
the  pump. 

Two  likely  reasons: 
First,  the  rally  in 
stock  prices  is  adding 
handsomely  to  overall 
household  net  worth, 
more  than  offsetting  ar 
losses  to  wealth  from  s< 
home  prices.  Second, 
the  job  markets  show  every  sign  of  continued  strength. 
The  most  important  signal  comes  from  the  latest  drop  i 
weekly  claims  for  unemployment  insurance.  New  claim* 
fell  below  300,000  per  week  in  the  first  half  of  May,  anc. 
the  four-week  moving  average  is  the  lowest  in  more  tha 
a  year  (chart).  The  current  level  of  claims  is  consistent 
with  a  healthy  pace  of  job  growth. 

So  if  you're  worried  the  economy  is  flagging,  especial 
when  you  see  the  government's  update  on  last  quarter'; 
GDP,  be  heartened  by  the  rebound  in  manufacturing.  It; 
means  the  economy  is  picking  up  speed.  ■ 
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Don't  Fret  About  This  Housing  Number 


THE  APRIL  PLUNGE  in  housing 

permits  stoked  fears  that  the  decline 
in  residential  building  may  not  let 
up  this  summer.  But  there  are  good 
reasons  to  discount  the  latest  drop  in 
permits  and  to  expect  the  economic 
drag  from  housing  to  begin  to 
diminish. 

Authorizations  to  build  a  new  home 
are  often  viewed  as  a  more  reliable 
leading  indicator 
of  future  housing 
activity  than  the  more 
publicized  numbers 
on  home  starts.  The 
logic  is  that  bad 
weather  can  delay 
starts,  making  the 
data  more  volatile 
from  month  to  month 
That's  why  the  6% 
drop  in  April  permits 
for  single-family 
homes  caused  a  stir, 


NOT  AS  BAD 
AS  IT  LOOKS 


MILLIONS,  ANNUAL  RATE 


WAY  '06 


even  though  housing  starts  improved. 
The  authorizations  data,  however, 
should  be  interpreted  more 
cautiously  right  now.  Builders  are 
holding  a  large  number  of  permits 
for  construction  not  yet  begun.  The 
accumulation  occurred  during  the 
boom,  and  builders  are  now  drawing 
down  on  those  backlogs.  Several 
times  in  the  past  year  "starts  and 
permits  seemed 
out  of  line  with  one 
another  because 
builders  drew 
down  their  backlog 
of  permits,"  says 
Michael  Moran,  chief 
economist  at  Daiwa 
Securities  America. 
That  seems  to  be 
the  case  in  April,  as 
authorizations  for 
construction  yet  to 
begin  fell  6.1%. 
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Data:  U.S  Census  Sure ,.  ,  Glo'.al  Insight  Inc. 


What's  more,  permits  are  not  a 
reliable  leading  indicator  of  starts. 
In  2006,  construction  of  single- 
family  homes  began  within  the 
same  or  following  month  for  80% 
the  permits  issued.  The  buildup  of 
authorizations  could  further  mudd}1 
the  relationship,  as  new  housing 
starts  could  pick  up  sooner  than 
permits,  says  Moran.  That  could 
further  limit  any  usefulness  permit 
have  as  a  leading  indicator. 

Therefore,  home  starts,  which  ha 
shown  signs  of  stabilizing  recently, 
may  be  the  better  indicator  right  no 
Moran  expects  the  subtraction  from 
real  GDP  growth  due  to  residential 
construction  to  lessen  to  only  half  a 
percentage  point  in  the  third  quarte 
from  a  full  point  in  the  first  quarter. 
And  as  the  housing  drag  dissipates, 
the  strength  in  the  rest  of  the 
economy  will  become  apparent.  ■  ' 
-By  James  Mehra 
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The  Boogey  Man  is  going  to  get  you. 


Fear  is  a  monster.  It  can  stop  you  dead  in  your 
tracks.  That  is,  until  you  turn  the  lights  on. 
In  product  testing,  there  is  one  reassuring 
reality:  you  don't  need  a  UL  mark  to  sell 
your  product  in  North  America.  The  ETL 
Listed  Mark  delivers  superior  speed, 
service  and  reliability. 

With  an  average  turnaround  time  of  15  days, 
we  can  make  your  product  really  boogie.  What's 
more,  the  ETL  Listed  mark  is  featured  on  millions 
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of  products  sold  by  major  North  American  retailers 

from  coast  to  coast.  With  more  than  50  labs 

worldwide  and  customer  service  that  won't 

give  you  the  creeps,  we  can  accelerate  your 

certification  and  secure  your  time  to  market. 

For  more  reasons  why  our  competition  is 

running  scared  and  countless  manufacturers 

are  running  to  us,  head  to  ETL.com  or 

call  1-800-967-5352.  Don't  let  fear  paralyze  your 

productivity. 


Intertek 


Call  I  -800-WORLDLA&  or  visit  us  at  etl.com 
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NEWS  YOU  NEED  TO  KNOW  EDITED  BY  HARRY  MAURER 


IMMIGRATION:  THE  GREAT  DEBATE 

The  Senate  on  May  21  hunkered  down  for  two  weeks  of  discussion  of  a  landmark 
proposal  to  reform  immigration  policy.  The  plan  would  toughen  border  security,  give 
some  12  million  immigrants  a  path  to  citizenship,  create  a  temporary-worker  visa, 
and  require  employers  to  check  the  legal  status  of  all  employees  against  a  federal 
database  (photo,  would-be  immigrants  heading  for  the  border  in  Mexico).  Dozens  of 
lawmakers  have  lined  up  with  ideas  for  rewriting  the  347-page  political  compromise, 
which  has  drawn  the  ire  of  key  business  factions,  labor,  and  other  interest  groups. 

Even  if  the  Senate  plan  can  muster  a  majority,  the  House  may  shoot  it  down.  House 
Democratic  Caucus  Chairman  Rahm  Emanuel  (D-lll.)  vows  to  block  any  legislation  that 
doesn't  win  over  at  least  60  Republican  votes.  That  could  be  a  tall  order  for  the  Bush 
Administration,  which  lately  lacks  the  political  capital  to  drive  hard  bargains. 
See  "Globalization  vs.  immigration,"  page  40  \mmi9  "A  troubled  immigration  reform 
proposa  I, "  businessweek.  com/go/tbw 


LBO  Artists  Calling 

Private  equity  seems  to  set  a 
record  every  week:  This  time 
it's  the  biggest  telecom  LBO 
ever.  No.  5  wireless  carrier  Alltel 
said  on  May  20  that  TPG  Capital 
and  Goldman  Sachs  Capital 
Partners  would  buy  it  for  $27.5 
billion.  The  new  investors  want 
Alltel  to  continue  growing  via 
acquisitions.  The  sale  requires 
shareholder  and  regulatory 
approval,  and  new  bidders 
could  ring  up. 
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Kerkorian's  MGM  Moves 

He's  the  ultimate  corporate 
poker  player.  Kirk  Kerkorian,  the 
Los  Angeles  billionaire  who 
owns  56%  of  casino  giant  MGM 
Mirage,  announced  on  May  21 
that  he  wants  to  buy  two  of  the 
company's  premiere  properties, 
the  Bellagio  in  Las  Vegas  and  the 
$7  billion  CityCenter  resort  still 
under  development  next  door. 
Kerkorian's  public  filing  also 
revealed  that  he's  evaluating 
"strategic  alternatives"  for 


his  MGM  stake.  Sensing  the 
company  might  be  up  for  sale, 
investors  bid  MGM  stock  up 
27%  in  a  day. 


Microsoft  Goes  Shopping 

In  the  past,  Microsoft  always 
seemed  to  take  half-measures 
in  its  competition  with  Google. 
But  that  was  then.  On  May  18, 
Microsoft  closed  its  biggest 
deal  ever,  agreeing  to  buy 
online  marketing  powerhouse 


aQuantive  for  $6  billion,  a  hea  1L 
85%  premium.  The  deal  gives 
the  software  giant  the  ability  i 
sell  ads,  place  them,  and  hanc '  ™ 
marketers  the  tools  to  measui 
ad  performance. 
[!U11K1»  "Microsoft's  big 
online  ad  buy," 
businessweek.  com/go/tbw 
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Surprise  at  Siemens 

Austria-born  Peter  Loscher  was 

known  in  U.S.  pharma  circles 
as  heir  apparent  to  Merck  CEO 
Richard  Clark.  But  in  Germany 
he  was,  in  the  words  of  the 
daily  Handelsblatt,  "a  perfect 
nobody."  So  it  came  as  a  shock  | 
when  Siemens'  board  on  May  1 
chose  Loscher,  49,  to  be  the  firs  I 
outsider  to  serve  as  CEO  of  the 
electronics  giant.  Job  One:  copo 
with  a  spreading  bribery  scandvi 
that  contributed  to  the  departuu 
ofCEO  Klaus  Kleinfeld. 
EMU*  "Siemens  taps  Merck 
exec  as  new  CEO," 
businessweek.com/go/tbw 
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Adios,  Plastics 

It's  where  Jack  Welch  started 
his  career,  but  there's  no 
room  for  sentiment  in  these 
matters.  With  profits  falling 
and  competitors  rising,  Generi^" 
Electric  sold  off  its  plastics 
unit  to  Saudi  Basic  Industries 
for  $11.6  billion  on  May  21. 
The  move  is  part  of  GE's  drive  if*1 
to  focus  on  faster-growing 
businesses  and  woo  investors. f 
A  big  chunk  of  the  proceeds 
will  go  to  stock  buybacks. 
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Executive  Suite 

Two  troubled  companies 
reshuffled  their  management 
decks.  On  May  20  pharma 
giant  Pfizer,  beset  by  stagnant 
earnings  and  a  dearth  of 
exciting  new  products, 
announced  the  exits  of  researc 
chief  John  LaMattina  and  CFO 
Alan  Levin.  On  May  22,  Sallie 
Mae  CEO  Thomas  Fitzpatrick  qui 
as  the  student  loan  provider 
prepares  to  be  taken  private. 


;'ll  be  replaced  by  C.E. 
drews,  currently  CFO. 


olfowitz:  It's  Over 

ter  twisting  in  the  wind  for 
;eks  following  allegations 
out  a  promotion  and  pay 
:se  for  his  companion,  Paul 
ilfowitz  resigned  as  head  of 
i  World  Bank  on  May  17 
nm=»  "More problems 
:er  Wolfowitz," 
sinessweek.com/go/tbw 


decade,  finally  seems  to  have 
sold  itself  off.  On  May  18  the 
board  approved  a  $19.35  billion 
buyout  led  by  Thomas  H.  Lee 
Partners  and  Bain  Capital.  What 
did  it  take?  A  20<t -per-share 
hike  over  the  previous  offer  (to 
$39.20)  and  an  option  to  own 
a  stake  in  the  newly  privatized 
outfit  through  so-called  stub 
equity.  Shareholders  must  still 
give  their  OX 


c  for  Trouble? 

oks  as  if  another  top  drug 
uld  threaten  users'  health. 
e  New  England  Journal  of 
zdicine  reported  on  May  21 
it  GlaxoSmithKline's  Avandia, 
liabetes  remedy  that  racked 

$3  billion  in  sales  last  year, 
ly  boost  the  risk  of  heart 
ack.  The  research  came 
im  Cleveland  Clinic's  Dr.  Steven 
isan,  who  blew  the  whistle 

Merck's  Vioxx.  Glaxo  stock 
ok  8%  the  day  the  news 
Dke,  but  some  specialists 
oh-poohed  the  study. 
■9  "Diabetes  drug 
<dy  in  doubt," 
sinessweek.com/go/tbw 


...And  So  Does  EMI 

Who'll  call  the  tune  at  record 
label  EMI?  After  seven  years  of 
an  on-again,  off-again  merger 
dance,  the  British  company 
on  May  21  agreed  to  a  $4.74 
billion  buyout  from  private 
equity  firm  Terra  Firma  Capital 
Partners.  But  Warner  Music, 
EMl's  longtime  suitor,  may 
return  with  a  counterbid, 
according  to  industry  insiders. 


ear  Channel  Says  Yes. 
dio  goliath  Clear  Channel, 

lyper-aggressive  media 
almaker  over  the  past 


Rainwater  Sells 
Morgan  Stanley  grabbed  more 
buildings  on  May  22  when  a 
unit  agreed  to  buy  Crescent  Real 
Estate  Equities  for  $6.5  billion 
including  debt.  Crescent, 
founded  by  legendary  investor 
Richard  Rainwater,  owns  a  mixed 
bag  of  properties  in  the  South 
that  haven't  turned  in  stellar 
results  of  late.  That  may  be 
why  Morgan  offered  only  a 
small  premium. 


FRADE  MANEUVERS  OF  THE  WEEK 

)n  May  18,  Beijing  made  a  mini  concession  to  the  nations  it 
ioes  business  with,  slightly  widening  the  trading  band  on  the 
nan  to  allow  it  to  appreciate.  Two  days  later,  China  announced 
C  would  plunk  down  $3  billion  for  a  stake  in  private  equity 
tower  Blackstone  Group  as  a  step  in  diversifying  its  $1.2  trillion 
loard  of  foreign  reserve  holdings  away  from  U.S.  Treasuries 
I  search  of  higher  returns.  The  timing  of  both  moves  was  no 
ccident:  Chinese  Vice-Premier  Wu  Yi  began  talks  with  Treasury 
ecretary  Henry  Paulson  on  May  22,  and  Washington  has  been 
houting  for  years  that  the  yuan  is  grossly  overvalued, 
faulson  will  push  hard  for  more  concessions  from  Beijing  to 
.^^^  tame  its  astounding  trade  surplus  and  tackle 
abuses  in  counterfeiting  and  copyright 
piracy.  Blackstone,  for  its  part,  joined 
the  parade  of  private  equity  deals  this 
week  by  making  a  $7.8  billion  offer 
for  data  processing  outfit  Alliance  Data 
Systems  on  May  21. 

See  "Blackstone  is  just  a  blip,"  page  46 
[dJMI#  "China's  $3  billion  bet 
on  Blackstone,"  businessweek. 
com/go/tbw 
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Sprint  Mobile  Broadband 
covers  2x  more  U.S.  cities  than 
Cingular's  BroadbandConnect. 


Do  more  on  the  nation's  largest 
mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
a  mobile  broadband  card  for  free. 

p  ^%  ^  £     with  new  card  activation  on  unlimited 

|    1x1"  F*     data  access  plan.  Requires  2-yr 

f,  m.  Rf^    agreement  and  $49.99  mail-in  rebate. 

vnl\U   No  voice  plan  required. 


PX-500  by  Pantech* 


1-800-Sprint-l 
sprint.com/mobilebroadband 


Sprint 


Together  with  NEXTEL 


Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Rev.  A-enhancements  reach 
over  193  million  people.  Coverage  not  available  everywhere  -  see  sprint.com/coverage  for  details. 
Not  available  in  all  markets/retail  locations.  Coverage  comparison  based  on  most  recent  available 
information  regardingGngular  broadband  market  coverage  as  of  4/12/07.Free  Card  Offer:  Subject 
to  credit  approval  Additional  restrictions  apply.  Mail-in  Rebate:  Requires  purchase  by  7/14/07 
and  activation  by  7/28/07  of  new  line  on  Unlimited  Data  Plan  ($59  99)  and  two-year  agreement. 
$36  activation  fee  and  $200  early  termination  fee  apply.  Rebates  cannot  exceed  purchase  price. 
Taxes  excluded,  line  must  be  active  30  consecutive  days.  Allow  8- 12  weeks  for  rebate  ©2007 
Sprint  Nextel.  All  rights  reserved.  Sprint,  the  "Going  Forward"  logo  and  other  trademarks  are 
trademaiks  of  Sprint  Nextel.  All  other  trademarks  are  property  of  their  respective  owners. 


How  can 
Cingular 

deliver 
your  world? 


It  doesn't 
even  deliver 
Denver. 
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REENGINEERING 

Mulally  wants 
managers  to  admit 
mistakes,  share 
information,  and  bridge 
independent  divisions 


Jan  Mulally  was  the  most 
*ared  outsider  in  Detroit-until 
]erberus  came  along.  Its  deal  puts 
ven  more  pressure  on  his  drive 
3  transform  Ford's  dysfunctional 
orporate  culture.  BY  DAVID  KILEY 


4EW 
HON 


DN  A  CHILLY  MORNING  IN  FEBRUARY,  THE  NEW  CHIEF 
executive  of  Ford  Motor  Co.,  Alan  R.  Mulally,  boarded 
one  of  the  company's  Falcon  twin-turbo  jets  and  flew  to 
Consumer  Reports  magazine's  automobile  testing  facility 
in  East  Haddam,  Conn.  He  was  joined  by  two  senior  en- 
gineers. Their  mission:  to  spend  half  a  day  with  the  pub- 
lication's staff  getting  detailed  evaluations  of  every  model 
ide  by  Ford,  Lincoln,  and  Mercury. 

It  wasn't  a  fun  trip,  according  to  a  source  close  to  the  company.  At  one  point, 
^  Consumer  Reports  team  criticized  the  new  Ford  Edge  crossover  SUV  for 
iking  an  electric  opener  triggered  by  the  key  fob— or  at  least  a  handle  on  the 
ar  hatch.  Both  are  standard  equipment  on  many  of  its  rivals.  A  woman  on  the 
kgazine's  staff  demonstrated  how  she,  at  five  feet  tall,  struggled  to  open  the 
ir  of  the  SUV  as  she  carried  two  bags  of  groceries.  Had  it  been  a  rainy  day, 
e  would  have  had  to  set  her  purchases  down  on  the  wet  pavement  and  then 
|iscle  up  the  hatch.  Once  she'd  done  that,  she'd  face  another  hurdle:  She  was 
:>  short  to  shut  it. 

'After  a  couple  of  hours  on  the  firing  line,  Ford's  engineers  got  defensive, 
terrupting  the  testers,  they  started  airing  their  side  of  the  story  in  front  of  the 
(w  boss.  Sensing  that  the  meeting  was  deteriorating,  Mulally  says  he  handed 
:h  one  a  pad  and  pen.  "You  know  what?  Let's  just  listen  and  take  notes," 
said.  The  episode  was  a  perfect  illustration  of  what  Mulally  considers  one 
Ford's  major  problems:  the  tendency  of  employees  to  rationalize  mistakes 
stead  of  fixing  them.  "We  seek  to  be  understood  more  than  we  seek  to  under- 
bid," he  observes. 


It's  no  secret  Ford  is  fighting  for  its  life. 
After  losing  $12.7  billion  last  year,  it  had  to 
endure  the  indignity  of  pledging  its  factories, 
headquarters,  and  the  rights  to  the  iconic 
blue  oval  logo  to  the  banks  and  bondholders 
just  to  get  enough  money  to  finance  its  turn- 
around plan.  Those  were  all  tough  steps.  But 
these  are  tough  times  for  the  U.S.  auto  in- 
dustry. With  Cerberus  Capital  Management 
taking  over  at  Chrysler,  the  status  quo  is  no 
longer  an  option  in  Detroit,  a  town  infamous 
for  incremental  change. 

For  Mulally  to  have  any  chance  of  making 
Ford  profitable  by  2009,  he'll  have  to  strike  a 
tough  deal  with  the  United  Auto  Workers  this 
summer.  He  will  also  likely  ditch  a  struggling 
brand  such  as  Jaguar  or  Mercury.  But  fixing 
Ford  will  require  more  than  simply  whacking 
expenses.  One  way  or  another,  the  company 
will  also  have  to  figure  out  how  to  produce 
more  vehicles  that  consumers  actually  want. 
And  doing  that  will  require  addressing  the 
most  fundamental  problem  of  all:  Ford's  dys- 
functional, often  defeatist  culture. 

Although  Ford  once  exemplified  corporate 
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efficiency— it  is  the  birthplace  of  the  assembly  line  and  home 
of  the  celebrated  Whiz  Kids,  who  pioneered  many  modern 
management  techniques  in  the  1960s— it  has  degenerated  into 
a  symbol  of  inefficiency.  Weary  corporate  lifers  have  become  all 
too  comfortable  with  the  idea  of  losing  money.  Mediocrity  is 
acceptable.  The  company's  complacency  shows  up  in  the  very 
language  it  uses  internally  to  rate  its  own  models.  It  uses  the 
designations  "L"  for  Leader,  "AL"  for  Among  Leaders,  and 
"C"  for  Competitive.  Too  many  executives  simply  strive  for  Cs, 
says  William  C.  "Bill"  Ford  Jr.,  executive  chairman  of  the  board. 
When  asked  about  the  grading  system,  the  great-grandson  of 
Henry  Ford  mimes  putting  a  gun  to  his  head  and  pulling  the 
trigger.  "We  still  do  that?"  he  asks  in  disbelief.  "I  don't  know 
where  that  came  from." 

FEET  TO  THE  FIRE 

LAST  SEPTEMBER,  THE  50-year-old  family  scion,  who  had 
served  as  chief  executive  for  nearly  five  years,  threw  up  his 
arms  in  frustration  and  concluded  that  an  insider  could  no 
longer  fix  Ford.  The  job  required  the  emotional  detachment 
of  an  outsider.  While  Mulally  was  not  his  first  choice,  the 
former  chief  of  Boeing  Co.'s  commercial  airlines  division  had 
impressive  turnaround  credentials.  He  helped  the  aerospace 
giant  bounce  back  from  the  September  11  terrorist  attacks  by 
axing  27,000  workers,  cutting  jet  production  in  half,  repairing 
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ONLINE:  For  a  slide  show  looking  at  the  car  company's 
recent  winners  and  losers,  go  to  businessweek.com/extras 
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with  tough  operational  oversight  and  harsh  warnings  aboi 
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the  company's  antiquated  produc- 
tion lines,  and  making  a  courageous 
bet  on  the  787  Dreamliner.  That 
remarkable  performance  earned  the 
61-year-old  ex-engineer  recognition 
as  one  of  BusinessWeek's  top  manag- 
ers of  the  year  in  2005.  The  hard- 
nosed  Mulally  is  somebody,  Ford  promises,  "who  knows  ho.,' 
to  shake  the  company  to  its  foundations." 

Just  eight  months  into  the  job,  Mulally  is  working  hard 
change  institutional  work  habits  that  took  years  to  develop.  I 
wants  managers  to  think  more  about  customers  than  their  owT 
careers.  He  has  made  it  a  top  priority  to  encourage  his  team  • 
admit  mistakes,  to  share  more  information,  and  to  coope  .f 
ate  across  divisions.  He's  holding  everybody's  feet  to  the  fri, ' 


FORD  MODEL  M 

The  turnaround 
artist  gets  the  star 
treatment  at  the  Nevu, 
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Ford's  predicament.  "We  have  been  going  out  of  business  fit 
40  years,"  Mulally  told  a  group  of  100  information  technolofi  ff  l 
staffers  at  a  "town  meeting"  in  February.  He  has  repeated  tl 
message  to  every  employee  group  that  he  has  addressed. 

It  is  far  from  guaranteed,  of  course,  that  any  of  his  cultur 
reforms  will  be  enough  to  rescue  Ford.  Far-reaching  as  th( 
are,  they  may  not  go  far  enough  to  do  the  job.  And  now  th 
Cerberus  is  in  the  process  of  buying  Chrysler,  Mulally  can  r 
longer  claim  the  title  of  most  feared  outsider  in  town.  He  mi 
very  well  have  to  develop  an  even  more  radical  rebuilding  pk 
to  stay  ahead  of  his  crosstown  rival. 

Mulally  has  yet  to  convince  Wall  Street  that  he  can  read 
his  goal  of  profitability  by  2009.  Of  15  analysts  surveyed  1 


omberg.com:  News  recently,  only 
>  rate  the  stock  a  buy.  "They're  in 
)recarious  situation,"  says  John 
rak,  an  analyst  with  Morningstar 
estment  Service  Inc.  in  Chicago, 
ulally's  honeymoon  period  isn't 
ng  to  last." 

iistory  provides  ample  basis  for 
h  skepticism.  Ford  is  a  place  that' s 
orious  for  destroying  auto  indus- 
outsiders— and  Mulally  is  admit- 
ly  no  car  guy.  Despite  Bill  Ford's 
)ng  backing,  Mulally  has  run  into 
nty  of  internal  resistance.  Nearly 
}f  his  managers  have  been  inherit- 
and  some  of  them  snickered  when 
received  a  $28  million  paycheck 
his  first  four  months'  work.  On 
laity's  first  meeting  with  his  inher- 
l  team,  one  manager  asked:  "How 
you  going  to  tackle  something  as 
tiplex  and  unfamiliar  as  the  auto  ^^^^^■■■■^^ 
iiness  when  we  are  in  such  tough 
incial  shape?" 

;Tie  questioner  discovered  that  the  wiry  former  Boy  Scout 
n  Lawrence,  Kan.,  a  veteran  of  many  bruising  political  bat- 
at  Boeing,  is  hard  to  intimidate.  Unfazed  by  the  challenge, 
looked  the  questioner  directiy  in  the  eye  and  said:  "An 
omobile  has  about  10,000  moving  parts,  right?  An  airplane 
two  million,  and  it  has  to  stay  up  in  the  air." 

ADIATOR  ARENA 

THOUGH  MULALLY  LACKS  in-depth  auto  industry  knowl- 
;e,  he  is  also  free  of  many  of  the  intellectual  biases  and  hab- 
that  have  gotten  Detroit  into  so  much  trouble.  "He  doesn't 
>w  what  he  doesn't  know,"  says  Ford  Americas  President 
rk  Fields.  When  Mulally  was  reviewing  the  company's  2008 
duct  line  last  September,  for  example,  he  was  told  that 
d  loses  close  to  $3,000 
ry  time  a  customer  buys 
tocus  compact,  accord- 
to  one  executive.  "Why 
ren't  you  figured  out 
/ay  to  make  a  profit?" 
asked.  Executives  ex- 
ined  that  Ford  needed 
high  sales  volume  to 
intain  the  company's 
?E,  or  corporate  average 
1  economy,  rating  and 
£  the  plant  that  makes 

car  is  a  high-cost 
w  factory  in  Michigan, 
afs  not  what  I  asked," 
shot  back.  "I  want  to 
w  why  no  one  figured 
a  way  to  build  this  car 

profit,  whether  it  has 
»e  built  in  Michigan  or 
na  or  India,  if  that's 
it  it  takes."  Nobody  had 
»od  answer. 

low   did   Ford   evolve 
n  one  of  the  most  ad- 


A  prime  challenge 
for  Mulally:  Get 
Ford's  more  than  30 
platforms  down  to  five 
or  six,  like  Honda 


mired  companies  in  the  world  into 
one  where  losing  money  has  seem- 
ingly lost  nearly  all  of  its  stigma? 
Until  the  mid-'60s,  it  was  considered 
a  management  shrine.  Under  U.S. 
Defense  Secretary  Robert  S.  Mc- 
Namara,  one  of  a  celebrated  group 
of  military  veterans  at  the  com- 
pany dubbed  the  Whiz  Kids,  Ford 
developed  scientific  consumer  re- 
search techniques  that  are  now  com- 
monplace throughout  the  business 
world.  It  was  one  of  the  first  auto 
companies  to  create  products  that 
were  based  on  hard  data  rather  than 
the  personal  tastes  of  executives. 

But  after  McNamara  exited  in 
1961,  Henry  Ford  II  (Bill's  uncle) 
gradually  assumed  a  bigger  role  in 
management.  He  built  a  high-tes- 
tosterone culture  where  rising  stars 
like  successive  Ford  Presidents  Lee 
Iacocca  and  Semon  "Bunkie"  Knud- 
son  were  often  pitted  against  one  another  like  gladiators  to 
prove  themselves.  As  the  auto  industry's  postwar  growth 
slowed,  limiting  opportunities  for  a  swelling  cadre  of  manag- 
ers, executives  turned  on  one  another.  They  also  became  more 
cautious.  "The  bureaucracy  at  Ford  grew,  and  managers  took 
refuge  in  the  structure  when  things  got  tough  rather  than  in- 
novate or  try  new  ideas  that  seemed  risky,"  says  Allan  Gilmour, 
a  retired  chief  financial  officer  at  Ford  who  has  met  twice  with 
Mulally,  at  Bill  Ford's  behest,  to  offer  historical  perspective  on 
the  company's  woes. 

Personal  ties  with  the  Ford  family,  always  important  at  the 
company,  sometimes  trumped  genuine  performance  in  promo- 
tion decisions.  So  ambitious  managers  focused  increasingly  on 
kissing  the  right  rings  instead  of  racking  up  results.  It  became 
"something  of  a  palace  atmosphere,"  says  Gerald  C.  Meyers, 


The  Mulally  Difference 

How  things  are  changing  at  Ford  now  that  the  new  boss  has  arrived 


Before 

After 

ORGANIZATION 

Regional  fiefdoms.  Every  global 
market  has  had  its  own  strategy 
and  products. 

Mulally  wants  to  break  down 
geographic  hierarchies  and  create 
a  single  worldwide  organization. 

DIVISION  CHIEF 
MEETINGS 

Held  monthly.  Lots  of  happy  talk. 
Little  information  sharing. 

Held  weekly.  Discussing  problems 
is  encouraged.  Goal  is  to  spot  red 
flags  early. 

PRODUCT  MIX 

Emphasis  on  trucks,  SUVs,  niche 
sports  cars. 

Focus  is  shifting  to  passenger 
cars  and  crossovers. 

BRAND  VISION 

To  diversify  away  from  Ford 
brand,  the  company  acquired 
dysfunctional  luxury  brands. 

Strengthen  the  traditional  blue 
oval  Ford  brand.  Sell  off  or  close 
poor-performing  brands. 

PROMOTIONS 

Managers  changed  jobs 
frequently  to  develop  their  skills. 

Executives  stay  in  place,  winning 
only  promotions  that  are 
deserved. 
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a  professor  at  the  University  of  Michigan  School  of  Business. 
Some  critics  also  blame  the  family,  which  has  many  members 
who  depend  on  dividends  as  their  main  source  of  income,  for 
encouraging  a  focus  on  current  profits  rather  than  long-term 
planning  over  the  decades. 

In  the  royal  hierarchy  at  Ford,  an  elaborate  system  of 
employment  grades  clearly  established  an  employee's  rank 
in  the  pecking  order.  The  grades  also  had  the  unintentional 
effect  of  quashing  ideas  and  keeping  information  tightly  con- 
trolled. When  Fields,  now  president  of  Ford  Americas,  first 
arrived  at  the  company  from  IBM  in  1989,  he  couldn't  make  a 
lunch  date  with  an  executive  who  held  a  higher  grade.  People 
asked  him  what  his  grade  was  "as  a  condition  of  including 
me  or  socializing  with  me,"  Fields  recalls.  And  he  was  dis- 
couraged from  airing  problems  at  meetings  unless  his  boss 
approved  first. 

TOO  MANY  FIEFDOMS 

THE  COMPANY'S  UNUSUAL  APPROACH  to  grooming  leaders 
also  discouraged  collaboration.  Ford  has  a  long  tradition  of 
rapidly  cycling  executives  through  new  posts  every  two  years 
or  so.  In  fact,  managers  refer  to  their  posts  as  "assignments" 
rather  than  jobs.  But  one  consequence  of  employees'  need  to 
make  their  mark  in  such  a  short  time  was  to  discourage  coop- 
eration with  other  divisions  and  regions,  whose  products  were 
often  on  a  different  timetable.  And  no  engineer  ever  got  no- 
ticed by  carrying  over  his  predecessor's  design  or  idea— even 
if  it  saved  big  money.  Mulally, 
who  is  moving  to  lengthen  job 
tenures,  finds  this  system  ap- 
palling. "I  had  the  same  job  at 
Boeing  for  seven  years,"  he  says. 
"You  can't  hold  somebody  ac- 
countable for  a  job  they've  held 
for  nine  months." 

Thus  did  Ford  become  what 
it  is  today:  a  balkanized  mess. 


Ford  has  a  history  of 
destroying  auto  industry 
outsiders,  and  Mulally  has 
met  plenty  of  resistance 


PRESSING  THE  FLESH 

Mulally  at  a  Kansas  City 
(Mo.)  plant  that  builds 
Ford  Escapes  and 
Mercury  Mariners 


It  has  four  parallel  operating  un 
worldwide,  each  with  its  own  cos 
bureaucracy,  factories,  and  prodi 
development  staff.  According  to 
Mulally  audit  designed  to  unco^ 
cost-cutting  opportunities,  no  two  ^ 
hides  in  Ford's  lineup  share  the  sai 
mirrors,  headlamps,  or  even  su 
mundane  pieces  as  the  springs 
hinges  for  the  hood.  And  that's  ji 
taking  into  account  the  Ford  brai 
Add  Volvo,  Jaguar,  and  Land  Roi 
to  the  mix,  and  the  company  r 
more  than  30  engineering  platfon 
worldwide.  That  leaves  Ford  at  a  li 
cost  disadvantage  in  engineering  a 
parts  compared  with  General  Moto 
Chrysler,  Toyota,  and  Honda.  Mula 
wants  to  get  that  number  down  to  f  i 
or  six  platforms,  similar  to  Hont 
"There's  no  global  company  I  know  of  that  can  succeed  w 
the  level  of  complexity  we  have  at  Ford,"  he  says. 

Examples  of  Ford  losing  opportunities  because  of  its  b; 
antine  corporate  structure  abound.  A  recent  example  invohl 
Sync,  a  system  that  allows  voice-command  control  of  a  G 
phone  and  MP3  player.  It  was  a  big  success  at  last  Januari 
North  American  International  Auto  Show.  Ford  developed 
with  Microsoft  Corp.  last  year  and  will  start  rolling  it  out  a 
fall.  Although  Volvo  and  Land  Rover  are  also  dying  to  oft 
Sync,  neither  will  get  the  system  because  the  electrical  arc 
tectures  of  the  Swedish  and  British  cars  are  incompatible  w 
Ford's.  Mulally  finds  that  incomprehensible,  considering  tl 
Ford  has  owned  the  European  brands  for  nearly  a  decade. 

To  try  to  eliminate  all  of  Ford's  unnecessary  duplicate 
Mulally  is  asserting  more  control  over  the  product  line.  Nt. 
he  personally  approves  every  new  vehicle  worldwide.  Prodi 
tion  is  now  coordinated  by  Derrick  M.  Kuzak,  Ford's  first-ev 
chief  of  global  product  development. 

Kuzak's  team  is  already  hard  at  work  designing  cars  tl 
can  be  easily  adapted  to  appeal  to  worldwide  markets.  They, 
developed  a  global  small  car  that  Ford  will  build  in  two  i 
three  plants  starting  in  2010,  and  which  will  sell  in  the  U.S. : 
$10,000  to  $12,000.  It  will  differ  only  slightly  from  the  versi 
that  will  sell  in  South  America,  Europe,  and  Asia.  Another  1 
goal  in  the  near  future  is  to  create  a  midsize  sedan  that  coi 
serve  both  North  America  and  Europe.  Today,  for  exampi 
the  European  Mondeo  sedan  and  the  North  American  Fusi 

are  built  independently  of  o 
another.  Kuzak  is  overseeing 
attempt  to  coordinate  the  furi 
designs  of  those  vehicles. 

But  Mulally  knows  that  char 
ing  the  organizational  chart  wo 
cure  Ford.  The  company's  deej 
ingrained  hierarchical  cultt 
needs  to  be  blown  up.  So  for  t 
first  time  ever  he's  forcing  evt 
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Rams  butt  heads  until  their  horns  fall  off. 


They  can't  find  a  better  way  to  beat  the  competition. 

But  you  can.  With  proven  business  intelligence  and  analytic  software  from  SAS. 

www.sas.com/rams 
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operating  group  to  share  all 
its  financial  data  with  every 
other  group.  That  informa- 
tion used  to  be  closely  guard- 
ed. Shortly  after  he  ordered 
the  change,  three  separate 
executives  called  him  to 
make  sure  they  had  heard 
right.  Says  Mulally:  "You 
can't  manage  a  secret." 

To  spread  his  new  religion, 
Mulally  has  turned  the  tradi- 
tional monthly  meeting  of  di- 
visional chiefs  into  a  weekly 
affair.  Every  executive  has  to 
attend  in  person  or  by  vid- 
eoconference.  No  subordi- 
nates can  be  sent.  To  ensure 
focus,  the  BlackBerrys  that 
used  to  be  common  at  these 
meetings  are  now  banned.  So 
are  side  conversations  when 


Ford's  Edge  crossover  SUV 
has  sold  well,  but  it  also  has 
design  glitches— which 
Consumer  Reports  wasted 
no  time  in  noting 


someone  is  talking,  even  if  by  video  link.  But  the  most  radical 
change  is  that  operating  chiefs  are  now  encouraged  to  bring  a 
different  subordinate  to  every  meeting— a  big  step  at  a  compa- 
ny where  underlings  formerly  were  not  privy  to  sensitive  data. 
Mulally  wants  staffers  to  start  buzzing  about  his  ideas  through 
unofficial  e-mail,  blog,  and  watercooler  channels. 

HEALTH-CARE  MINEFIELD 

HE  IS  ALSO  TAKING  symbolic  steps  to  treat  white-collar 
and  blue-collar  employees  more  equitably.  This  year  many 
workers  on  the  shop  floor  will  receive  bonuses  of  $300  to 
$800,  based  on  a  new  formula  that  is  also  being  applied  to 
executives.  Of  course,  his  popularity  with  union  workers  will 
depend  a  lot  on  this  summer's  contract  negotiations  with  the 
UAW.  The  new  deal  will  give  Mulally  an  opportunity  to  cut 
his  workforce's  costly  health  benefits.  That's  expected  to  lead 
to  divisiveness.  The  arrival  at  Chrysler  of  Cerberus,  though  it 


increases  the  competitive  pre; 
sure  on  Mulally,  may  turn  01 
to  be  a  blessing  in  this  area 
Cerberus  has  sent  a  message  1 
labor  leaders  that  the  old  waj 
of  doing  business  are  no  longt 
acceptable.  Partially  for  that  re; 
son,  the  Cerberus  deal  "is  goc 
for  us,"  Mulally  says. 

Ford's  new  CEO  is  fond  < 
talking  about  how  he  is  breakir 
long-standing  company  taboo 
such  as  the  one  about  nev< 
admitting  when  you  don't  kno' 
something.  At  a  meeting  last  fa 
one  of  Mulalh/s  operating  chie 
chattered  on  for  several  minutf 
trying  to  answer  a  question 
which  he  clearly  did  not  have  ill 
answer.  After  the  meeting,  MulaL 
asked  Fields  why  the  executiv 
droned  on  for  so  long.  "Because 
don't  know5  isn't  in  Ford's  vocabulary,"  Fields  explained. 

Now  it  is.  To  reinforce  the  point,  Mulally  has  actuaLl 
banned  the  thick  background  binders  executives  used  to  brinr 
to  the  weekly  meetings.  That  means  they  sometimes  cani 
immediately  summon  the  necessary  details  to  answer  Mulally< 
questions.  That's  fine  with  him:  "I  know  that  if  they  don't  hav 
the  answer  one  week,  they'll  have  it  next  week,"  he  says. 

As  a  longtime  observer  of  the  auto  industry,  David  E.  Col* 
chairman  of  the  Center  for  Automotive  Research  in  Ann  Arboi 
Mich.,  is  not  sure  that  Mulally  will  succeed  in  his  mission.  Bil 
he  has  concluded  that  Ford's  culture  is  beyond  fixing  by  an;i 
one  who  has  spent  a  long  time  inside  the  company,  or  any  < 
the  "usual  candidates"  at  other  automakers.  "Ford  employe*; 
feel  very  paternalistic  toward  Ford,"  says  Cole,  "and  the  oni 
way  Bill  was  going  to  convince  them  that  the  company  wt 
truly  at  risk  was  by  bringing  in  someone  they'd  never  heard  t 
to  break  the  cycle."  ■ 


Ford:  A  Brief  History  of 
Management  Evolution 


BILLF 

Mulally  to  shake 
?''to  its  foundation 


38  I  BusinessWeek  I  June  4,  2007 


HENRY  FORD  ERA: 

1902-40 

The  company  founder  invented  modern 
manufacturing.  He  was  innovative  and  dictatorial. 

WHIZ  KIDS  ERA: 

1940s-1950s 

Home  to  some  of  the  most  creative  business  thinkers  inr 
the  postwar  era,  Ford  evolved  into  a  management  lab. 

"HANK  THE  DEUCE"  ERA: 

1960-80 

The  imperious  Henry  Ford  II  pitted  managers  against 
one  another.  He  often  clashed  with  the  Whiz  Kids. 

OPEC  ERA: 

1970s 

Ford  became  more  political  under  the  autocratic  Lee  1 
lacocca,  president  from  1970  to  1978. 

GLOBAL  COMPETITION  ERA: 

1980s-1990s 

While  Ford  had  some  huge  hits,  its  passenger  car          ' 
business  foundered  and  it  lost  ground  to  foreign  rivals. 

"WAY  FORWARD"  ERA: 

2001-PRESENT 

Henry's  great-grandson,  Bill  Ford,  failed  to  transform  the  pU 
culture.  He  recruited  Alan  Mulally  to  instill  discipline. 

XL  Capital  group  is  rated  A+  by  AM  Best. 
t  www.xlcapital.com 
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COMMENTARY 


BY  MICHAEL  MANDEL 


Globalization  vs.  Immigration  Reform 

Can  we  have  free  flow  of  goods  and  capital  without  free  flow  of  labor? 


THE  DRAFT  IMMIGRATION 
reform  bill  being  considered  by 
the  Senate  reads  like  something 
out  of  a  bureaucratic  nightmare. 
In  addition  to  inventing  "Z"  vi- 
sas for  unlawful  immigrants  and 
"Y"  visas  for  guest  workers,  the  300-plus- 
page  version  I  examined  includes  specifi- 
cations for  border  cameras,  penalties  for  a 
person  who  "knowingly  enters  into  two  or 

more  marriages  for  the  purpose  of 
evading  any  immigration  law,"  and 
special  mention  of  the  undesirabil- 
ity  of  "polygamists,  child  abductors, 
and  unlawful  voters." 

More  important,  the  draft  legis- 
lation ties  itself  in  knots  attempt- 
ing to  balance  the  pro-  and  anti- 
immigration  forces.  On  one  side 
are  the  labor  needs  of  business 
and  America's  historic  openness  to 
newcomers.  On  the  other  side  are 
concerns  about  national  security, 
the  very  real  worries  of  American 
workers,  and  strong  public  support 
for  gaining  control  of  the  country's 
borders.  That's  why,  for  example,  the  bill  lets  U.S.  employers 
potentially  hire  up  to  600,000  temporary  Y  guest  workers, 
but  all  employers  must  attest  that  their  hires  "will  not  ad- 
versely affect  the  wages  and  working  conditions  of  workers 
in  the  U.S.  similarly  employed."  Good  luck  on  that,  especially 
since  economists  have  been  arguing  about  the  impact  of  im- 
migration for  the  past  decade. 

But  really,  the  bill's  sponsors  can't  be  faulted  for  its  convo- 
luted logic  or  What  looks  like  its  probable  failure  in  the  face  of 
multiple  amendments  and  intense  opposition.  Immigration 
reform,  in  any  flavor,  has  to  contend  with  today's  central  real- 
ity: In  a  world  where  goods,  capital,  ideas,  and  services  are 
becoming  more  and  more  mobile  and  able  to  cross  national 
borders,  tighter  restrictions  on  the  movement  of  people  are 
increasingly  anachronistic. 

Just  look  at  IBM,  which  has  for  decades  been  one  of  the 
leading  lights  of  the  U.S.  economy.  The  company,  which 
earned  more  than  $9  billion  in  2006,  now  has  two-thirds 
of  its  workers  abroad,  both  foreign  nationals  and  American 


citizens.  It's  becoming  a  "globally  integrated  enterprise," 
CEO  Samuel  J.  Palmisano  noted  in  IBM's  latest  annual  i 
port,  "which  locates  its  operations  and  functions  anywhe 
in  the  world  based  on  the  right  cost,  the  right  skills,  and  t 
right  business  environment." 

How  can  this  borderless  view  of  the  global  economy ' 
reconciled  with  a  bill  that  actually  requires  the  constru 
tion  or  acquisition  of  at  least  20  new  detention  faciliti 
capable  of  holding  20,000  "aliens,"  as  they  are  called 
the  bill?  The  answer  is  it  can't,  at  least  for  now.  One  view 
the  world  tears  down  the  walls,  that  separate  countries;  t) 
other  view  builds  them  up. 

Europe  is  wrestiing  with  the  same  conflicts  as  the  U. 
The  European  Commission  is  considering  proposals  fl 
a  crackdown  on  the  large  nun 
ber  of  illegal  immigrants,  ev» 
as  it  looks  for  new  ways  to  a. 
mit  legally  the  temporary  worke 
needed  for  construction,  tourisn 
and  agriculture.  Meanwhile,  Br. 
ain  has  gotten  a  substantial  boo 
to  growth  from  the  migrants  fro 
those  Eastern  European  countri 
that  joined  the  European  Unk 
in  May,  2004,  while  France  ar 
Germany  still  have  tougher  rul 
for  these  workers. 

Lant  Pritchett,  an  economist 
the  World  Bank  and  Harvard  Ur 
verity's  John  F.  Kennedy  School  I 
Government  and  the  author  of  d 
2006  book  Let  Their  People  Com 
argues  that  the  global  pressure  ff 
labor  movement  across  nation; 
borders  is  rising.  He  cites,  in  pa 
ticular,  the  combination  of  b: 
gaps  in  wages  between  rich  an 
poor  countries  and  the  slow  popi  s 
lation  growth  of  many  develope  f 
countries,  which  will  soon  lea  : 
to  a  shrinking  workforce  unle»  :. 
more  immigration  is  allowed.  Cheap  communications  mal 
a  difference  as  well,  says  Pritchett,  since  "it  is  less  psychical!  - 
costly  to  move  when  one  can  stay  in  touch." 

If  Pritchett  is  right,  immigration  seems  likely  to  increas  | 
rather  than  decrease  in  the  future,  just  as  trade  and  con 
munications  between  countries  have  grown  by  leaps  an 
bounds.  And  no  piece  of  legislation,  no  matter  how  finel 
balanced,  is  likely  to  change  that.  ■ 


In  a  world 
increasingly 
borderless, 
barriers 
won't  work 
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GIVE  IT  BACK- 


Does  the  bank  that  lent  you  money  have  any  idea  what  your  company  really  does?  Have 
they  seen  the  ambition,  potential  and  sweat  equity  you  and  your  people  put  in?  Or  do  they 
simply  see  numbers?  And  offer  little  more?  At  CIT,  our  specialty  is  partnering  with  you  and 
offering  industry  expertise  gathered  from  years  in  the  trenches  striving  for  the  same  goals  you 
do.  It  gives  us  the  insight  and  depth  of  knowledge  to  provide  truly  customized  solutions.  To 
find  out  why  the  majority  of  the  Fortune  1000"J  works  with  CIT,  visit  cit.com. 
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FUND-RAISING 


EXECS  ON  THE  SIDELINES 

With  no  clear  front-runner,  fewbosses  are  betting  on  GOP  hopefiill 


BY  RICHARD  S.  DUNHAM 

FOUR  YEARS  AGO,  STEVEN 
A.  Burd  was  an  early  and  en- 
thusiastic backer  of  George 
W.  Bush,  The  Safeway  Inc. 
CEO  donated  the  maximum 
allowable  by  law  to  the  Presi- 
dent the  month  after  Bush 
announced  he  was  running  for  reelection 
and  gained  the  Ranger  moniker  by  raising 
at  least  $200,000  for  him.  But  this  year,  as 
18  candidates  vie  for  support  in  the  earliest 
Presidential  free-for-all  in  American  histo- 
ry, Burd  has  kept  his  checkbook  closed. 

Burd,  who  declined  to  comment,  is 
not  the  only  one.  Despite  the  entreaties 
of  business-friendly  candidates  on  both 
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sides  of  the  political  aisle,  two-thirds  of 
Bush's  top  fund-raisers  have  remained 
on  the  sidelines  in  the  '08  Presiden- 
tial race.  Of  the  964  supporters  who 
gained  the  title  Pioneer  by  raising  at  least 
$100,000  or  Ranger  by  coming  up  with 
twice  that,  just  295  have  given  to  any  of 
the  would-be  Presidents. 
Only  two  candidates, 
former  Massachusetts 
Governor  Mitt  Romney 
and  Arizona  Senator 
John  McCain,  can  claim  the  financial 
support  of  even  10%  of  Bush's  high  roll- 
ers. The  President's  former  backers  are 
now  splintered  among  16  different  White 
House  hopefuls,  :nd  25  of  them  have 
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WATCH  *** 


given  to  Democratic  candidates,  induct 
ing  New  York  Senator  Hillary  Clinton^ 
Illinois  Senator  Barack  Obama,  and  Nev 
Mexico  Governor  Bill  Richardson 

Political  professionals   and  analyst 
blame  the  slow  start  on  a  Republican 
field  that  lacks  the  sizzle  of  past  electio 

cycles  and  a  widespread  ^ 
perception  in  business 
circles  that  Democrat 
are  likely  to  reclaim  th 
White  House  in  200f  , 
"They're  not  stupid  investors,"  says  Su  y 
san  MacManus,  a  political  scientist  at  th  5 
University  of  South  Florida  in  Tampa.  "1  ^ 
they're  going  to  give  big  bucks,  they  wan  j,er. 
a  little  certainty  that  the  guy  is  goini  te 
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RON  PAUL  TOM  TANCREDO  TOMMY  THOMPSON 

las  Representative  Colorado  Representafive  Formoi  NHS  Secretary 


RUD1!  GIULIANI 
Force' VCMawi 


jmewhere." 

More  than  half  of  the  delegates  to  the 
ational  conventions  will  be  chosen  by 
pb.  5.  Yet  with  no  front-runner  or  favorite 
[  the  business  Establishment— like  Bush 
l  1999— pragmatic  executives  are  holding 
ack  "There's  no  clear  choice  for  the  nonu- 
nion, and  a  lot  of  people  haven't  made  up 
ieir  minds,"  says  former  Ranger  Charles 
j.  Black  Jr.,  CEO  of  lobbying  and  consult- 
g  firm  BKSH  &  Associates. 
I  Indeed,  many  executives  are  not  going 
(lywhere  at  all.  Take  E.  Stanley  O'Neal, 

O  of  Merrill  Lynch  &  Co.  O'Neal,  a 
gistered  Democrat,  was  named  a  Bush 

nger  in  2004  after  co-hosting  a  Wall 

eet  fund-raising  dinner  for  the  Presi- 

nt.  This  year,  O'Neal  has  invited  every 
ajor  candidate  from  both  parties  to 
eet  with  Merrill  Lynch  employees.  But 

's  not  taking  sides— at  least  not  yet,  a 

okeswoman  says. 

Some  of  the  business  leaders  are  do- 
tting on  the  basis  of  friendships.  Among 
lem:  George  David,  United  Technolo- 
es'  CEO,  who  gave  to  Democratic  Sena- 


Executives  for  McCain 

Frederick  Smith 

CEO,  FedEx 
Edward  Whitacre 

CEO,  AT&T 

Executives  for  Giuliani 

Robert  Asher 

Co-chairman,  Asher's  Chocolates 
Thomas  Luce 

Board  member,  Dell 

Executives  for  Romney 

Ted  Welch 

Nashville  real  estate  developer 
Carl  Lindner 

Cincinnati  businessman 

Data:  PoliticalMoneyLine 
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tor  Christopher  J.  Dodd  because  of  "their 
long-term  relationship  [and]  the  sen- 
ator's business-friendly  policies,"  says 
company  spokesman  James  DeFrank. 

But  relatively  few  of  the  candidates 
have  extensive  networks  in  the  CEO 
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Executives  on  the  sidelines 

Steven  Burd 

CEO,  Safeway 

Maurice  "Hank"  Greenberg        JQ 

CEO,  C.V.  Starr 
Stanley  O'Neal 

CEO,  Merrill  Lynch 
James  Cayne 
CEO,  Bear  Stearns 
Hank  McKinnell 

Board  member,  Pfizer 

Floyd  Kvamme  m^ 

Partner  emeritus,  Kleiner  Perkins      ?jjf 
Caufield  &  Byers 

John  Engler  ^ 

CEO,  National  Association  |  M 

of  Manufacturers 

world.  And  no  Republican  "naturally 
inherits  a  Presidential-level  political  op- 
eration," says  former  Republican  Na- 
tional Committee  Chairman  Ed  Gillespie. 
"There's  not  anyone  tantamount  to  Hill- 
ary Clinton  on  our  side."  II 
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BOTTOM  LINES 


THE  MARKET'S 
MIXED  SIGNALS 

As  investors  rush  in,  the  fog  around  future 
corporate  profits  looks  particularly  dense 


BY  MARA  DER  HOVANESIAN 

THERE'S  ORDINARY  "UN- 
certainty"  of  the  kind  that 
typically  looms  over  in- 
vesting decisions.  And 
then  there's  cosmic  un- 
certainty of  the  kind  that 
leaves  normally  resolute 
and  clear-minded  investors  baffled  and 
frozen.  If  s  looking  like  earnings  fore- 
casts, the  biggest  driver  of  the  U.S.  stock 
market,  may  be  about  to  enter  the  realm 
of  cosmic  uncertainty.  The  question  is 
what  investors  should  do  about  it. 
Cosmic  uncertainty  is  usually  i 
a  period  of  complacency— like,  say3  now. 
With  the  Standard  &  Poor's  5CK  tock 
index  near  an  all-time  record,  ur  stors 
are  still  gung  ho.  By  one  measure,  they've 


PROFIT  BOOM 

PERCENT 


never  been  more  aggressive:  The  value  of 
shares  bought  on  margin  is  at  a  record. 
Their  reasons  to  invest  are  numerous— in- 
terest rates  are  holding  steady,  mergers 
and  buyouts  are  raging,  ^ ^^— 
companies  are  buying 
back  stock  like  mad,  and 
corporate  profits  have 
remained  strong. 

But  a  growing  array  of 
indicators  points  to  ma- 
jor uncertainty  over  that 
last  item.  U.S.  economic 
growth  slowed  in  the  first 
quarter,  gas  prices  are  ris- 
ing, the  corporate  bond 
market  seems  ready  to 
crack,  volatile  foreign 
markets  could  tii  a  soft- 


omens 

are 

confusing 

stock 

analysts 


Ror|  er  at  any  time,  anil 

companies  couli 
ease  their  aggres 
sive  stock-buybac! 
campaigns— any  c 
which  could  sen< 
earnings  per  shar| 
tumbling.  "Man; 
people  in  my  posi 
tion  are  scratchinj 
^^^^  their  heads,"    say 

^^^™  William       Knapp 

strategist  at  Nev 
York's  MainStay,  a  fund  company  han 
dling  more  than  $35  billion.  "We're  gettinj 
very  confusing  signals.  Yet  [investors']  ar 
in  La-La  Land  thinking  that,  magicallj 
inflation  will  go  away  and  we  will  return  t< 
a  higher  level  of  economic  growth  and  cor 
porate  profitability  without  the  possibility 
of  a  recession  or  a  financial  crisis." 

Predicting  corporate  earnings  is  turn 
ing  into  an  extreme  sport.  At  the  start  o 
the  year,  Wall  Street  pegged  first-quari 
ter  growth  for  S&P  500  companies  a 
9%.  Then  the  subprime  mortgage  mes;' 
and  former  Federal  Reserve  Chairman 
Alan  Greenspan's  February  warning  o 
recession  in  2007  sent  analysts  running  t<t 
tweak  their  models.  Within  a  few  weeks 
time,  they  had  cut  their  first-quarte; 
growth  estimates  to  an  anemic  3.5%. 

IMPAIRED  VISION 

NOW,  WITH  90%  of  the  companies  in  thn 
S&P  500  having  reported  their  earnings 
it's  safe  to  say  analysts  overreacted.  Profi' 
growth  in  the  first  quarter  nearly  hit  tin. 
original  prediction  of  9%,  with  such  dil 
verse  U.S.-based  multinationals  as  Scheri 
ing-Plough,  NCR,  and  Coca-Cola  beating 
expectations  by  a  mile.  So  far,  66%  o 
companies  beat  estimates,  12%  matched 
and  22%  missed  the  forecasts,  more  devi; 
tion  than  the  historical  averages  of  60% 
20%,  and  20%,  respectively.  "Wall  Stree 
analysts  really  missed  the  mark,"  says  Ashi 
wani  Kaul,  a  senior  analyst  with  Reutem 
Estimates.  "Nobody  expected  [growth; 
^ mm wm MB  to  get  anywhere  neat 
double  digits." 

But  amid  all  the  posi- 
tive results  were  confus 
ing  downside  surprises 
too.  Consider  the  sink 
ing  fortunes  of  JDS  Uni- 
phase. Analysts  were  ex- 
pecting a  modest  profi) 
as  the  Milpitas  (Calif.; 
optical-networking  out-  its 
fit  continues  to  right  it- 
self after  the  telecom 
bust  earlier  in  the  de 
cade.  But  on  May  2,  JDSt 


'03       '04      '05       '06       '07  EST. 

ESTIMATED  AND  ACTUAL  EARNINGS  GROWTH 
FOR  S&P  500  COMPANIES 
Data:  Thomson  Financial 
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Nissan's  VQ  engine  has  been  named  one  of  Ward's 
"10  Best  Engines"  for  the  13th  year  in  a  row.*  The 

Maxima's  255-hp  V6  engine  delivers  awesome  power,  torque 
and  brilliant  throttle-response  in  any  speed  range.  Cementing 
its  place  in  the  winners'  circle  yet  again.  To  learn  more,  visit 
NissanUSA.com. 


Nissan  Maxima 


SHIFT,  power 


/oted  one  of  Ward's  "10  Best  Engines"  for  2007.  Nissan,  the  Nissan  Brand  Symbol,  "SHIFT_"  tagline  and  Nissan  model  names  are  Nissan  trademarks.  Always  wear  your  seat  belt,  and  please  don't  drink 
and  drive.  ©2007  Nissan  North  America,  Inc. 


News  Insights 


reported  a  net  loss  for  its  fiscal  third  quar- 
ter of  6(f  a  share  and  lowered  its  estimate 
for  the  rest  of  2007,  blindsiding  everyone. 

Analysts'  earnings  forecast  miss  the 
mark  all  the  time,  of  course.  But  now  the 
profit  visibility  is  especially  limited,  say 
investment  strategists.  The  biggest  wild 
card  is  the  U.S.  economy,  which  posted 
a  lethargic  1.3%  growth  rate  in  the  first 
quarter,  its  lowest  in  four  years.  On  the 
corporate  side,  today's  unusually  low  rate 
of  debt  defaults  has  many  credit  analysts 
predicting  a  bond  market  selloff,  which 
would  jack  up  borrowing  costs  for  many 
companies.  Says  Mariarosa  Verde,  a  man- 
aging director  for  Fitch  Ratings  Inc.:  "The 
best  times  are  behind  us."  The  last  time 
the  credit  cycle  turned,  in  2002,  inter- 
est rates  on  junk  bonds  soared,  raising 
borrowing  costs  for  the  most  vulnerable 
companies  and  eating  into  profits. 

It's  also  getting  more  difficult  to  nail 
down  revenue  predictions  for  companies' 
overseas  operations— a  growing  problem 
because  most  of  the  momentum  for  S&P 
500  earnings  growth  is  coming  from  U.S.- 
based  multinationals.  For  the  first  time, 
General  Electric  Co.  reported  that  more 
than  50%  of  its  revenues  in  the  first  quar- 
ter came  from  outside  the  U.S.  Indeed, 
Howard  Silverblatt,  senior  index  analyst 
at  S&P,  which  like  BusinessWeek  is  a  unit  of 
The  McGraw-Hill  Companies,  notes  that 
many  S&P  500  companies  get  more  than 
45%  of  their  sales  overseas.  "Something 
contributing  even  10%  of  your  earnings 
is  major,"  he  notes.  Factoring  in  the  cur- 
rency fluctuations  is  hard  enough  without 
even  worrying  about  a  long-overdue  pull- 
back  in  volatile  emerging  markets. 

And  then  there  are  stock  buybacks, 
many  of  which  are  being  fueled  by  the 
booming  corporate  bond  market.  The 
fact  that  companies  are  taking  on  debt 
not  to  expand  but  to  retire  shares  worries 
Fitch  Ratings'  Verde.  Henry  McVey,  chief 
investment  strategist  at  Morgan  Stanley, 
says:  "It's  the  tail  wagging  the  dog." 
Buybacks  boost  earnings  per  share  by 
reducing  the  share  count.  So  if  weaken- 
ing in  the  corporate  bond  market  causes 
companies  to  reel  in  their  buybacks,  it 
would  only  magnify  the  hit  to  earnings. 

So  how  should  investors  play  things? 
Hugh  Moore  of  Guerite  Advisors,  a  mon- 
ey manager  in  Greenville,  S.C.,  offers 
time-worn  advice  for  periods  of  cosmic 
uncertainty:  sell  riskier  holdings  to  lock 
in  recent  gains  and  stick  with  bigger, 
dividend-paying  companies  in  less  eco- 
nomically sensitive  sectors.  That's  where 
you  want  to  be  until  the  profit  picture  gets 
clearer.  Which  it  will  at  some  point.  Jl 

-With  Robert  Farzad 
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CHINA 


BLACKSTONE  IS 
JUST  A  BLIP 

Beijing  has  higher  priorities  than  grasping  for 
private  equity  returns 


BY  PETER  COY 

WALL  STREET 

seems  annoyed 
that  China  fun- 
nels nearly  every 
dollar  it  earns 
into  safe  but  low- 
yielding  foreign 
securities,  particularly  U.S.  Treasury 
bonds.  Yield-hungry  Westerners  can't  un- 
derstand why  China,  with  $1.2  trillion  in 
foreign-exchange  reserves,  hasn't  sought 
out  higher  returns  on  its  trove.  So  there 
was  cheering  on  the  Street  when  China 
appeared  to  join  the  private  equity  craze, 
saying  on  May  20  that  it  would  spend  $3 
billion  for  a  piece  of  Blackstone  Group. 
Blackstone  co-founder 
Stephen  A.  Schwarzman 
called  it  "a  paradigm  shift 
in  global  capital  flows." 

But  this  paradigm 
shift  might  not  amount 
to  a  pair  of  dimes.  While 
China  appears  to  be  in- 
trigued enough  by  pri- 
vate equity  to  invest 
one-quarter  of  1%  of  its 
reserves  in  Blackstone, 
it's  likely  to  keep  salting 
away  most  of  its  foreign- 
exchange  reserves  in  ul- 

trasafe,  liquid  securities,     lO  DlUTlt  cfflV 
primarily  those   of  the     ^^^j, 
U.S.  and  other  Western     LllMo 
governments.   The   rea-    ■■^■hbmbi 
son:  China's  authoritar- 
ian government  needs  to  preserve  so- 
cial stability  to  stay  in  power,  and  a  big 
pile  of  easily  accessible  money  abroad 
serves  as  a  nice  cushion.  China  is  the 
world's  third-biggest  importer  after 
the  U.S.  and  Germany,  and  in  a  crisis 
that  disrupts  the  normal  flow  of  fi- 
nance and  trade,  hard  foreign  currency 
would  ensure  that  Chinese  factories 
get  all  the  imported  raw  materials  and 
equipment  they  need  to  keep  operat- 


China  still 
needs  a  huge 
hoard  of 
liquid  assets 


ing— and,  not  incidentally,  to  keei] 
millions  of  workers  employed. 

Overly  cautious?  Not  necessarily.  Chin;  j 
was  reminded  during  the  Asian  financial 
crisis  of  the  late  1990s  that  there's  no  sub  | 
stitute  for  ready  cash.  With  its  ample  re 
serves  and  trade  surplus,  China  rode  ou 
that  regional  meltdown  unscathed  whili  j 
South  Korea,  Indonesia,  and  Thailand 
found  their  traditional  sources  of  mone? 
cut  off  and  had  to  go  hat  in  hand  to  thi 
International  Monetary  Fund.  Freedon 
from  IMF  dictates  is  worth  infinitely  monr 
to  China  than  getting  a  bigger  piece  o 
private  equity  action. 

Conventional    wisdom    says    China 

needs  only  enough  reserves  to  prove  tha. 

if  s  creditworthy  so  it  cat 

get  a  loan  when  it  require 

one.  By  that  standard,  iff 

overendowed,  with  reserve:. 

of  13  times  its  short-tenr 

foreign  debt,  far  more  than 

hoarders  such  as  Taiwaii 

and  Russia.  But  China  ma;i 

not  want  to  be  forced  1 

depend  on  foreign  lenden 

in  a  crisis.  It's  safer  for  it  tfl 

have  enough  money  to  paji 

for  imports  without  bor 

rowing.  From  that  perspect 

tive  its  reserves  don't  looli 

so  excessive.  At  the  end  o< 

2006,  the  reserves  coverec 

15  months  of  imports— < 

bit  more  than  Taiwan  has  | 

but  less  than  Russia. 

China  has  the  wherewithal  to  with 

stand  any  ordinary  economic  upset  tiev 

But  China  is  no  ordinary  country.  Iff 

a  volatile  blend  of  growth,  specula 

tion,  and  rising  expectations  on  th(~ 

one  hand  and  corruption  and  politica 

repression  on  the  other.  The  world's^ 

biggest  rainy-day  fund  isn't  meant  foi 

ordinary  economic  upsets— if  s  for  a  re-  Ami 

gime-shaking  calamity  that  the  Chines* 

themselves  hardly  dare  to  imagine.  ■  I 
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SURGEON  GENERAL  WARNING:  Cigar 
Smoking  Can  Cause  Cancers  Of  The  Mouth 
And  Throat,  Even  If  You  Do  Not  Inhale. 


he  timeless  rhythms  of  the  game  of  baseball 
ever  change.  Neither  do  the  uncompromising 
eps  that  make  every  Macanudo  the  last  word 
1  smooth,  mellow  taste.  And  that's  how 
\acanudo  inspires  the  passion  that  makes  it 
merica's  best-selling  premium  cigar. 


MACANUDO. 

An  American  Passion. 


THE    BEST-SELLING     PREMIUM    CIGAR     IN    AMERICA. 


Imported  from  the  Dominican  Republic  in  four  distinctive  tastes. 
MACANUDO  CAFE  /  MACANUDO  ROBUST  /  MACANUDO  MADURO  /  MACANUDO  VINTAGE 


LATIN  AMERICA 


BEATING  THE  OIL  CURSE 


Its  troubled  national  oil  company  could  siphon  some 
good  ideas  from  Brazil's  petroleum  success  story 


« ST 
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BY  GERI  SMITH 

WITH  OIL  PRICES  AS 
high  as  they  are, 
you'd  think  Mex- 
ico's state-run  oil 
company,  Petroleos 
Mexicanos  (Pemex), 
would  be  awash  in 
cash.  But  it  lost  money  five  out  of  the 
past  six  years  and  racked  up  just  $3.9 
billion  in  profits  in  2006  on  a  record  $97 
billion  in  sales.  Why?  Because  it  had  to 
hand  almost  $54  billion  in  taxes  and 
royalties  to  the  national  treasury  last 
year,  accounting  for  nearly  40%  of  the 
government's  revenues. 

Pemex  is  Mexico's  pinata.  Politicians 
are  so  accustomed  to  the  steady  flow 
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of  cash  from  the  company  that  they've 
never  mustered  the  discipline  to  cut  gov- 
ernment spending  or  carry  out  major  tax 
reform.  Now,  after  years  of  underinvest- 
ing  in  exploration,  Pemex  is  watching 
helplessly  as  output  from  its  biggest  oil 
field,  Cantarell,  declines  by  20%  a  year.  At 
current  production  rates,  Mexico's  oil  re- 
serves will  last  less  than  10  years,  mean- 
ing the  world's  sixth-largest  oil-produc- 
ing country  runs  the  risk  of  becoming  an 
oil  importer. 

Contrast  Pemex's  woes  with  the  situ- 
ation in  Brazil.  At  the  time  of  the  price 
shocks  of  the  1970s,  Brazil  imported  all 
its  crude  and  the  economy  nearly  col- 
lapsed. Since  then,  state  oil  company 
Petroleo  Brasileiro  (Petrobras)  has  been 


Id  I 


driven  with  a  missionary  zeal  that  Li 
the  country  to  become  self-sufficient 
oil  last  year.  The  richest  deposits  wee 
offshore,  at  depths  that  hadn't  been  ||l 
tempted  even  by  Big  Oil  multinatio 
als.  But  Petrobras'  engineers  developiik 
innovative  techniques  and  equipme  me 
that  allowed  them  to  pump  crude 
more  than  6,000  feet  of  water— a  reco  hi 
at  the  time  and  still  among  the  deepei 
operations  worldwide.  To  help  pay  f 
the  effort,  Brazil's  political  leaders  float! %t 
Petrobras  shares  on  the  New  York  Stot 
Exchange  in  2000,  raising  $4.1  billic  iielc 
while  keeping  56%  of  voting  power  uuk\r 
der  government  control.  Investors  ha1 
been  rewarded:  The  stock  has  since  qnujeate 
drupled  in  value. 


Two  state-owned  oil  companies,  two 
EFerent  stories.  Pemex  and  Mexico  rep- 
sent  a  classic  example  of  what  econo- 
ists  call  the  "oil  curse"  that  plagues 
untries  endowed  with  so  much  of  the 
luable  resource  that  they  become  com- 
icent— and  dependent.  Mexico,  which 
tionalized  its  oil  industry  in  1938,  has 
ent  decades  "administering  the  abun- 
nce,"  as  one  former  President  put  it, 
th  little  planning  for  the  future.  The 
suit:  By  some  estimates,  production 
uld  fall  as  low  as  2  million  barrels  daily 
2012  from  a  peak  of  3.8  million  bar- 
Is  a  day  in  2004.  Petrobras,  in  contrast, 
irted  from  scratch  in  1954,  pumping 
st  2,700  barrels  of  oil  daily.  Today  it 
oduces  1.9  million.  "Pemex  is  like  a 
;ll-fed  dog  that  has  never  needed  to 
arch  for  its  next  meal,"  says  John  Albu- 
terque  Forman,  a  Brazilian  energy  con- 
ltant.  "Petrobras  is  that  lean,  scrawny 
>g  that  has  to  rummage  through  the 
tsh  cans  to  survive." 
Now  Pemex  is  turning  to  the  hungry 
iund  for  help.  With  60%  of  its  reserves 
deep  water,  Mexico  needs  Petrobras' 
lowhow.  The  companies  signed  a  broad 
operation  agreement  last  year  that  may 
ve  Pemex  a  helping  hand.  "The  situ- 
ion  in  Mexico  is  desperate— they  are 
sing  their  reserves  very  quickly,"  says 
lilherme  Estrella,  Petrobras'  chief  of 
ploration  and  production. 

STORTED  BUREAUCRACY 

iVTVING  PEMEX'S  fortunes  is  impor- 
mt  not  only  to  Mexico  but  also  to  the 
S.,  which  gets  14%  of  its  imported  oil 
)m  its  neighbor  to  the  south.  With  Ven- 
uelan  President  Hugo  Chavez  threat- 
ing  to  reduce  oil  shipments  to  the  U.S., 
I  last  thing  Washington  needs  is  for 
brico's  oil  patch  to  dry  up.  "We  face  the 
gent  challenge  of  taking  advantage  of 
!r  reserves..especially  in  deep  water,  be- 
use  the  country's  oil  future  depends  on 
'  Mexican  President  Felipe  Calderon 
d  Pemex  workers  on  a  March  visit  to 
offshore  oil  rig. 

Mexican  officials  have  sought  a  Pemex 
akeup  for  years,  but  it's  slow  going. 
(me  politicians  have  suggested  floating 
mex  shares  to  spur  reforms  at  the  hide- 
und  institution  of  nearly  150,000  em- 
>yees,  but  the  company's  $53.4  billion 
debt  would  be  an  obstacle.  "Pemex's 
Hgedy  is  that  it's  not  a  company— it's 
rdistorted  bureaucracy,"  says  David 
idelds,  a  Mexico  City-based  author  who 
is  written  two  books  on  Pemex. 
JOne  possible  way  to  spur  change— 
jjater  competition— won't  happen  due 
»a  Mexican  constitutional  ban  on  pri- 


vate investment  in  oil.  And  nationalist 
sentiment  makes  it  virtually  impossible 
to  remove  that  prohibition,  as  hard- 
liners fear  it  might  be  a  back-door  effort 
at  privatizing  Pemex.  Consensus  is  build- 
ing for  tax  reform  to  reduce  the  burden 
on  the  oil  company,  though  hammering 
out  a  deal  could  take  years.  "We  will  be 
alert  to  any  moves  to  pry  Pemex  open  for 
private  investors,"  says  Manuel  Bartlett, 
an  influential  former  senator. 

Pemex  isn't  waiting  for  legislators  to 
act.  It  hopes  to  dispatch  engineers  to 
observe  operations  on  Brazil's  deepwa- 
ter  platforms.  "We  finally  woke  up  and 
realized  we  have  to  do  battle  with  this," 
says  Pemex's  exploration  chief,  Carlos  A. 
Morales  Gil.  But  what  Pemex  really  needs 
is  a  technology-sharing  joint  venture  with 
Petrobras.  As  a  publicly  traded  company, 
Petrobras  may  only  want  to  do  that  if  it 
can  share  in  the  oil  finds— something 
Mexico's  constitution  bars.  For  now,  the 
Brazilian  company  says  it  may  provide 
Mexico  with  some  technology  to  get  its 
foot  in  the  door.  "If  they  decide  to  change 
the  constitution,  we  want  to  be  present," 
says  Luis  Carlos  Moreira  da  Silva,  Petro- 
bras' executive  manager  for  international 
business  development. 


from  the  U.S.  government  to  be  the  first 
company  to  use  such  a  rig  in  the  Gulf  of 
Mexico,  where  it  plans  to  invest  $15  bil- 
lion over  the  next  decade. 

While  just  10%  of  Petrobras'  revenues 
now  come  from  its  international  opera- 
tions, the  company  is  eyeing  opportuni- 
ties for  expansion  worldwide.  Petrobras 
has  an  ambitious  five-year  investment 
plan  and  hopes  to  boost  oil  production 
to  2.4  million  barrels  per  day  by  2011. 
With  three-fourths  of  the  world's  oil 
reserves  held  by  state-run  companies, 
Petrobras'  hybrid  status  as  a  govern- 
ment-controlled company  managed  like 
a  private  one  could  help  it  win  contracts 
in  countries  such  as  Iran  and  Venezuela 
that  view  Big  Oil  with  suspicion.  "Some- 
times we  visit  a  country  and  say,  'We're 
state-owned,'  and  other  times  we  say 
'We  are  independent,  private,'"  says 
Moreira  da  Silva. 

MAKING  UP  FOR  LOST  TIME 

THAT  APPROACH  MIGHT  work  in  Mexi- 
co, too.  But  it  remains  to  be  seen  just  how 
much  deepwater  expertise  Petrobras  is 
willing  to  hand  over.  And  Pemex  needs 
more  than  technology.  It  would  do  well  to 
emulate  Petrobras'  emphasis  on  worker 


ATaleOfTwo 
Oil  Companies 

Brazil's  Petrobras  is  smaller  but  more 
profitable  than  Mexico's  Pemex 


PETROBRAS     PEMEX 


Production  (millions  of  barrels/day)*     1.9 


3.6 


Revenues  ($bil.)** 


61.4 


97.2 


1    Profits  ($bil.)* 


10.0 


3.9 


Years  reserves  will  last 


19.5 


9.3 


Contribution  to  total  state  revenues  (%)  7.0         37.7 


invest  mor<j£'~7 
to  keep c  ' 

flowing 


m    Debt  ($bil.) 


21.3 


51.7 


Planned  investment  ($bil.)  f 


17.4 


14 


•2007  "2006  fExploration  and  production,  2007  Data:  Petrobras.  Pemex 


Petrobras'  expertise  is  on  display  at  a 
giant  floating  platform  moored  in  4,000 
feet  of  water  about  80  miles  off  Brazil's 
Atlantic  coast.  The  company  each  day  pro- 
duces gas  and  crude  equivalent  to  218,000 
barrels  of  oil  at  the  platform,  a  converted 
supertanker.  Petrobras  was  one  of  the  first 
oil  companies  worldwide  to  use  floating 
platforms  to  reach  oil  that  conventional 
fixed  rigs  couldn't.  Company  engineers 
designed  torpedo-like  anchors  that  are 
fired  into  the  ocean  bottom  to  secure  the 
vessel.  Petrobras  is  awaiting  permission 


training  and  innovation,  and  its  manag- 
ers want  to  be  freed  from  heavy  taxes, 
meddling  politicians,  and  a  powerful  la- 
bor union  that  blocks  change.  "We  must 
carry  out  profound  reforms,"  says  Mo- 
rales, the  Pemex  exploration  chief.  "Pe- 
mex needs  to  be  given  more  autonomy. 
We  need  to  pay  much  more  attention  to 
research,  technological  development,  and 
training.  We're  taking  steps  now  to  make 
up  for  lost  time."  The  challenge  will  be 
to  become  more  like  Petrobras  before 
Mexico's  oil  flow  slows  to  a  trickle.  ■ 
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MONEY  LAUNDERING 

ARE  THE 

DIAMONDS 

FOREVER? 

A  crackdown  in 
Antwerp  threatens 
the  city's  historic 
gem  trade 


BY  CAROL  MATLACK 

DEALMAKING  IS  PART  OF 
the  scenery  in  Antwerp's 
centuries-old  diamond 
district.  Passing  one 
another  on  the  narrow 
streets,  traders  nod  in 
greeting  while  talking 
into  cell  phones.  A  black-hatted  Hasidic 
broker,  spotting  a  prospective  customer, 
pulls  a  clear  plastic  bag  of  tiny,  sparkling 
stones  from  his  overcoat  and  launches 
into  a  rapid-fire  sales  pitch.  At  a  nearby 
cafe,  two  men  take  turns  peering  through 
a  jeweler's  loupe  at  a  pile  of  diamonds 
between  their  coffee  cups. 

But  lately  the  buzz  of  commerce  has 
been  tinged  with  anxiety.  Over  the  past  18 
months  police  have  repeatedly  swept  in, 
raiding  offices  and  hauling  away  papers 
and  gems  as  evidence  in  investigations 
of  money  laundering  and  tax  evasion. 
One  trader  died  of  a  heart  attack  during  a 
police  search  of  his  home  last  December, 
prompting  a  protest  by  fellow  traders, 
who  shut  down  the  district 
for  a  day. 

Although  fewer  than  20  of 
Antwerp's  nearly  2,000  trad- 
ing companies  have  been 
raided,  police  have  seized 
tens  of  millions  of  dollars' 
worth  of  diamonds.  The 
gems  are  held  as  evidence 
while  the  probe  continues. 
Adding  to  the  tension,  De- 
Beers  Group's  trading  arm, 
which  supplies  50%  of  the 


Traders  fear 
business 
will  shift 
to  Dubai, 
India,  and 
Israel 


world's  diamonds,  warned  Antwerp  trad- 
ers that  they  could  be  cut  off  if  they 
don't  follow  industry  rules  against  money 
laundering. 

Traders  say  the  pressure  is  spooking 
suppliers  and  customers  alike,  sending 
them  to  rival  centers  in  Dubai,  India,  and 
Israel.  Imports  of  rough  diamonds,  the 
uncut  stones  that  are  Antwerp's  main  busi- 
ness, fell  20%  in  April,  though  year-to-date 
figures  remain  above  2006.  "People  are 
afraid  and  upset,"  trader  Shashin  Choksi 
says,  sitting  in  his  office  next  to  a  refrigera- 
tor-size safe  full  of  jewels. 

MOVING  MONEY 

NO  QUESTION,  THE  $70  billion-a-year 
global  diamond  business  has  some  ugly 
facets.  Easy  to  transport  and  hard  to  trace, 
the  precious  stones  are  a  favored  vehicle 
for  financing  illicit  activity,  from  drug 
trafficking  to  terrorism.  "The  diamond 
industry  is  very  secretive.  Large  amounts 
of  money  can  be  moved  around,  and  it's 
relatively  easy  to  misstate  the  value," 
says  Alex  Vines,  a  former 
U.N.  diamond-trade  inves- 
tigator who  now  heads  the 
Africa  program  at  Chatham 
House,  part  of  London's 
Royal  Institute  of  Interna- 
tional Affairs. 

Belgian  authorities  won't 
discuss  their  investigation. 
But  the  Diamond  High 
Council,  a  quasi-govern- 
mental agency  that  oversees 
le  Antwerp  trade,  says  re- 


cent raids  stemmed    IN  THE  LOUPE 

from  a  probe  of  a    ,Antfw.erPs     . 
,.  j      u-     •        first  diamond 

diamond  shipping  exchange  openee 
company,  Monstrey  in  the  15th  centum 
Worldwide  Services.  ^^BH 
Agents  searched  the 
company  in  October,  2005,  and  arreste 
its  owner  in  a  money-laundering  invest 
gation.  Monstrey  has  shut  its  doors  and  n 
one  from  the  company  could  be  reache 
for  comment,  but  police  have  seized  tf. 
inventories  of  at  least  16  traders  who  wei 
its  customers. 

Antwerp  traders  fear  the  crackdow 
could  end  the  city's  reign  as  the  world: 
No.  1  diamond  center.  Antwerp's  first  e:: 
change  opened  in  the  15th  century,  anr 
although  most  cutting  and  polishing  ha 
relocated  to  cheaper  locales  such  as  Chin; 
80%  of  the  world's  uncut  diamonds  stii 
pass  through  the  city.  "If  rough  diamond 
disappear  from  Antwerp,  it  is  finishedJ 
says  Koen  Smets,  a  Belgian  who  buys  disii 
monds  from  local  traders  and  sends  thei'j 
to  a  factory  in  China  for  finishing. 

The  threat  to  their  livelihood  has  united 
Antwerp's  multicultural  diamond  corr} 
munity  as  never  before.  Over  the  pa!< 
decade  a  growing  population  of  Indian  ( 
has  gradually  displaced  Orthodox  Jews  a  | 
the  dominant  group  of  traders.  But  novj 
says  third-generation  Jewish  trader  Zr 
Knoll,  "we're  all  in  the  same  boat."  Kno 
says  he  knows  several  traders  who  are  re 
locating  to  Dubai  and  Tel  Aviv.  If  the  raic 
continue,  he  says,  he  may  do  the  sam 
"We  can't  continue  to  work  with  constat 
harassment."  ■ 
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With  BAXSaver ,  we  guarantee  time-definite  delivery 
of  any  size  or  weight  shipment  throughout  the  U.S., 
for  less.'  Good  for  your  business. 


BAXSaver"  offers  you  a  cost-effective  transportation  solution  that  delivers  goods 
throughout  the  U.S.  in  1-4  days,  guaranteed.  Meaning  you  can  now  ship  virtually 
any  size  or  weight  where  you  need  it  when  you  need  it,  for  less.  That  gives  you  the 
kind  of  reliability  and  cost  advantage  your  business  requires  in  today's  competitive 
environment.  Ship  throughout  the  U.S.  with  BAXSaver.  Good  for  your  business. 


www.baxglobal.com 
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BAX  goes  Schenker. 
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CADILLAC  FLOORS  IT 
IN  CHINA 

To  coax  drivers  from  their  BMWs  and 
Audis,  GM  is  treating  shoppers  like  VIPs 


BY  DEXTER  ROBERTS 

HE  CADILLAC  CHARM 
offensive  in  China  starts 
at  the  front  door.  In  the 
company's  39  mainland 
dealerships,  showroom 
attendants  greet  visitors 
by  the  polished-glass  en- 
trance, cigars  and  Napa  Valley  wines  are 
on  offer  at  a  black-marble  bar,  and  VIP 
rooms  with  leather  sofas  provide  a  com- 
fortable venue  for  dealmaking.  There's 
even  an  exhibit  of  the  brand's  105-year 
history— with  a  movie  and  details  on 
features  such  as  hand-stitched  leather 
seats  and  authentic  wood  trim— to  show 
off  Caddy's  pedigree.  "Everything  gave 
me  the  feeling  I  was  a  VIP,'"  says  Hu 
Ming,  a  44-year  old  entrepreneur  from 
Shanghai,  who  in  Februaiy  plunked 
down  nearly  $65,000  for  a  silver-gray 
Cadillac  SLS.  "The  decor  is  very  differ- 
ent from  other  brands'.  The  place  has  an 
American  style." 

Cadillac  is  counting  on  its,  brash  brand 
of  American  luxury  to  differentiate 
itself  from  the  pack.  Caddy's  parent, 
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General  Motors  Corp.,  has  done  well  in 
China  with  Buick  and  Chevrolet,  but 
it  has  lagged  at  the  high  end.  While 
Audi,  BMW,  and  Mercedes  have  been 
in  Chinese  showrooms  for  a  decade  or 
more,  Cadillac  arrived  just  three  years 
ago.  The  European  trio  controls  77%  of 
luxury-car  sales  in  the  mainland.  And 
Cadillac?  Just  2.7%. 

Now,  Caddy  is  revving  up  its  marketing 
engine  to  narrow  the  gap.  It  has  more 
than  doubled  the  number  of  showrooms 
on  the  mainland  in  the  past  year.  And  it 


LUXURY  MADNESS 

,,«  THOUSANDS 

lou 


120 


Data:  CSM  Worlr  vide 


^tpXLR  offers  ^e  models 

2ES200  china>  ra"^ fr° 

In  Shanghai  the  $46,000-plus  c 

HM  6  sedan  to  the  $140,OC 

Escalade  SUV  ar 
the  $160,000  XLR  convertible  roadstt 
(Sticker  prices  run  higher  than  in  tl 
U.S.  because  China  slaps  a  25%  tariff  c 
imported  cars.)  Cadillac  got  buzz  when 
delivered  a  pink  CTS  to  Mary  Kay  Inc. 
top  salesperson  in  China.  It  also  ferric  [ 
VIPs  to  a  boat  show  in  Shanghai  and  a  | 
exhibition  of  American  art  in  Beijing. 

Then  in  February,  Cadillac  introduce  I 
a  China-designed  and  -built  version  of  i  I 
SLS  sedan.  The  car  is  four  inches  longt|j 
than  the  U.S.  model,  a  nod  to  Chine: 
customers,  who  like  a  roomy  backse; 
since  they  tend  to  have  chauffeurs.  Tl 
model  powered  a  62%  jump  in  Cadillac . 
mainland    sales   in   the   first   quarte 
compared  with  a  19%  increase  for  a 
of  2006.  "We  are  putting  everythir 
in  place,"  says  Karen  Rafferty,  Cadilk 
brand  director  for  China.  "Building 
brand  is  certainly  not  a  sprint." 


MILLIONAIRES  GALORE 

LUXURY  IS  A  BIG  DEAL  in  China  becauii 
the  high  end  is  the  fastest-growing  part  ■ 
the  market.  While  overall  sales  of  dome 
tic  passenger  cars  jumped  by  35%  I 
year— hypergrowth,  to  be  sure— those  I 
locally  made  luxury  vehicles  soared  57° 
"With  the  growing  ranks  of  millionaires, 
booming  stock  market,  and  booming  ecoi 
omy,  the  prospects  are  very  strong,"  say 
John  Bonnell  of  consultancy  Automothi 
Resources  Asia  Ltd.  in  Bangkok  Bonnei 
predicts  luxury  sales  will  more  than  douba 
by  2010,  to  380,000  cars  a  year. 

GM  wants  to  make  China  the  No. 
Cadillac  market.  But  it  won't  be  easy  1 
unseat  rivals.  Audi  alone  commands  a  45^ 
share.  And  the  Asians  are  ramping  ui 
too,  led  by  Toyota's  Lexus.  "The  problei 
is  Chinese  people  are  not  so  familiar  wititjes 
[American  brands],"  says  Jia  Xinguang,  ai 
independent  auto  analyst  in  Beijing. 

One  wljo  has  taken  notice  is  Gv 
Jing.  The  23-year-old  Beijinger  is  a  seH 
confessed  car  fanatic:  His  family  own 
a  Citroen,  a  Hyundai,  a  Chrysler,  an 
a  Jeep.  Then  late  last  year  they  shelle< 
out  $58,000  for  a  black  2.8  liter  CTir 
What  got  Guo  interested  in  Caddy 
Another  American  icon:  Hollywood 
"There  was  a  Cadillac,"  he  say* 
"in  the  movie  The  Matrix  Reloaded."  ■ 


Businessweek  .coin 


SIDE  TRIP:  To  see  a  slide  show  featuring  Cadillac's 
rewed-up  marketing  efforts  in  China,  please  visit 
businessweek.com/extras 


;s,  there's  a  General  Liability  insurer  that's  as  responsible  as  you  are. 

You'd  be  nowhere  without  customers.  Liberty  Mutual  can  help  you  protect  them.  We  can  work  with  you  to  identify  potential 
risks  to  customers  and  make  recommendations  that  help  you  gain  more  control  over  your  cost  of  risk.  We'll  also  help  you  track 
your  progress.  Because,  at  the  end  of  the  day,  safer  customers  mean  a  safer  business. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 
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SPECIAL   REPORT 

HOT 
CJROWT!  I 

This  year's  top  100  small 
companies  to  watch  include 
a  startling  number  of  outfits 

that  measure  their  years 
in  centuries 


BY  CHRISTOPHER  PALMERI 


WILMERDING,  PA.,  SEEMS  AN  UNLIKE- 
ly  place  to  find  a  Hot  Growth  company. 
The  historic  hamlet  13  miles  east  of 
Pittsburgh  was  a  company  town  built  in 
the  1880s  by  inventor  George  Westing- 
house.  He  made  it  the  headquarters  for 
his  first  business,  the  Westinghouse  Air 
Brake  Co.  Today,  Wihherding  is  still  home  to  that  business,  now 
called  Wabtec  Corp.  And  th;:  fast-growing  maker  of  locomotives 
and  train  parts  has  steamed  its  way  onto  BusinessWeelfs  annual 
tally  of  the  100  hottest  small  companies  in  the  U.S. 
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You'd  expect  to  see  a  list  like  this  populated  by  high-flyin 
tech  companies  and  trendy  consumer-product  manufactui 
ers.  There  are  plenty  of  those.  No.l-ranked  Heelys  Inc.  make 
the  wheeled  sneakers  kids  everywhere  are  skating  around  oi 
Smith  Micro  Software  Inc.  (No.  29)  was  founded  in  1982  b 
CEO  William  W.  Smith  Jr.,  who  started  out  selling  persona 
finance  software  from  the  trunk  of  his  car.  These  days,  Smit 
Micro  provides  big  wireless  carriers  with  code  that  helps  cor 
sumers  download  music  and  data  to  their  phones.  This  year1 
list,  however,  is  dominated  by  Old  Economy  businesses:  meti 
benders,  defense  contractors,  and  others  that  measure  thei 
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HOTGROWTH 


history  not  in  decades  but  in  centuries. 

Smith  &  Wesson  (No.  77),  founded  in 
1852,  still  manufactures  in  its  original 
plant.  Today,  under  CEO  Michael  Golden, 
handguns  are  made  of  lightweight  poly- 
mers with  ergonomic  grips.  Steel  distrib- 
utor AM.  Casde  &  Co.  (No.  51),  founded 
in  1890,  looks  spry  for  its  age.  Last  year 
the  company  passed  $1  billion  in  sales, 
completed  its  largest  acquisition,  and 
launched  a  new  foray  into  higher-end 
specialty  products. 

Don't  forget  the  oldest  company  on  the 
list,  auction  house  Sotheby's  Inc.  (No.  54), 
founded  in  1744.  It  has  made  a  killing 
recendy,  thanks  to  soaring  sales.  At  its 
semiannual  contemporary  auction  in  New 
York,  on  May  16,  Sotheby's  put  the  ham- 
mer down  on  a  record  $344  million  worth 
of  art.  The  big  winner:  David  Rockefeller, 
who  sold  a  1950  painting  by  Mark  Rothko 
for  $72.8  million.  (He  paid  $8,500  for  it 
in  I960.)  In  all,  companies  representing 
nearly  one-third  of  the  list  were  founded 
in  the  1960s  or  earlier.  Seven  were  found- 
ed before  1900,  the  same  number  as  those 
started  in  the  present  decade. 

WINNOWING 

A  LOT  HAS  CHANGED  SINCE 
George  Westinghouse  dreamed 
up  the  idea  of  pneumatic  loco- 
motive brakes.  Wabtec— still 
on  Air  Brake  Avenue— mirrors  the  histo- 
ry of  American  business.  It  was  bought  by 
conglomerate  American  Standard  Cos.  in 
1968,  taken  private  in  a  management-led 
leveraged  buyout  12  years  later,  and  went 
public  in  1995-  Since  then  the  company 
(No.  97)  has  grown  by  acquiring  other 
railroad  equipment  makers,  focusing  on 
international  markets,  and  reinvesting 
some  $30  million  a  year  in  research  and 


THE    WINNERS    BY 
THREE    MEASURES 

SALES  GROWTH* 

Arena  Resources 

158.3% 

Perm  Virginia  Resource  Partners 

133.2 

Heelys 

104.1 

TGC  Industries 

98.0 

Flotek  Industries 

93.9 

PROFIT  GROWTH* 

Gulfmark  Offshore 

507.1% 

Grey  Wolf 

421.8 

Houston  Wire  &  Cable 

386.7 

Gulfport  Energy 

308.1 

Applix 

247.4 

RETURN  ON  CAPITAL** 

Bare  Escentuals 

63.3% 

Alliance  Resource  Partners 

50.0 

ITT  Educational  Services 

36.2 

Mannatech 

36.1 

Applix 

35.5 

'Average  annual  for  the  past  three  years  "Three-year  average 
Data:  Standard  &  Poor's  Compustat 

development.  One  result  of  that  R&D:  a 
cleaner-burning  diesel  locomotive  that 
helps  municipal  transit  authorities  meet 
federal  air-quality  standards. 

Wabtec  Chief  Executive  Albert  J.  Neu- 
paver  can  look  out  the  window  of  the 
company  offices  and  see  the  ornate  stone 
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castle  that  once  served  as  Westinghouse  trs 
headquarters.  It's  now  a  museum  devc 
ed  to  George  Westinghouse.  The  days 
vertically  integrated  manufacturing  a 
over.  The  foundry,  which  once  cast  ste  ki 
parts,  is  a  parking  lot.  Assembly  lin  ft 
where  each  employee  added  one  be ;  or  i 
have  been  replaced  by  a  single  worker  a  sst 
sembling  an  entire  compressor  or  bral  |  loll 
directly  from  a  customer's  order.  Er.  itar 
ployee  empowerment  is  in.  Several  turn 
a  year,  management  and  line  worked 
hold  brainstorming  sessions  in  keepir  i *" 
with  Japan's  kaizen  philosophy  of  coi 
tinuous  improvement.  "We  suspend  i 
titles,  roll  up  our  sleeves,  and  get  dirty   > 
Neupaver  says.  "If  you  listen  to  the  o]  ag 
erators,  they'll  give  you  the  solutions."  :  rs 

To  identify  Hot  Growth  companie  nin 
BusinessWeek  sifts  through  the  Standai  oc 
&  Poor's  Compustat  database  of  10,OC  finli 
public  companies  for  those  with  rev  ted 
nues  of  $50  million  to  $1.5  billion  a  yea  im 
We  rank  businesses  by  three-year  salens 
and  earnings  growth  as  well  as  return  c  b 
capital.  Companies  must  have  a  markeot 
cap  of  $25  million  or  more  and  a  stou'om 
price  of  at  least  5.  Profit  or  stock  pricui 
shortfalls,  or  news  that  puts  prospects  i  T 
doubt,  may  knock  a  company  off  the  lissra 

In  the  best  small-cap  fashion,  the  pro:,  ot, 
growth  of  list  companies  trounced  that  nan: 
the  S&P  Industrials.  The  average  annu  V 
profit  growth:  90.1%.  For  the  industrial;!) 
21.9%.  Sales  growth  soared  an  averag 
34.5%,  more  than  three  times  that  of  tr 
Industrials.  Return  on  capital,  a  measuiu 
of  how  well  management  invests  its  aalle 
sets,  clocked  in  at  19.8%  for  companie  L 
on  the  list,  vs.  11.3%  for  the  industrials,  !No 

The  global  boom  in  commodity  price  f  ten 
has  lifted  the  fortunes  of  many  companie  i  on 
on  the  list.  There  are  oil  and  gas  produi  i  ite 


•s  such  as  Gulfport  Energy 
orp.  (No.  44)  and  coal  mine 
OTiers  such  as  Penn  Virginia 
esource  Partners  (No.  52).  Ti- 
nium  Metals  (No.  5)  is  ben- 
king  from  increased  orders 
t  its  namesake  product  from 
istomers  such  as  Boeing  and 
olls-Royce.  The  latter  uses 
tanium  in  its  jet  engines. 

UTS  AND  BOLTS 

rHE  LIST  PROVES 
the  adage  that  you 
can  make  just  as 
much  money  sell- 
ig  picks  and  shovels  to  min- 
■s  as  you  can  by  doing  the 
lining  yourself.  Grey  Wolf 
ic.  (No.  31)  supplies  rigs  for 
rilling  on  land.  Metretek 
;chnologies  Inc.  (No.  37) 
rovides  equipment  that 
leasures  natural  gas  pipeline 
)ws.  Tidewater  Inc.  (No.  75) 
:nts  out  supply  boats  to  oil 
>mpanies  operating  in  the 
ulf  of  Mexico. 

The  tally  reflects  national 
ends.  Defense  spending  is 
Dt.  That's  evident  at  com- 
mies such  as  Ceradyne  Inc. 
<io.  17),  which  makes  ceramic 
ates  for  body  armor,  and 
mergent  Biosolutions  Inc. 
<Jo.27),  whose  products  in- 
ude  a  vaccine  for  anthrax.  Kids  want 
le  latest  look:  Witness  surfwear  retailer 
umiez  Inc.  (No.  21)  and  Tween  Brands 
■Jo.  87).  Boomers  have  their  own  needs: 
ence  the  entry  of  mattress  makers  Select 
omfort  Corp.  (No.  39)  and  Tempur-Pedic 
iternational  Inc.  (No.  46)  to  the  list. 


T  H  E    G  R  O  W  T  H    A  R  E  A  S 

NUMBER  m  COMPANIES  ON 

2007  UST 

2004  LIST 

Energy 

17 

5 

Capital  Goods 

13 

4 

Retailing 

10 

16 

Software  &  Services 

10 

6 

Materials 

7 

3 

Health-Care  Equipment  &  Services 

6 

19 

Consumer  Durables  &  Apparel 

6 

9 

Technology  Hardware  &  Equipment 

6 

5 

Commercial  Services  &  Supplies 

5; 

10 

Semiconductors  &  Chip  Equipment 

5 

0 

Pharmaceuticals,  Biotech  &  Life  Sciences 

4 

6 

Consumer  Services 

3j 

6 

Household  &  Personal  Products 

3 

4 

Diversified  Financials 

2 

0 

Transportation 

2 

1 

Media 

1 

1 

Data:  Standard  &  Poor's  Compustat.  BusinessWeek 

All  these  businesses  have  learned 
to  adapt.  The  consultants  who  formed 
Huron  Consulting  Group  found  them- 
selves out  of  work  when  their  previous 
employer,  Arthur  Andersen,  went  un- 
der. Today  they  help  other  businesses 
comply  with  legal  and  regulatory  issues, 


including  requirements  put 
in  place  as  a  result  of  the 
corporate  scandals.  Genesco 
Inc.,  founded  in  1924,  once 
was  one  of  the  largest  shoe 
manufacturers  in  the  U.S.  As 
low-cost  imports  flooded  the 
market,  the  company  became 
a  retailer.  Today  its  Journeys 
and  Underground  Station 
stores  provide  young  adults 
with  trendy  footwear.  "It  was 
a  consumer-driven  shift," 
says  CEO  Hal  N.  Penning- 
ton, "evolutionary  more  than 
revolutionary." 

There  is  no  magic  strat- 
egy for  getting  on  the  list. 
When  Steve  Sanghi  took  over 
as  CEO  of  Microchip  Technol- 
ogy Inc.  in  1991,  the  Chandler 
(Ariz.)  company  was  losing 
$2.5  million  a  quarter.  He 
eliminated  unprofitable  com- 
modity products,  reinvested 
in  technology,  and  gave  em- 
ployees a  say  in  the  manu- 
facturing process.  Today,  Mi- 
crochip is  one  of  the  world's 
leading  providers  of  program- 
mable chips  that  control  the 
functions  in  everything  from 
alarm  clocks  to  iPods.  Last 
year,  Sanghi  co-wrote  Driv- 
ing Excellence,  a  book  about 
the  experience  and  about  a 
management  technique  he  calls  the  Ag- 
gregate System.  "It  cannot  be  distilled 
down  to  one  thing,"  he  says.  "All  areas  of 
the  company— the  products,  the  culture, 
the  manufacturing,  the  stock  options— 
everything  has  to  work  in  unison,  so  that 
everything  looks  slightly  better."  1 1 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments,  join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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KEITH  TEMPRO  FOUND  A  GREAT  WAY  TO 
REDUCE  DRIVE  TIME  INTO  MANHATTAN. 


FLY. 


m 


Hov* 
whfc  t 


from  JFK  to  Wall  Street?  About  nine  minutes  if  you're  Keith  Tempro.  As  a  pilot  for  DHL's  Manhajl 
-temational  documents  at  the  airport  and  delivers  them  straight  to  the  city.  More  proo 
Ground,  customer  service  is  back  in  shipping,  www.dhl.com/dedication 
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HOT  GROWTH  CLASS  OF  2005 


Hie  Awesome 
And  the  Awful 


Hot  growth  stocks  can  take 
investors  on  a  crazy  ride.  In 
2005  specialty  drinks  maker 
Hansen  Natural  was  riding  high 
on  sales  of  Monster  Energy, 
a  caffeine-laced  beverage  that  ranked 
second  only  to  Red  Bull  in  the  energy-drink 
category.  Two  years  later  its  stock  is  down 
24%  from  its  July,  2006,  peak,  and  the 
company,  at  the  request  of  the  Securities 
&  Exchange  Commission,  has  launched  an 
inquiry  into  past  stock-options  grants.  On 
May  14,  Hansen  said  it  had  understated 
stock  option  and  related  expenses  by 
$1.3  million  between  January,  2001,  and 
June,  2006,  because  of  unintentional 
accounting  errors.  Nevertheless,  the  stock 
returned  439%  over  the  past  two  years, 
making  Hansen  the  top  performer  of  the 
Hot  Growth  Class  of  2005. 

Each  spring,  BusinessWeek  takes  a  look 
back  at  our  Hot  Growth  list  from  two  years 
earlier.  That  allows  enough  time  to  account 
for  any  short-term  anomalies  in  a  given 
business  and  to  make  fairer  comparisons 
with  indexes.  The  majority  of  the  Class  of  '05 
are  finishing  up  a  strong  two-year  stretch. 
Of  the  100  companies,  62  posted  positive 
returns,  and  26  companies  saw  share  prices 
drop.  A  surging  mergers-and-acquisitions 
market  led  12  companies  to  be  taken  over. 
Over  the  two-year  period,  the  Russell  2000 
small-cap  benchmark  index  climbed  44.1%. 
The  Hot  Growth  Class  of  '05  lagged  that 
benchmark  index  a  bit:  On  a  market-cap- 
weighted  basis,  the  group  is  up  33.5%,  a  hair 
above  the  33%  for  the  Standard  &  Poor's 
500-stock  index.  And  large  caps  may  in  fact 
overtake  their  smaller  brethren  in  2007- 
they've  outperformed  the  Russell  2000 
index  on  a  year-to-date  basis,  notes  Steven 
DeSanctis,  director  of  small-cap  research  at 
Prudential  Equity  Group. 

The  Hot  Growth  Class  of  '05  is  an 
eclectic  bunch.  But  some  gener 
trends  show  up  in  the  results  (table).  Toe 
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list  of  worst  performers  is  populated  by 
companies  that  catered  to  flush  consumers, 
including  trendy  furniture  retailer  Design 
Within  Reach,  powerboat  manufacturer 
Marine  Products,  and  eco-friendly  building 
materials  company  Trex.  Back  in  2005 
such  companies  were  benefiting  from 


house-rich  consumers'  optimism,  says 
Robert  Stimpson,  who  manages  the  small- 
cap  fund  at  Akron-based  Oak  Associates. 
Today,  Stimpson  says,  their  sinking  fortune 
reflect  the  housing  slowdown  and  consumt 
concerns  about  energy  prices. 

Companies  remaining  in  the  winner's 
circle  offered  products  and  services  tied 
to  a  growing  need.  They  include  Meridian 
Bioscience,  a  maker  of  rapid  diagnostic 
medical  tests,  and  Bio-Reference 
Laboratories,  which  does  clinical  testing. 
"Pathogens  are  getting  more  robust  and 
moving  around  the  world  very  quickly  these 
days,"  driving  demand  for  Meridian's  tests, 
says  President  John  Kraeutler. 

Other  companies  that  sustained  their 
hot  growth  include  Ceradyne  and  Armor 
Holdings,  both  of  which  make  armor  and 
other  protective  products,  primarily  for  the 
defense  industry.  Armor's  growth  was  so 
impressive  that  British  defense  contractor 
BAE  Systems  announced  on  May  7  that 
it  would  be  acquiring  the  company.  Then 
there's  Cognizant 
Technology  Solutions^ 
which  has  been  on 
the  list  for  six  years 
running  and  seven 
times  since  the  list 
launched  in  1985.  The  information-tech 
outsourcer  faces  stiff  competition  from 
big  rivals  such  as  Wipro  and  Infosys 
Technologies. But  Stimpson,  who  has  long 
held  the  stock  in  his  funds,  says  it  offers 
"better,  faster,  cheaper"  service  than  other  i 
outfits.  And  being  better  and  faster  than  th< 
next  guy  is  what  Hot  Growth  is  all  about.  Hi 
-By  Elizabeth  Woy\ 


ENERGIZED 

Hansen 

returned  439% 
over  two  years 


R  E  V  I  E  W  I  N  G    T  H  E    G  A  N  G 

The  2005  Winners... 

TWO-YEAR 

TOTAL 

RETURN* 

...and  the  Losers 

TWO-YEAR  K 
TOTAL            S 
RETURN*     P 

Hansen  Natural 

439.2% 

Movie  Gallery 

-86.5%  | 

Ceradyne 

196.3 

Design  Within  Reach 

-59.4     | 

Meridian  Bioscience 

174.4 

Trex 

-49.3 

Cognizant  Technology  Solutions 

112.8 

Cogent 

-37.6    f 

TALX 

111.9 

Avid  Technology 

-32.8 

NETGEAR 

108.4 

Marine  Products 

-30.3    I 

Armor  Holdings 

104.2 

EFJ 

-27.0  j  ie5; 

Cascade 

101.2 

Finish  Line 

-25.8  |J* 

Bio-Reference  Laboratories 

94.0 

SRA  International 

-25.2  1  *»  ■ 

Diodes 

89.1 

Cooper  Cos. 

-24.2     • 

he  stock  price  as  of  Apr  30  excludes  companies  not  trading  on  that  date   Data:  Standard  &  Poor's  Compustat 
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WHAT   S    HOT 


CATHERINE  ARNST 

'  T  IS  A  SAD  FACT  OF  OUR  TROUBLED 
world    that   the   wound-treatment 
market  is  huge  and  getting  bigger. 
~War  casualties,  accidents,  diabetic 
n  ulcers— all  are  on  the  rise.  Conse- 
mtly,  so  is  San  Antonio's  Kinetic  Con- 
its  Inc.,  the  dominant  maker  of  high 
th  wound- closure  products  that  use 
m  and  vacuums  rather  than  gauze 
1  bandages.  This  is  the  fastest-grow- 
segment  of  the  wound-treatment 
rket,  and  Kinetic  holds  a  90%  share. 
Catherine   M.   Burzik,  who   arrived 


CLOSURE 

CEO  Burzik  with 
Kinetic's  VAC 
wound-treatment 
system 


at  Kinetic  as  CEO  only 
last  November,  says  there 
is  still  plenty  of  room 
for  growth,  however,  be- 
cause some  80%  to  90% 
of  wounds  are  still  treat- 
ed with  low-tech  gauze 
dressings.  "We  have  only  begun  to  pen- 
etrate the  overall  wound  market,"  says 
the  56-year-old  Burzik,  who  spent  most 
of  her  career  at  the  medical-device  divi- 
sions of  Eastman  Kodak  and  Johnson  & 
Johnson. 

Wounds  were  not  Kinetic's  original 


#36 


High-tech  wound- 
closure  products 
that  promote 
faster  healing  with  foam 
and  vacuum  environments 
rather  than  gauze  and 
bandage. 


SALES* 


EARNINGS* 


$1.4  billion        $200.5  million 


LOCATION 


San  Antonio 


*12  months  as  of  Mar,  31 

reason  for  being.  The  compa- 
ny was  founded  30  years  ago 
by  an  emergency-room  phy- 
sician, Dr.  Jim  Leininger,  to 
commercialize  a  slowly  swing- 
ing hospital  bed  he  invented 
to  prevent  deadly  complica- 
tions that  can  develop  when 
a  patient  lies  still  for  long  pe- 
riods. The  company's  growth 
prospects  changed  dramati- 
cally in  1995,  however,  when 
it  introduced  a  revolutionary 
wound-treatment  product 
called  vacuum-assisted  clo- 
sure (VAC).  The  system  uses 
a  nonabsorbent  foam  that 
is  inserted  into  the  wound 
and  covered  by  a  transparent 
membrane.  Air  is  sucked  out 
of  the  area  around  the  foam 
with  a  vacuum,  creating  "neg- 
ative pressure"  that  hastens 
healing,  prevents  infection, 
and  lessens  scarring. 

VAC  costs  far  more  than 
gauze  wound  dressings,  but 
studies  have  found  that  speed- 
ing up  wound  repair  can  bring 
the  overall  cost  of  care  down 
to  the  same  level  or  lower.  A 
Dutch  clinical  trial  published 
in  2006,  for  example,  found 
that  VAC  significantly  reduced 
the  need  for  nursing  care 
and  made  patients  feel  more 
comfortable. 

Kinetic  is  determined  to 
prove  that  VAC  can  also  im- 
prove outcomes  for  many  types 
of  wounds.  A  company-sponsored  study 
released  in  May  involving  335  patients 
found  that  VAC  was  able  to  close  more 
diabetic  foot  ulcers— and  close  them 
faster— than  traditional  therapy.  That 
lowered  the  number  of  foot  amputations 
in  the  Kinetic  group  to  7,  compared  with 
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17  in  the  control  group.  Persistent 
foot  ulcers  lead  to  foot  amputations 
in  about  15%  of  diabetics. 

DIRECT  PRESSURE 

VAC  PRODUCTS  ACCOUNTED 
for  78%  of  Kinetic's  $1.4  bil- 
lion in  revenues  in  2006; 
the  original  hospital  bed  di- 
vision made  up  the  rest.  Wound  care 
will  continue  to  drive  the  company  in 
the  future,  says  Burzik.  She  plans  to 
increase  research  and  development 
spending  from  2.6%  of  revenues  in 
2006  to  5%  or  6%  in  the  next  few 
years.  "I  think  there  are  huge  pos- 
sibilities if  we  focus  on  the  science," 
she  says. 

Among  those  opportunities:  incor- 
porating pain  drugs  or  antibiotics  into 
the  foam  inserted  in  the  wound  and 
treating  a  broader  variety  of  wounds. 
She  also  wants  to  expand  into  prod- 
ucts that  are  used  before  and  after  the 
VAC  is  applied. 

But  Burzik  may  soon  be  jousting 
with  Kinetic's  first  significant  compet- 
itor. On  May  11  medical  device  com- 
pany Smith  &  Nephew  PLC,  which 
is  twice  Kinetic's  size,  announced  it 
was  buying  BlueSky  Medical  Group, 
a  private  outfit  that  just  won  a  patent 
dispute  with  Kinetic  over  its  similar 
wound-treatment  product.  Kinetic, 
which  claimed  infringement,  is  ap- 
pealing the  decision. 

Several  industry  analysts  lowered 
their  recommendations  for  Kinetic 
after  the  Smith  &  Nephew  announce- 
ment on  fears  that  competitive  pres- 
sure could  cut  into  its  market  share, 
or  at  least  force  it  to  lower  prices. 
Burzik  responds  that  there  is  plenty 
of  room  in  the  market  for  both  com- 
panies, and  points  to  Kinetic's  strong 
leadership  position.  "We've  built  an 
incredible  reach  into  hospitals  and 
home  health  agencies,  and  we  will 
continue  to  leverage  those  relation- 
ships," she  explains. 

Meanwhile,  Kinetic  is  looking  to 
Asia  for  growth.  The  company  won 
regulatory  approval  in  December  to 
start  11  clinical  trials  in  Japan,  and 
later  this  year  Burzik  hopes  to  have 
a  plan  developed  for  entering  India 
and  China. 

And,  of  course,  there  is  man's  con- 
tinued inhumanity  to  man,  which  as- 
sures that  the  wound-treatment  mar- 
ket will  keep  expanding.  In  December 
the  U.S.  military  approved  the  use  of 
Kinetic's  VAC  on  medical  evacuation 
flights  for  injured  soldiers.  9 
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HURON  CONSULTING  GROUP 


From  the  Ashes 
Of  Andersen 


BY  JOSEPH  WEBER 

GARY  E.  HOLDREN  MAY  NEVER 
forgive  federal  prosecutors  for 
putting  his  old  firm,  Arthur 
Andersen,  out  of  business.  He 
had  spent  nearly  30  years  at  the  firm, 
joining  right  out  of  college  in  1972.  But 
that  crushing  2002  move  may  turn  out 
to  be  the  best  thing  that  ever  happened 
to  him  and  the  other  ex-Andersenites 
who  put  out  rheir  own  shingle  as  Huron 
Consulting  G  oup  Inc.  "It's  very  difficult 
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for  me  to  say  that  something  is  a  blessing 
when  it  was  such  a  bad  thing  for  so  mai  We 
people,"  says  the  Huron  chief  executi1  % 
officer.  fm 

Over  the  past  five  years,  Holdren,  £  'jcoir. 
and  his  team  have  built  a  miniatu  revi 
version  of  the  $1  billion-a-year  consul  ipre 
ing  operations  at  Andersen.  In  a  pe  star 
verse  twist  of  fate,  Huron's  phoenix-lil 
ascent  is  largely  thanks  to  the  san  'it 
Enron-inspired  regulatory  zeal  that  d  ah 
in  Andersen.  Andersen  was  indicted 
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WHAT'S    HO 


JiAA  Financial  and  legal 
Vt  i  J  consulting  in  the 
£■£■  wake  of  increased 
regulation  by  the  Securities 
&  Exchange  Commission 
helped  send  net  income  up 
50%  in  2006. 


SALES* 


$380.3  million 


EARNINGS* 


$30.9  million 


LOCATION 


Chicago 


arch,  2002,  for  obstructing  justice  by 
redding  documents  linked  to  client 
iron  Corp.  A  swift  conviction  by  a 
juston  jury  was  overturned  by  the 
preme  Court  in  2005.  But  by  that  time 
e  firm  was  finished,  and  its  28,000  U.S. 
iffers  had  lost  their  jobs  in  the  wake  of 
lat  some  criticized  as  regulatory  over- 
1.  Most  of  Andersen's  consulting  staff, 
me  1,400,  went  to  KPMG  Consulting. 
Since  Holdren  lined  up  the  financing 

St.  Patricks  Day  in  2002,  Huron  has 
own  from  a  couple  hundred  hungry 
tcasts  mourning  the  loss  of  their  cor- 

ate  home  to  a  company  that  employs 

re  than  1,200  staffers.  The  Chicago 
pup,  with  headquarters  a  few  blocks 
>m  Andersen's  old  digs,  boosted  its  net 
pome  50%  last  year,  to  $26.7  million, 
(revenues  rose  39%,  to  $288.6  million, 
pressed  investors  have  pushed  the 

tart's  market  value  above  $1  billion. 
e  cadre  of  Andersen  refugees  and 

ir  colleagues  now  help  companies 
with  a  welter  of  litigation  and  regu- 

ry  issues.  Huron  assists  companies 


*12  months  as  of  Mar  31 

in  probing  allegations 
of  misdoings  in  stock 
options,  for  instance, 
and  guides  them  on 
meeting  Sarbanes- 
Oxley  requirements. 
A  fast-growing  part  of 
the  business  involves 
retrieving  e-mail  re- 
cords for  companies 
in  litigation.  "It's  a 
big  irony,"  observes 
securities  lawyer  Jef- 
frey B.  Rudman  of 
Wilmer  Cutler  Pick- 
ering Hale  &  Dorr, 
who  has  worked  with 
Huron  on  a  number 
of  cases.  "They  are 
now  the  beneficiaries 
of  the  regulatory  en- 
vironment." To  make  sure  it  maintains 
a  diverse  mix  of  business,  Huron  also 
advises  universities  and  hospitals  on  fi- 
nancial issues  and  helps  companies  value 
operations  for  acquisitions. 

Huron  got  its  start  advising  a  high-profile 
company,  United  Airlines,  throughout 
its  bankruptcy.  That  was  a  windfall  bit 
of  business  worth  some  $30  million.  It 
came  in  through  Holdren's  contacts  with 
executives  he  got  to  know  at  United  when 
it  was  an  Andersen  client.  Since  then, 
Huron's  work  has  both  helped  exonerate 
executives     and     served    to     highlight 
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mismanagement.  Early  last 
year,  in  work  it  did  for  law  firm 
Paul,  Weiss,  Rifkind,  Wharton 
&  Garrison,  Huron  faulted 
housing  finance  giant  Fannie 
Mae  for  "grossly  inadequate" 
accounting  systems,  adding 
that  executives  had  knowingly 
departed  from  generally 
accepted  accounting  practices. 
Regulators  had  accused 
Fannie  Mae  of  manipulating 
its  earnings  for  years,  spurring 
a  management  shakeup. 

Huron's  blistering  findings 
formed  a  large  part  of  a  report 
by  Paul  Weiss  to  a  committee 
of  Fannie  Mae's  board  of  directors.  "The 
information  that  we  received  from  Huron 
was  information  we  could  depend  on," 
says  former  New  Hampshire  Senator 
Warren  B.  Rudman,  who  directed  the 
probe  for  the  law  firm  and  had  shared 
results  regularly  with  regulators  over 
two  years.  The  Securities  &  Exchange 
Commission  ultimately  accused  the 
mortgage  giant  of  fraud;  Fannie  Mae 
agreed  to  a  $400  million  penalty  without 
admitting  or  denying  wrongdoing. 

For  such  a  veteran  of  the  corporate 
world,  Holdren  had  little  trouble  shifting 
into  startup  mode.  He  had  been  a  senior 
partner  at  Arthur  Andersen,  the  U.S.  arm 
of  Andersen  Worldwide,  and  served  on 
Andersen  Worldwide's  U.S.  management 
committee  and  executive  council.  But  the 
entrepreneur's  son  had  long  hankered  to 
run  his  own  business.  He  describes  his 
old  role  at  Andersen  as  "an  entrepreneur 
with  protection,"  starting  and  for  a  time 
helping  to  lead  the  company's  consulting 
unit.  That  echoed  his  days  as  a  teenager 
helping  his  father,  Gene,  sell  auto  parts 
out  of  the  back  of  a  station  wagon  in 
southern  Ohio.  With  his  mother,  Audrey, 
pitching  in,  the  business  mushroomed 
into  a  multimillion-dollar  warehouse  and 
retailing  operation.  Even  while  working 
at  Andersen,  Holdren  says,  "I  wanted  to 
follow  in  their  footsteps."  Huron— and, 
of  course,  the  Justice  Dept.— gave  him 
that  chance.  II 
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LIQUIDITY  SERVICES 

Sell  It 


Again,  Sam 


BY  LORRAINE  WOELLERT 

LOOKING  TO  UNLOAD  1,300 
pounds  of  scrap  titanium?  Seek- 
ing top  dollar  for  a  truckload  of 
new  kitchen  cabinets  or  hun- 
dreds of  used  laptops?  EBay  Inc.  probably 
isn't  your  best  choice  for  hawking  such 
huge  quantities  of  goods.  But  Liquidity 
Services  Inc.  might  be.  By  drawing  thou- 
sands of  buyers  to  a  single  online  market- 
place to  win  higher  sales,  this  dot-com  is 
reinventing  the  resale  and  surplus  indus- 
tries the  way  other  Internet  auctioneers 
transformed  flea  markets. 

LSI  is  no  garden-variety  Net  empo- 
rium. The  company  has  auctioned  off 
everything  from  cavalry  horses  to  thou- 
sands of  used  iPods.  And  it's  using  data 
from  millions  of  sales  to  change  the 
way  big  retailers  manage  their  reverse 
supply-chain  headaches— returned 
items,  refurbished  goods,  and  other 
stuff  they  unload  at  fire  sale  prices. 
"We're  turning  nicklet  and  dimes  into 
quarters  and  dollars  for  our  clients," 
says  William  Angrick,  the  39-year-old 
founder  and  CEO. 
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The  company  is  changing  the  game  in 
the  liquidation  industry,  which  remains 
highly  fragmented.  Many  retailers  still 
rely  on  local  cash  buyers  who  haul 
away  unwanted  stock  on  quick  notice. 
In  comparison,  LSl's  centralized  pro- 
cess brings  huge  efficiencies.  The  com- 
pany determines  the  ideal  lot  size  for 
a  product,  drums  up  would-be  buyers, 
manages  the  bidding,  and  handles  the 
final  financial  trans- 
action. N.E.W  Cus- 
tomer Services  Cos., 
an  administrator  of 
extended  warranties 
based  in  Sterling, 
Va.,  credits  LSI  with 
sharply  boosting  pro- 
ceeds from  sales  of 
mountains  of  broken 
or  damaged  goods. 
"They've  captured  al- 
most three  times  the 
amount  of  revenue  as 
our  previous  liquida- 
tor," says  Vice-Presi- 
dent Luke  Kathol. 


READY,  SET, 
BID  Angrick 
with  a  fire 
truck  that  can 
be  found  on 
an  LSI  site 


I 


WHAT'S    HOT 


"18 


A  full-service 
online  auctioneer 
for  businesses 
and  governments  that  want 
to  get  more  money  for 
everything  from  their  used 
iPods  to  surplus  military 
trucks. 


SALES* 


$173  million 


LOCATION 


Washington,  D.C. 


The  auctionee 

got  its  first  break  do 
ing  work  for  the  U.J 
government,  landin 
the  Defense  Dept.  as 
client.  Defense,  whic 
remains  the  company' 
biggest  contract,  ha> 
the  equivalent  of  1,500  full-time  wort 
ers  managing  surplus  sales  from  20' 
warehouses.  LSI  landed  its  first  con 
tracts  with  Defense  in  June,  2001,  an 
now  handles  all  its  public  surplus  sales 

These  days,  LSI  runs  three  Interne  m 
auction  sites,  including  one  that  hawk™ 
government  surplus  from  Britain's  De  I 
fense  Ministry.  The  sites  have  more  tha 
600,000  registered  buyers.  The  compan  i 
makes  money  by  taking  a  commissio  I 
on  items  that  sell,  not  by  charging  fc 
listings,  as  some  other  auction  sites  do.  j 
fourth  site,  gowholesale.com,  is  a  port;  I 
for  small  businesses  looking  for  source  \ 
of  inventory. 

LSI  has  logged  18  consecutive  quarter i 
of  earnings  growth  since  it  was  founde, 
in  1999.  Revenue  in  its  most  recent  quaii 
ter  was  $49  million,  up  from  $37  millio  re 
the  previous  year.  The  thinly  traded  stoc 
hit  an  all-time  high  of  about  24  in  Febm  eP 
ary,  double  its  initial  public  offering  price  ^ 
in  early  2006.  It  has  since  dropped  bacc'0L 
to  around  18.  Inc 

Angrick  was  sold  on  the  idea  of  onlim ,0; 
auctions  while  working  as  an  invest 
ment  banker  at  the  Baltimore  office  (Per 
Deutsche  Bank  Alex.  Brown,  where  hi  :h 
had  a  hand  in  several  hot  Internet  in  -; 
tial  public  offerings,  including  Yahootlee 
and  America  Online.  Looking  for  ai'ou 
opportunity  of  his  own,  Angrick  settle 
on  the  liquidation  industry,  a  highl 
fragmented  segment  of  the  business-tc 
business  marketplace.  By  January,  2000  0( 
he  and  five  employees  had  set  up  shop  i  f(( 
downtown  Washington,  D.C.  a| 

Now  Angrick  is  using  his  success  i  - 
Defense  surplus  salt 
as  a  calling  card  wit  (jj^ 
big-box  retailers,  mar£ 
ufacturers,  and  distrir  T 
utors.  About  6%  of  en  j 
erything  that's  bougl  | 
at  a  brick-and-morti  | 
store  is  subsequent!  | 
returned.  That  numl 
is  almost  double  for  oi 
line  retailers.  Anal; 
predict  that  this 
verse  logistics"  marl 
will  hit  $63  billion  i 
2008.  "The  opporti 
nity,"  says  Angrick,  1 
incredible."  ■ 


EARNINGS* 


$9.4  million 
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DNFESSIONS  OF  WORKING  WEALTH 


WORKING 
WEALTH 


Will  my  kids 
inherit  the 
work  ethic 
or  the  wealth 
ethic? 


'elax.  How  you  raise  your  kids  is  none  of 
ur  business.  We  won't  be  checking  their 
sport  card  or  their  allowance  for  mowing 
ie  lawn.  But  we  can  help  you  pass  on 
our  values  along  with  your  assets— by 
nderstanding  what  your  kids  are  like  and 
ow  you  want  them  to  grow  up. 

erhaps  it's  time  to  throw  out  your  notions 
f  what  you  can  talk  about  with  a  Financial 
dvisor.  At  Smith  Barney,  we'll  roll  up  our 
leeves  and  help  you  make  a  plan  for  how 
our  kids  will  begin  to  share  in  your  wealth, 
lotivation  may  not  be  a  gene.  But  it  is 
omething  we  can  work  on  together. 

o  talk  to  a  Financial  Advisor  near  you 
r  to  receive  a  free  copy  of  our  brochure, 
all  1.800. Smith  Barney  or  %/isit 
rnithbarney.com/workingwealth 

Some  to  Smith  Barney, 
wealth  works. 


citi  smith  barney 
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SMITH  &  WESSON 


A  Gunmaker  Loaded 
With  Offshoots 


BY  AARON  PRESSMAN 

SMITH  &  WESSON  HOLDING 
Corp.  has  long  possessed  one  of  the 
most  recognizable  brands  in  the 
world.  But  consumers  may  be  sur- 
prised to  discover  where  the  iconic  gun- 
maker's  name  is  turning  up.  Anyone  for 
a  dab  of  Smith  &  Wesson  men's  cologne 
before  heading  off  on  a  weekend  hunt- 
ing trip?  Or  perhaps  throwing  a  shank  of 
just-shot  venison  into  a  Smith  &  Wesson 
357  Magnum  Wood  Pellet  Smoker?  The 
company  has  become  a  paragon  of  brand 
extension  under  Chief  Executive  Officer 
Michael  F.  Golden,  who  took  over  in  2004. 
Most  new  products,  like  shotguns  and  ri- 
fles, are  closer  to  the  company's  roots.  But 
the  licensing  push  is  the  most  visible  sign 
of  the  changed  mindset  at  the  155-year- 
old  company. 

That  new  way  of  thinking  is  helping  the 
company  rack  up  some  impressive  num- 
bers. Barely  profitable  when  the  53-year- 
old  Golden  took  over,  Smith  &  Wesson's 
revenues  rose  27%,  to  $160  million,  in 
its  most  recent  fiscal  year.  Profits  climbed 
66%,  to  $9  million,  and  the  stock  has  more 
than  doubled  over  the  past  year. 
When  Golden  signed  on  with 
the  company,  he  knew  nothing 
about  guns.  But  he  had  helped 
Black  &  Decker  Corp.  expand 
its  power  tool  business  and  had 
overseen  sales  and  marketing  of 
hardware  at  Stanley  Works.  While 
Smith  &  Wesson  had  always  been 
the  dominant  name  in  handguns, 
especially  after  Clint  Eastwood's 
Dirty  Harry  unholstered  a  Smith 
&  Wesson  .44  Magnum,  but  it  had 
focused  on  litde  else  for  decades. 
Meanwhile,  marketing  surveys 
showed  gun  buyers  were  interested  in 
purchasing  shotguns,  hunting  rifles, 
ammunition,  even  security  Jarm  ser- 
vices from  Smith  &  Wesson.  The  only 
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#77 


SALES" 


$206.1  million 


thing  stopping  them: 
The  company  didn't 
have  a  product  in  any 
of  those  categories. 

The  company  had 
also  completely  fum- 
bled the  law  enforce- 
ment and  military 
markets  by  failing  to 
keep  up  with  chang- 
ing technologies.  By 
the  time  Golden  took 
over,  its  market  share 
with  local  police  de- 
partments had  tum- 
bled from  over  .95% 
to  10%.  "It  was  just 
a  terrific  brand  that  they  weren't  doing 
anything  with,"  he  says.  "Now  we're  re- 
defining the  businesses  we're  in." 

The  new  CEO  quickly  set  about  ex- 
tending the  brand  with  new  products,  as 
he'd  done  at  Black  &  Decker.  Last  year, 
the  company  introduced  a  shotgun  for 
hunters.  It  also  ramped  up  production 


WHAT   S    HOI 


The  155-year-old 
gunmaker  is  rolling 
out  new  products 
such  as  hunting  rifles.  It  is 
also  licensing  its  name  for 
gear  ranging  from  bicycles 
to  men's  cologne. 


LOCATION 


Springfield,  Mass 


of  a  lightweight  pistol  made  mosdy  fron 
high-strength  plastics,  designed  to  appea 
to  police  departments.  Smith  &  Wesson': 
sales  of  firearms,  which  were  declining 
in  early  2005,  have  risen  by  over  40%  ii 
each  of  the  last  four  quarters. 

The  company  has  also  moved  on  thi 
mergers-and-acquisitions  front.  In  Janu 
ary,  it  bought  Thompson/Center  Arms 
a  leading  maker  of  rifles,  for  $70  mil 
lion.  The  $1.1  billion  annual  market  fo 
so-called  long  guns  like  those  made  b; 
Thompson  is  almost  twice  as  big  as  th 
total  retail  handgun  market,  Golden  sayi 
Thompson's  manufacturing  expertist 
with  longer  barrels  will  help  accelerati 
growth  into  more  new  areas. 

Smith    &   Wessoi 

has  also  brought  ii 
an  infusion  of  outsid 
talent.       Executive 
with  backgrounds  a 
Coca-Cola,  Frito-Laji^ 
Stanley  Works,   anm 
Harley-Davidson  ar-' 
key  members  of  th 
sales,      merchandis 
ing,   and    marketing 
team.  A  former  Haii' 
ley  executive,  Bobbii 
Hunnicut,     overseey 
licensing  of  the  bran<r 


EARNINGS* 


$12  million 


i 


» 


*  Twelve  months  ending  Jan  31 


for  everything  from^ 


ESSO^ 


RIDE 'EM  A 

company  poster 
from  1885 


bicycles  to  watches  | 
wood  smokers.  In 
most  recent  quarter,  licensing  revenui 
rose  17%,  to  almost  $500,000. 

With  Smith  &  Wesson  projecting  sale 
gains  of  40%  or  more  for  fiscal  2007  anr 
2008,  investors  are  taking  notice.  "1 
talked  to  sporting  goods  stores  and  the 
just  can't  get  the  new  [gun  models]  i: 
fast  enough,"  says  Thomas  Barry,  chiei 
investment  officer  at  Bjui 
man,  Barry  &  Associates, 
mutual  fund  manager  thai 
owns  1.3  million  shares  c 
Smith   &  Wesson.   "Eve: 
time  the  stock  takes  a  di{i 
we  try  to  buy." 
The  cornpany's  biggest  opportunit 
may  be  with  the  military.  Golden  hin 
an  11-year  Marine  Corps  veteran  who  ha 
worked  for  competitor  Beretta  to  hea 
up  a  government  sales  drive.  The  U.i 
military  is  planning  to  shift  its  hand| 
purchases  this  year  to  the  .45  caliber  s: 
where  Smith  &  Wesson  dominates.  Th 
contract  could  be  worth  $500  millioi 
"Their  opportunities  have  gotten  large 
and  larger,"  says  Joseph  W.  Garner,  diree 
tor  of  research  at  Emerald  Asset  Manage 
ment  Inc.,  another  shareholder.  "They'i 
just  getting  started."  II 
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HOTGROWTH 


VASCO  DATA  SECURITY 


Online  Bankin 
Security  Guar 


BY  MICHAEL  ARNDT 

AFTER  HE  WAS  FIRED  AT  AGE 
40,  T.  Kendall  Hunt  concluded 
he  was  "tired  of  working  for 
the  man."  There  was  just  one 
problem  with  striking  out  on  his  own:  He 
didn't  really  know  what  kind  of  business 
he  wanted  to  run.  He  knocked  around 
for  a  half-dozen  years  as  a  consultant. 
Then,  in  1989,  a  former  colleague  told 
him  about  a  startup  that  had  been  sell- 
ing security  devices  to  Amsterdam  bank- 
ing giant  ABN  Amro  for  its  new  dial-up 
banking  option. 

Although  the  company  was  losing 
money,  Hunt  figured  its  anti-hacker 
technology  must  have  been  special  to 
land  such  a  huge  client.  So  he  hired  on 
with  the  firm  as  chief  executive,  with 
an  option  to  buy  the  company,  and 
took  out  a  $300,000  second  mortgage 
on  his  home  to  pay  its  bills.  By  merci- 
lessly chopping  expenses— he  slashed 
headcount  from  30  to  just  4— he  put  the 
place  into  the  black.  And  then  in  1991, 
he  bought  it.  Today,  Vasco  Data  Security 
International  Inc.  has  had  17  consecu- 
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tive  profitable  quarters  and  adds  a  new 
bank  client  every  day. 

Vasco's  moneymaker  is  what  might  be 
called  an  electronic  key  for  online  bank- 
ing. To  safeguard  Internet  transactions, 
banks  in  the  U.S.  often  ask  customers 
a  "life  question,"  such  as  the  name  of  a 
favorite  pet  or  the  street  they  grew  up  on. 
In  Europe,  though,  many  financial  insti- 
tutions rely  on  Vasco's  Digipass,  a  hand- 
held gizmo  that  uses  a  microprocessor  to 
generate  a  random  number  every  time 
a  customer  types  in  his  name  and  pass- 
word. The  sequence 
in  that  mobile-phone- 
sized  device  matches 
a  number  that' s  syn- 
chronously generated 
by  the  bank's  com- 
puter. No  match,  no 
transaction. 

After  rising  64%  in 
2006,  the  Oakbrook 
Terrace  (111.)  com- 
pany's net  income 
should  climb  an- 
other 20%  this  year, 


WHAT   S    HOT 


»4 


Digital  encryption 
devices  that  foil 
would-be  hackers 
and  allow  banks  to  keep 
financial  information  safe. 


SALES* 


$88.8  million 


LOCATION 


Oakbrook  Terrace, 


HUNT  Digipass     to  $24  million,  on 
uses  random         58%  jump  in  sales 
numbers  for  to  $120  million,  fore 

more  secure  casts  Amit  Dayal,  ai 

transactions  analyst  with  Rodmai 

&  Renshaw  in  Ne\ 
York.  Its  share  pric 
has  nearly  tripled  in  the  past  12  month; 
to  21.26  on  May  21.  "These  guys  are  th 
ones  to  beat,"  says  Dayal. 

Hunt,  63,  knows  a  thing  or  two  abou 
life-changing  moments.  As  a  sophomor 
at  the  University  of  Miami,  the  Mt.  Vei 
non  (111.)  native  was  the  starting  halfbac 
for  the  Hurricanes  in  1962,  with  th 
dream  of  making  it  into  the  NFL.  But  al 
ter  football  season  ended,  Hunt  was  ace; 
dentally  shot  through  the  left  ankle  wit 
a  .45-caliber  pistol  while  target  shootin 
with  a  few  fraternity  brothers  at  a  nearb 
levee.  "That  sort  of  thing  enables  yo 
to  get  through  just  about  anything,"  h 
says.  Permanently  sidelined  from  th 
game,  Hunt  earned  a  bachelor's  degre 
in  business  administration  and  became 
sales  rep  for  IBM.  He  then  held  a  succes 
sion  of  jobs,  before  his  1983  firing  fron 
a  tech-training  company  for  lopping  to 
many  heads  as  its  CEO. 

Vasco  has  put  Hunt's  resilience  to  th 
test  He  retired  a  year  after  taking  the  com 
pany  public  in  1998.  But  by  late  2002, 1 
was  back  on  the  job.  A  poorly  timed  hirin 
binge  had  coincided  with  weak  demanr 
due  to  recessions  in  both  Europe  and  m 
U.S.  Hunt  once  again  reduced  payroll,  h 
also  slashed  prices,  making  it  cheaper  ft 
banks  to  hand  out  Digipasses  to  corpora" 
customers.  The  moves  worked,  and  tr 
pickup  in  volume  led  to  economies  of  seal. 
Vasco's  gross  margin,  a  fat  66%,  is  helped  t 
the  technology  lead  the  company  has  ovi 
rivals.  This  means  it  doesn't  have  to  sper 
much  on  R&D,  says  Hunt. 

While  online  banking  is  no  longi 
new,  e-piracy  is  bigger  than  ever.  Not 
staffed  with  200  employees,  the  compari 
signed  up  94  new  banks  in  the  first  quaa 
ter  and  sells  its  Digipass  to  750  financii 
institutions,  including  HSBC,  Rabobann 
and  ING.  Seven  of  til 
eight  foreign  ban! 
recently  permitted 
do  retail  banking 
China  are  customers 
In  the  U.S.,  grow 
has  been  far  slow* 
but  Hunf  s  not  con 
cerned.  "I  get  ni 
business  where  I  eti 
get  it,  to  be  honest 
he  says.  Riches,  affr 
all,  sometimes  com 
from  randomness.  1 1 


EARNINGS* 


$16.4  million 


*12  months  ended  Mar  31 


IT'S  LIKE  AN  ATM 
THAT  GIVES  YOU 
TIME  INSTEAD 
OF  MONEY.       , 


Introducing  Embassy  Connectivity,  including  our  EmbassyDirect™  Registration  Kiosks  for  convenient  check-in, 
check-out,  and  boarding  pass  printing,  our  complimentary  BusinessLink™  Business  Centers1"  with  PrinterOn®  remote 
printing,  high-speed  Internet  access  in  every  suite  and  wireless  access  in  the  atrium,  and  a'p  MP3  clock  radio  in  every 
suite.  Just  some  of  the  ways  Embassy  Suites  Hotels®  is  connecting  everything  you  do. 

EVERYTHING  FOR  A  REASON® 


ffi\  EMBASSY   SUITES  OFFERS   {^COMPLIMENTARY,  COOKED-TO-ORDER   BREAKFAST,  l^  TWO-ROOM   SUITES, 

TheHiltonFami|y     Q  open-air  atriums  and  {)  evening  manager's  reception*  for  locations  &  reservations, 

PLEASE  VISIT  EMBASSYSUITES  COM  OR  CALL  8oo-EMBASSY  FOR  OUR  BEST  RATES.  ^UARANTEED. 
"Subject  to  state  and  local  laws.  Must  be  of  legal  drinking  age.  «2O07  Hilton  Hospitality,  Inc. 
•Embassy  BusinessLink  available  at  participating  hotels. 


'"""" 


HOTGROWTH 


Hot  Growth  Companies 


TO  WIN  A  POSITION  IN  THIS  TABLE,  a  company 
must  excel  in  three  ways.  The  selection  process 
begins  by  ranking  companies  according  to  their 
three-year  results  in  sales  growth,  earnings 
growth,  and  return  on  invested  capital.  The  ranks 
in  the  table  are  calculated  from  these  numbers.  A 
company's  composite  rank  is  the  sum  of  0.5  times 
its  rank  in  return  on  total  capital  plus  0.25  times 
its  sales-  and  profit-growth  ranks. 
COMPANIES  WERE  DRAWN  from  Standard  & 
Poor's  Compustat  database  of  10,000  publicly 
traded  corporations.  To  qualify,  a  company  must 
have  annual  sales  of  more  than  $50  million  and 
less  than  $1.5  billion;  a  current  market  value 
greater  than  $25  million;  a  current  stock  price 
of  at  least  $5;  and  be  actively  traded.  Banks, 


insurers,  real  estate  firms,  and  utilities  are 
excluded.  So  are  companies  with  significant 
declines  in  current  financial  results  or  in 
stock  price,  as  well  as  companies  where  other 
developments  raise  questions  about  future 
performance. 

SALES  AND  EARNINGS  are  the  latest  figures 
available  through  the  most  recent  12  months. 
Earnings  include  net  income  from  continuing 
operations  before  gains  or  losses  from 
extraordinary  items. 

INCREASES  IN  SALES  AND  PROFITS  are 

calculated  using  the  least-squares  method.  If 
results  for  the  earliest  year  are  negative  or  not 
available,  the  average  is  for  two  years. 


RETURN  ON  CAPITAL  is  earnings  expressed 
as  a  percent  of  total  debt  and  equity.  For  ranking 
purposes,  the  maximum  allowable  annual  return 
on  invested  capital  is  100%.  If  companies  have 
made  substantial  accounting  restatements, 
long-term  returns  may  be  averaged  for  two  years 
instead  of  three  years. 

TIME  PERIODS  VARY  according  to  the  month 
of  a  company's  fiscal  yearend.  Profitability  and 
growth  are  calculated  based  on  the  most  recentl 
available  data. 
STOCK  PRICE  DATA  are  as  of  Apr.  30, 2007. 

A  •  indicates  that  a  company  also  appeared  in 
last  year's  rankings  (BW-June  5, 2006). 
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COMPANY  (STOCK  SYMBOL) 


CURRENT  RESULT 


THREE-YEAR  AVG. 


INVESTMENT  DATA 


STOCK  PRICE 


SALES 
SMIL. 


EARNINGS 
SMIL 


MARKET 

INCREASE  (%)     RETURNON    52-WEEK  P-E       VALUE 

SALES    PROFITS  CAPITAL    HIGH-LOW    RECENT    RATIO      SMIL. 


1  Heelys  (HLYS)  Carrollton,  Tex.  214  390-1831 
The  retractable  wheels  in  its  shoes  put  roll  in  your  stroll 


224.0 


35.9 


104.1     216.5     31.9       40-27       33 


24 


895 


2  Bare  Escentuals  (BARE)  San  Francisco  415  489-5000 
Mineral-based  skin  care  products  and  cosmetics 


420.2 


56.1 


63.0      84.4     63.3        41-27 


40 


60 


3611 


3  TGC  Industries  (TGE)  Piano,  Tex.  972  881-1099 

Gravity  data  and  seismic  surveys  in  3D  for  cost-effective  oil  exploration 


71.6 


7.4 


98.0    135.1     28.4 


15-7 


10 


21 


166 


3! 


<; 


4  VASCO  Data  Security  Intl.  (VDSI)  Oakbrook  Terrace,  III.  630  932-8844  • 
Internet  authentication  technology  for  banks 


88.8 


16.4 


52.3    152.9     28.5 


23-7 


21 


50 


782 


5  Titanium  Metals  (TIE)  Dallas  972  233-1700 

Manufacturing  titanium  products  in  the  U.S.  and  Europe 


1238.0 


298.8 


45.0    165.4     28.5       48-23 


35 


21       5578 


6  Applix  (APLX)  Westborough,  Mass.  508  870-0300 

Analytic  software  makers  help  companies  keep  track  of  themselves 


57.1 


10.1         23.6    247.4     35.5 


14-7  13 


22         210 


n 


7  Under  Armour  (UA)  Baltimore  410  454-6428  • 

Wicking  away  sweat  with  its  own  brand  of  microfiber  sports  apparel 

467.3 

40.2 

53.2 

81.0 

29.1 

54-32 

51 

62 

2414 

V 

8  Dynamic  Materials  (BOOM)  Boulder,  Colo.  303  665-5700  • 

Specialized  metal  production  including  explosion-welded  clad  plates 

121.4 

20.0 

41.7 

210.4 

26.9 

40-25 

33 

20 

400 

n 

k 

9  Flotek  Industries  (FTK)  Houston  713  849-9911 

Oilfield  and  mine  services,  including  chemicals,  logistics,  and  tools 

119.7 

13.3 

93.9 

129.5 

22.2 

39-14 

39 

28 

353 

it 

10  Houston  Wire  &  Cable  (HWCC)  Houston  713  609-2100                               338.8 
Sells  specialty  wires,  cables,  and  services  to  the  electrical  distribution  market 

33.2 

28.9 

386.7 

24.2 

31-15 

29 

18 

617 

IE 

11  Hittite  Microwave  (HITT)  Chelmsford,  Mass.  978  250-3343  • 
Designs  and  develops  integrated  circuits  and  components 

138.8 

45.9 

44.2 

78.3 

27.1 

51-30 

45 

31 

1387 

n 

f 

12  Mannatech  (MTEX)  Coppell,  Tex.  972  471-7400 
Vitamins,  supplements,  skin  care,  and  diet  pills 

415.9 

33.4 

29.3 

53.6 

36.1 

20-11 

15 

13 

408 

13  Cal  Dive  International  (DVR)  Houston  281  618-0400 

Divers  and  marine  pipe  work  for  offshore  oil  and  natural  gas  companies 

539.4 

91.7 

57.7 

141.1 

18.7 

16-12 

15 

8 

1227 

3  Jo 

14  Alliance  Resource  Partners  (ARLP)  Tulsa  918  295-7600  • 

Most  of  the  coal  it  produces  and  markets  goes  to  electrical  utilities 

986.3 

170.2 

21.9 

58.2 

50.0 

44-33 

40 

13 

1452    , 

15  Cognizant  Technology  Solutions  (CTSH)  Teaneck,  N.J.  201 801-0233  • 
IT  consulting  and  outsourcing  for  multiple  industries  around  the  globe 

1424.3 

232.8 

56.4 

60.1 

22.3 

96-57 

89 

58 

12741 

si 

16  Atlas  Energy  Resources  (ATN)  Moon  Township,  Pa.  412  262-2830 
Exploiting  natural  gas  and  oi!  from  the  Appalachian  Basin 

345.9 

59.3 

43.5 

48.4 

24.7 

30-22 

29 

NA 

1086   | 

is 

17  Ceradyne  (CRDN)  Costa  Mesa,  Calif.  714  549-0421  •                                   715.0 
Its  ceramics  are  found  in  diesel  engines,  artificial  joints,  even  body  armor 

141.9 

85.3 

118.9 

16.7 

64-39 

59 

11 

1599 

k 

it' 

18  Liquidity  Services  (LQDT)  Washington  202  467-6868 
Online  auctions  that  turn  surplus  and  salvage  into  cash 

173.0 

9.4 

32.8 

33.9 

32.2 

24-9 

21 

61 

577 

T 

IV 
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J  MIL.               SMIL. 
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RATIO 
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HIGH-LOW 

RECENT 
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SMIL 

)  Quality  Systems  (QSIl)  Irvine,  Calif.  949  255-2600  • 
Designers  of  electronic  systems  to  manage  medical  and  dental  practices 

147.6 

32.4 

28.3 

45.9 

29.5 

45-29 

40 

35 

1092 

)  Tessera  Technologies  (TSRA)  San  Jose,  Calif.  408  894-0700 
Chip  packaging  for  minuscule  phones  and  video  games 

231.9 

71.1 

72.1 

65.1 

18.8 

44-25 

43 

29 

2020 

I  Zumiez  (ZUMZ)  Everett,  Wash.  425  551-1500 
Skaters  hit  the  malls  for  its  brand-name  action  sports  gear 

298.2 

20.9 

36.0 

68.0 

21.3 

43-20 

39 

54 

1100 

I  Huron  Consulting  Group  (HURN)  Chicago  312  583-8700 
Helping  businesses  succeed  through  crises  and  change 

380.3 

30.9 

41.6 

56.7 

22.9 

68-29 

61 

34 

1056 

5  Guess?  (GES)  Los  Angeles  213  765-3100  • 
Stylish  jeans  and  clothing  for  the  entire  family 

1119.9 

123.2 

24.0 

150.2 

19.7 

43-19 

39 

29 

3628 

I  Immucor  (BLUD)  Norcross,  Ga.  770  441-2051 
Automated  blood-testing  equipment  for  transfusions 

212.5 

53.9 

23.9 

63.0 

25.0 

36-16 

33 

43 

2247 

)  Ansoft  (ANST)  Pittsburgh  412  261-3200  • 
Simulation  software  for  electronic  engineering  and  design 

85.3 

20.6 

15.8 

99.2 

27.7 

34-18 

32 

41 

764 

5  Morningstar  (MORN)  Chicago  312  696-6000 
Independent  investment  research  for  individuals  and  institutions 

340.6 

54.1 

30.7 

141.8 

16.9 

55-33 

52 

45 

2199 

f  Emergent  BioSolutions  (EBS)  Rockville,  Md.  301  795-1800 
Vaccines  for  agents  such  as  anthrax 

167.0 

24.7 

35.3 

41.0 

23.5 

18-10 

13 

13 

368 

J  Super  Micro  Computer  (SMCI)  San  Jose,  Calif.  408  503-8000 
Designs  a  full  range  of  motherboards  and  server  hardware 

399.5 

20.2 

29.8 

66.5 

20.2 

12-9 

10 

17 

314 

)  Smith  Micro  Software  (SMSI)  Ahso  Viejo,  Calif.  949  362-5800 
Software  that  connects  mobile  devices  to  wireless  networks 

62.3 

9.0 

91.2 

61.2 

16.8 

21-9 

16 

47 

477 

)  Unit  (UNT)  Tulsa  918  493-7700* 
Exploring  for  and  producing  oil  and  natural  gas  in  the  U.S. 

1154.8 

301.7 

58.4 

90.0 

15.6 

65-41 

57 

9 

2652 

1  Grey  Wolf  (GW)  Houston  713  435-6100 
Oil  and  natural  gas  drilling  from  the  Gulf  of  Mexico  to  the  Rockies 

964.7 

224.3 

50.4 

421.8 

14.7 

9-6 

7 

7 

1331 

I  Ruth's  Chris  Steak  House  (RUTH)  Heathrow,  Fla.  407  333-7440 
Prime  beef,  seared  at  over  100  restaurants  around  the  world 

288.3 

24.6 

18.8 

93.1 

22.8 

23-17 

20 

19 

461 

J  Sun  Hydraulics  (SNHY)  Sarasota,  rla.  941  362-1200  • 
Produces  screw-in  hydraulic  cartridge  valves  and  manifolds 

149.0 

17.8 

25.9 

91.9 

18.6 

32-17 

31 

19 

344 

I  Aeropostale  (ARO)  New  York  646  485-5398 
Youth-oriented  casual  clothes  at  malls  across  the  U.S. 

1413.2 

106.6 

24.4 

22.5 

32.8 

44-21 

41 

21 

2125 

)  VSE  (VSEC)  Alexandria.  Va.  703  960-4600  • 
Engineering,  logistical,  and  management  services  for  government 

421.1 

9.0 

38.3 

59.1 

18.6 

54-29 

49 

13 

118 

>  Kinetic  Concepts  (KCI)  San  Antonio  210  524-9000 
Treatment  therapies  for  complex  wounds,  and  specialized  hospital  beds 

1421.2 

200.5 

21.6 

39.5 

28.4 

56-23 

50 

18 

3548 

*  Metretek  Technologies  (MEK)  Denver  303  785-8080 
Measurement  services  and  data  management  for  energy  providers 

131.0 

13.3 

44.4 

128.9 

14.7 

18-10 

12 

15 

197 

J  Bucyrus  International  (BUCY)  South  Milwaukee,  Wis.  414  768-4000 
Making  and  servicing  drills,  draglines,  and  shovels  for  surface  mining 

762.8 

73.7 

29.5 

240.0 

14.7 

65-38 

63 

27 

1981 

)  Select  Comfort  (SCSS)  Minneapolis  763  551-7000 
Its  beds'  firmness  is  customized  by  the  sleeper  with  a  remote  control 

810.3 

46.1 

21.0 

21.9 

34.8 

28-17 

19 

22 

919 

)  Eagle  Materials  (EXP)  Dallas  214  432-2000 
Manufactures  materials  such  as  cement,  wallboard,  and  concrete 

922.4 

202.7 

25.2 

46.8 

21.1 

70-32 

45 

11 

2137 

I  Arena  Resources  (ARD)  Tulsa  918  747-6060 
Exploration  and  production  of  oil  and  natural  gas  holdings  in  the  U.S. 

66.0 

25.4 

158.3 

210.6 

12.7 

51-26 

47 

28 

696 

1  Korn/Ferry  International  (KFY)  Los  Angeles      310  552-1834  • 
This  executive  recruiter  finds  managers,  board  members,  and  CEOs 

652.4 

62.3 

22.2 

117.4 

16.1 

25-18 

24 

17 

1004 

1  Jos.  A.  Bank  Clothiers  (JOSB)  Hampstead,  Md.  410  239-2700 
Designs  and  sells  its  own  brand  of  formal  and  casual  men's  attire 

546.4 

43.2 

22.4 

382 

21.5 

43-22 

39 

16 

697 

1  Gulfport  Energy  (GPOR)  Oklahoma  City  405  848-8807 
Oil  and  natural  gas  production  along  Louisiana's  Gulf  Coast 

76.3 

32.3 

52.0 

308.1 

12.7 

16-10 

15 

16 

497 

i  ITT  Educational  Services  (ESI)  Carmel,  Ind.  317  706-9200 
Offering  technical  undergraduate  or  graduate  degrees  in  33  states 

785.6 

125.6 

13.0 

28.1 

36.2 

100-62 

97 

33 

3959 

i  Tempur-Pedic  International  (TPX)  Lexington,  Ky.  800  878-8889 
Makes  mattresses  with  patented  foam  materials 

982.5 

115.2 

25.1 

42.8 

19.4 

29-13 

26 

19 

2175 

Reliv  International  (RELV)  Chesterfield,  Mo.  636  537-9715  • 
Its  nutritional  supplements  are  added  to  water  or  juice 


121.2 


15.3      23.3     35.2 


12-6  11 


22 


177 


Mariner  Energy  (ME)  Houston  713  954-5500 

Deepwater  and  land-based  oil  and  natural  gas  exploration  and  drilling 


790.7 


148.5 


75.5      33.2     15.8       23-15        23 


12       1948 
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75  Tidewater  (TDW)  New  Orleans  504  568-1010  1125.3 

Supplier  to  energy  companies  with  tleet  of  offshore  marine  service  vessels 


356.6 


76  LSB  Industries  (LXU)  ma  City  405  235-4546 

Makes  heating  and  a  systems,  and  chemicals 


527.5 


24.0 


15.1      83.1      14.5 


17-8         16 


77  Smith  &  Wesson  Holding  ( 5WHC)  Springfield,  Mass.  800  331-0852 
The  country's  largest  handgun  maker  now  produces  rifles 


206.1 


12.0 


20.6    100.7      13.3 


15-6         14 
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49  Diodes  (DIOD)  Westlake  Village,  Calif.  805  446-4800* 

Semiconductors  for  everything  from  laptops  to  digital  cameras 

361.7 

51.8 

33.7 

64.1 

15.2 

48-32 

37 

20 

963 

50  Pioneer  Drilling  (PDC)  San  Antonio  210  828-7689 
Contract  oil  and  natural  gas  drilling  in  the  U.S. 

416.2 

84.2 

54.1 

180.3 

12.6 

17-11 

14 

8 

680 

51  A.M.  Castle  (CAS)  Franklin  Park,  III.  847  455-7111 

Supplies  metal  alloys  and  plastics  wholesale  across  the  U.S. 

1273.8 

54.9 

29.1 

80.7 

14.7 

44-23 

34 

12 

567 

52  Penn  Virginia  Resource  Partners  (PVR)  Radnor,  Pa.  610  687-8900 
These  coal  mine  owners  also  transport  and  process  natural  gas 

506.9 

82.0 

133.2 

48.1 

14.4 

32-23 

29 

17 

1336 

53  Middleby  (MIDD)  Elgin,  III.  847  741-3300 
Maker  of  commercial  ovens  and  ranges 

412.1 

45.0 

18.3 

31.9 

22.8 

144-73 

137 

25 

1092  % 

54  Sotheby's  (BID)  New  York  212  606-7000 

Auctioning  antiques,  books,  and  art  since  1744 

716.2 

127.8 

25.0 

31.2 

19.6 

53-23 

52 

25 

3404 

55  Raven  Industries  (RAVN)  Sioux  Falls,  S.D.  605  336-2750 
Produces  plastic  sheeting,  GPS  equipment,  and  electronics 

217.5 

25.4 

15.7 

23.8 

27.9 

43-25 

29 

21 

522 

56  Ventana  Medical  Systems  (VMSI)  Tuscon  520  887-2155* 

Automated  instruments  for  medical  testing  and  drug  discovery 

248.6 

44.6 

21.5 

67.8 

15.3 

50-37 

49 

40 

1636 

57  ExIService  Holdings  (EXLS)  New  York  212  277-7100 
Global  outsourcing  for  any  facet  of  your  business 

140.1 

17.4 

41.9 

61.6 

14.4 

29-15 

21 

31 

595 

58  Lufkin  Industries  (LUFK)  Lufkin,  Tex.  936  634-2211  • 

Makes  oilfield  equipment,  industrial  gearboxes,  and  trailers 

620.2 

75.6 

32.8 

104.9 

13.9 

71-49 

62 

12 

929 

59  Labor  Ready  (LRW)  Tacoma,  Wash.  253  383-9101  • 

Places  more  than  half  a  million  laborers  and  skilled  workers  a  year 

1342.3 

75.4 

15.2 

64.1 

18.4 

28-15 

22 

15 

1099 

60  Cabot  Oil  &  Gas  (COG)  Houston  281  589-4600 

Exploring  and  exploiting  natural  gas  and  oil  wells  across  North  America 

738.8 

316.6 

15.7 

119.1 

15.1 

37-19 

36 

11 

3504 

61  Pharmaceutical  Product  Develop.  (PPDI)  Wilmington,  NO.  910  251-0081  • 
R&D  expertise  for  drugmakers,  biotechs,  and  medical-device  makers 

1280.6 

156.8 

20.1 

48.3 

16.4 

41-30 

36 

27 

4243 

62  GulfMark  Offshore  (GMRK)  Houston  713  963-9522 

Transport  fleet  and  deep-sea  services  for  oil  and  gas  drillers 

268.8 

107.8 

26.6 

507.1 

12.5 

50-23 

48 

10 

1079! 

63  Portfolio  Recovery  Associates  (PRAA)  Norfolk,  Va.  888  772-7326 
Consumer  debt  purchasing  and  collection 

197.0 

46.6 

30.5 

29.5 

16.1 

57-38 

56 

19 

890  1 

64  DXP  Enterprises  (DXPE)  Houston  713  996-4700 

Machinery  and  maintenance  for  mining,  energy,  and  food  service 

300.9 

13.1 

22.1 

80.9 

14.3 

59-21 

49 

21 

249 

65  Amedisys  (AMED)  Baton  Rouge,  La.  225  292-2031* 

Home  health-care  and  hospice  services  provided  across  the  U.S. 

567.5 

44.2 

57.2 

63.7 

12.5 

35-24 

31 

17 

812 

66  Acme  United  (ACU)  Fairfield,  Conn.  203  254-6060 

Designing  and  distributing  school  and  office  supplies,  and  first  aid  kits 

56.8 

3.8 

17.3 

40.1 

18.0 

16-13 

15 

15 

53 

67  Gymboree  (GYMB)  San  Francisco  415  278-7000 

Selling  its  brands  of  baby  and  children's  clothing  in  mall  stores 

791.6 

71.2 

11.4 

44.9 

18.9 

49-29 

38 

18 

1213 

68  Meridian  Bioscience  (VIVO)  Cincinnati  513  271-3700 

Medical-testing  supplies  as  well  as  research  antigens  and  antibodies 

116.0 

21.1 

17.9 

37.6 

17.4 

31-19 

30 

38 

78C 

69  Forward  Air  (FWRD)  Greeneville,  Tenn.  423  636-7000 

Guarantees  on-time  freight  delivery  with  a  massive  surface  fleet 

357.8 

48.2 

13.5 

24.4 

22.6 

44-29 

31 

20 

92C| 

70  Altera  (ALTR)  San  Jose,  Calif.  408  544-7000* 

Programmable  chips  and  circuits  for  electronic  equipment  and  services 

1297.6 

339.6 

15.3 

24.8 

21.2 

23-16 

23 

24 

■ 

811£t 

71  Universal  Stainless  &  Alloy  Prods.  (USAP)  Bndgeville,  Pa.  412  257-7600 
Makes  steel  products  for  industries  from  aerospace  to  heavy-equipment 

215.2 

23.5 

43.2 

70.0 

12.4 

54-22 

45 

13 

29:-) 

72  inVentiv  Health  (VTIV)  Somerset,  N.J.  800  416-0555* 

Services  for  diug  companies,  from  clinical  trials  to  marketing 

814.5 

49.4 

51.3 

67.7 

12.3 

40-25 

38 

23 

11781 

73  FUR  Systems  (FUR)  Wilsonville,  Ore.  503  498-3547 
Makes  thermal  imaging  tools  and  infrared  cameras 

619.0 

114.5 

20.8 

30.8 

16.4 

44-21 

40 

27 

2666 1 

74  DSW  (DSW)  Columbus.  Ohio  614  237-7100* 

Its  stores  provide  men's  and  women's  brand-name  shoes  at  a  discount 

1279.1 

65.5 

17.5 

57.2 

15.2 

45-27 

39 

26 

170' 

20.6     107.2     13.4       67-40        63         10       352J' 


18         27" 


78  Magellan  Midstream  Partners  (MMP)  Tulsa  918  574-7000  1236.3 

Pipelines  and  terminals  transport  refined  petroleum  and  ammonia 
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194.1 


38.6      31.2     14.1        53-33        51        23       337C 


TURBO 

SEARCH  ENGINE. 


linked  to  over  7,000,000  destinations.  And  with  its  240-hp  i-VTEC8  turbo  engine,  you  might  see 
m  all.  The  RDX  with  Technology  Package  even  knows  where  traffic,- is,  so  you  can  be  somewhere 

%.   ACURA 

!.  Visit  acura.com/rdx  or  call  1-800-To-Acura.  The  all-new  AcuraROX.  T  EC  H  N  OC  H  A  R  C  ED  advance. 

M  ■■     ■ 
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HOTGROWTH 


COMPANY  (STOCK  SYMBOL) 

CURRENT  RESULT 

THREE-YEAR  AVG. 

INCREASE  (%)     RETURNON 
SALES     PROFITS  CAPITAL 

INVESTMENT  DATA 

SALES 
SMIL. 

EARNINGS 
SMIL. 

STOCK  PRICE 

P-E 
RATIO 

MARKET 
VALUE 
SMIL. 

52-WEEK 

HIGH-LOW 

RECENT 

79  Concur  Technologies  (CNQR)  Redmond,  Wash.  425  702-8808  • 
Streamlined  corporate  travel  and  expense  management 

114.5 

34.9 

20.4 

221.6 

12.2 

20-12 

18 

20 

670 

80  Balchem  (BCPC)  New  Hampton,  N.Y.  845  326-5600 

Materials  for  medical  sterilization,  food  production,  and  animal  feeds 

103.9 

12.9 

18.3 

30.3 

15.7 

20-13 

18 

26 

328 

81  Comtech  Telecommunications  (CMTL)  Melville,  N.Y.  631  962-7000 
Develops  satellite  hardware  and  microwave  amplifiers 

397.7 

49.5 

31.7 

67.1 

11.5 

40-26 

38 

20 

876 

82  Actuant  (ATU)  Butler,  Wis.  414  352-4160 

Creates  position-  and  motion-control  systems 

1325.3 

96.0 

27.8 

58.1 

12.6 

68-42 

53 

17 

1452 

83  Cybex  International  (CYBI)  Medway,  Mass.  508  533-4300 

Producing  and  marketing  a  variety  of  fitness  and  exercise  equipment 

132.7 

20.8 

12.0 

151.3 

13.0 

8-5 

7 

5 

114 

84  NETGEAR  (NTGR)  Santa  Clara,  Calif.  408  907-8000  • 

Networking  products  for  home  and  office,  from  routers  to  firewalls 

619.9 

45.3 

23.5 

46.1 

13.6 

36-17 

34 

26 

1141 

85  Teledyne  Technologies  (TDY)  Thousand  Oaks,  Calif.  805  373-4545 
High-tech  equipment  for  markets  from  aerospace  to  energy 

1488.6 

82.9 

19.4 

40.7 

14.5 

48-29 

44 

19 

1531 

86  RBC  Bearings  (ROLL)  Oxford,  Conn.  203  267-7001 

Designing  and  selling  specialized  ball  and  roller  bearings  since  1919 

300.8 

27.7 

16.7 

223.4 

11.8 

38-20 

38 

28 

786 

87  Tween  Brands  (TWB)  New  Albany,  Ohio  614  775-3500 
Fashion  for  the  preteen  mall  set 

883.7 

64.8 

13.7 

31.4 

15.4 

45-31 

39 

20 

1257 

88  MICROS  Systems  (MCRS)  Columbia,  Md.  443  285-6000  • 

Infotech  products  for  entertainment,  retail,  and  hospitality  industries 

756.0 

74.0 

19.6 

44.6 

14.1 

58-36 

55 

30 

22081 

89  Knight  Transportation  (KNX)  Phoenix  602  269-2000 
Regional  and  national  trucking 

681.9 

73.8 

25.3 

27.4 

14.0 

21-16 

19 

23 

1678! 

90  Cascade  (CAE)  Fairview,  Ore.  503  669-6300 

Designs  and  markets  products  for  heavy-lifting  machines 

478.9 

45.5 

17.1 

36.2 

14.5 

66-35 

62 

18 

7481 

91  Trimble  Navigation  (TRMB)  Sunnyvale,  Calif.  408  481-8000  • 
GPS  for  markets  from  defense  to  farming 

1000.0 

106.5 

19.8 

37.7 

14.2 

29-20 

29 

32 

3204' 

92  Microchip  Technology  (MCHP)  Chandler,  Ariz.  480  792-7200 

Chips  for  the  auto,  communications,  and  other  high-tech  markets 

1039.7 

357.0 

13.7 

34.9 

14.8 

42-31 

40 

25 

8715! 

93  Genesco  (GCO)  Nashville  615  367-7000 

Its  retail  stores  market  footwear  and  children's  fashions 

1460.5 

68.2 

19.9 

31.8 

14.2 

51-26 

51 

19 

1153: 

94  Covance  (CVD)  Princeton,  N.J.  609  452-4440 

Drug  development  services  from  research  to  commercialization 

1449.4 

150.5 

13.5 

23.8 

15.0 

69-56 

61 

26 

38681 

95  Rofin-Sinar  Technologies  (RSTI)  Plymouth,  Mich.  734  455-5400  • 
Designs,  builds,  and  markets  lasers 

453.5 

51.2 

17.6 

44.6 

12.9 

69-49 

66 

21 

1023 

96  VCA  Antech  (WOOF)  Los  Angeles  310  571-6500 

Veterinary  lab  services  and  over  375  animal  hospitals  across  the  U.S. 


1014.3 


104.2 


22.0      31.4     12.6        41-28        39        32       3295' 


97  Wabtec  (WAB)  Wilmerding,  Pa.  412  825-1000                                             1139.5 
Produces  and  services  rail  and  transit  equipment 

92.0 

15.9 

59.3 

11.4 

40-25 

37 

20 

1793 

98  K-Tron  International  (KTII)  Pitman,  N.J.  856  589-0500                                162.9 
Designing,  manufacturing,  and  servicing  industrial  conveyors  and  feeders 

15.4 

15.0 

46.5 

12.4 

84-47 

83 

15 

222 

99  Copart  (CPRT)  Fairfield,  Calif.  707  639-5000  547.8 

Sells  salvaged  vehicles  to  dismantlers,  rebuilders,  and  used-car  dealers 


124.7 


14.9      25.7      13.8        31-24        29 


22       2644 


100  EZCORP  (EZPW)  Austin  512  314-3400 

Pawnshops,  payday  and  short-term  loans  in  13  states 


342.5 


34.7 


14.9      52.6      11.9 


18-9         15 


19         615' 


ALPHABETICAL 

5NDEX0F 

company: 

ihe  number  i 
follows  eac! 
company  na 
indicates  its 

ranking  in  the 
table 


Acme  United  66 

Actuant  82 

Aeropostale  34 

All  ancs  Resource  Partners  14 

i    , 

ui 

. '■'■.'  ■,..,  jgjjg 

I 


Ca 

Cascade  9C 
Castle  'A  M.) 
Csraclyne  :7 
Cognizant  Tech', 

Comtecn  ieleco. 


si  38 


■ 
i  SI 


Concur  Technologies  79 

Copart  99 

Covance  94 

Cybex  International  83 

Diodes  49 

DSW74 

OXP  Enterprises  64 

Dynamic  Materials  8 

Eagle  Materials  40 

Emergent  BioSolutions  27 

ExIService  Holdings  57 

EZCORP  100 

FUR  Systems  73 

f'j'ek  Industries  9 

F. 'ward  Air  6S 

G''-.esco93 

.Jl.-:SS?Z1 

■■.  M3,-ki..!-,i,ore62 
GulfpbiiEneri  ,  44 


Gymboree  67 

Heelysl 

Hittite  Microwave  11 

Houston  Wire  &  Cable  10 

Huron  Consulting  Group  22 

lmmucor24 

inVentiv  Health  72 

ITT  Educational  Services  45 

Jos.  A.  Bank  Clothiers  43 

Kinetic  Concepts  36 

Knight  Transportation  89 

Korn/ferry  International  42 

K-Tron  International  98 

Labor  Ready  59 

Liquidity  Services  18 

LSB  Industries  76 

Lufkin  Industries  58 

Magellan  Midstream  Partners  78 

Mannatech  12 

Mariner  Energy  48 


Meridian  Bioscience  68 

Metretek  Technologies  37 

Microchip  Technology  92 

MICROS  Systems  88 

Middleby  53 

Morningstar26 

NETGEAR  84 

Penn  Virginia  Resource  Partners  52 

Pharmaceutical  Product  Develop.  61 

Pioneer  Drilling  50 

Portfolio  Recovery  Associates  63 

Quality  Systems  19 

Raven  Industries  55 

RBC  Bearings  86 

Reliv  International  47 

Rofin-Sinar  Technologies  95 

Ruth's  Chris  Steak  House  32 

Select  Comfort  39 

Smith  &  Wesson  Holding  77 


Smith  Micro  Software  29 

Sotheby's  54 

Sun  Hydraulics  33 

Super  Micro  Computer  28 

Teledyne  Technologies  85 

Tempur-Pedic  International  46 

Tessera  Technologies  20 

TGC  Industries  3 

Tidewater  75 

Titanium  Metals  5 

Trimble  Navigation  91 

Tween  Brands  87 

Under  Armour  7 

Unit  30 

Universal  Stainless  &  Alloy  71  , 

VASCO  Data  Security  Intl.  4    i 

VCA  Antech  96 

Ventana  Medical  Systems  56  j 

VSE35 

Wabtec  97 

Zumiez  21 
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Investment  Showcas 


The  U.S.  economy 

grew  1.3%  in  the 

1st  quarter  of  2007 


Don 't  let  underperforming 
U.S.  markets  keep  you  from       ^ -^ 
achieving  chartbusting  returns  -     W&    A 

TAP  INTO  THE  LARGEST  MARKET  IN  THE 

GROWING  ECONOMY  IN  THE  WORLD! 


www.GwwthStockGuru.am  | 


Diversify  Your  Portfolio  with 
Emerging  Settors  and  Gain 
Exposure  to  a  Hot  Chinese  Company 
That  Trades  on  the  NASDAQ  OTCBB: 


tellow  qrcwth  Investors. 

If  you  visit  any  city  in  China  you  will  see  them:  MOBILE  PHONES. 
Currently,  the  Chinese  mobile  market  is  growing  rapidly  and  , 
mobile  operators  are  being  engoged  in  competition  to  create 
new  demand.  It  is  expected  that  over  600  million  Chinese  , 
people-^,  of  the  total  population  -  will  subscribe  to  a 
mobile  communication  service  by  20 10.  This  represents . 
unbelievable  opportunity  for  investors  looking  to  gain  exposure 
within  o  sector  that  is  poised  for  accelerated  growth  injhe  ■ 
years  tocome.  This  sector  is  the  telecommunicatiomsector  in  ■ 
China.  It's  the  worlds  largest  telecom  market  by  far  -  d\  I 
the  U.S.,  Europe  and  neighboring  Japan  -  but  it's  still  a  fraction 
of what  it  will  be  soon  be1. 


■      %F'™ ' 
S*4l       I  J 


Download  the  Full  Reportfor  Free  at  www.GrowthStockGuru.com 


INVESTMENT  HIGHLIGHTS 

•  China  has  the  largest  mobile  phone  market  in 
the  world. 

1  Mobile  subscribers  are  expected  to  total  more 
than  600  million  by  2010. 

•  GZGT's  revenues  jumped  91%  in  2006,  and  are 
projected  to  grow  44%  in  2007, 67%  in  2008 
and  39%  in  2009 

•  The  Chinese  telecom  and  mobile  phone  handset 
market  for  enterprises  has  huge  room  for  growth 
as  current  penetration  rates  are  estimated  at  only 
between  25%  and  30%. 

1 6ZGT  has  partnered  with  China's  largest  3 
telecommunications  providers  -  China  Mobile, 
China  Unicom  and  China  Telecom. 

'  GZGT's  major  carrier  partnerships  account  for 
nearly  $50  billion  in  revenues. 

•  Shares  appear  attractive  given  the  company's 
position  in  an  unsaturated  industry. 

•  GZGT  is  poised  to  capture  significant  share  of  the 
evolving  mobile  market  and  mobile  user  usage 
of  new  enterprise  services  tailored  for  "on  the  go" 
use.  A  larger  customer  base  coupled  with  the  in- 
troduction of  new  mobile  solutions  will  continue 
to  fuel  revenue  growth  and  transpire  into 

a  higher  GZGT  valuation. 
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\  The  Corporation 


Counterfeits 


Faking  Out  the  Fakers 


Faced  with  a  tidal  wave 
of  counterfeit  goods, 
companies  are  turning  to 
secretive  sci-fi  technology. 
But  crooks  catch  on  fast 


BY  ERIC  SCHINE 

NEXT  TIME  YOU  FILL  UP  AT  THE 
pump,  there's  a  good  chance  you'll  be 
injecting  billions  of  nanoparticles  into 
your  tank.  These  marker  molecules  are 
in  much  of  the  gasoline  at  U.S.  pumps, 
allowing  gas  companies  to  determine 
whether  the  fuel  you're  buying  is  the 
real  stuff  or  some  adulterated  mix.  If  you  think  that' s 
weird,  a  similar  organic  tracing  compound  may  one  day 
be  coursing  through  your  alimentary  canal  as  you  sip  a 
scotch  on  the  rocks. 

After  years  of  taking  abuse  from  counterfeiters, 
companies  and  even  nations  are  turning  to  advanced 
technologies  to  win  back  control  of  their  brands  and 
ward  off  accidents  associated  with  fakes.  The  European 
Union  and  the  U.S.  are  lurching  toward  creating  anti- 
counterfeiting  standards,  but  companies  aren't  waiting. 
They're  applying  the  latest  advances  in  molecular  sci- 
ence and  nanotechnology:  injecting  their  products  with 
nanotracers,  dyeing  them  with  invisible  DNA  markers, 
and  engraving  them  with  microscopic  laser  etchings. 
Stores,  customs  officials,  or  investigators  will  soon  be 
able  to  see  whether  a  product  is  real  or  fake  by  scan- 
ning it  with  a  handheld  reader  and,  in  some  cases,  by 
matching  it  against  an  electronic  database.  In  the  most 
ambitious  schemes,  every  glass  bottle,  plastic  container, 
paper  package,  handbag,  and  pair  of  sneakers  will  have 
its  own  unique  passport. 

AztraZeneca  PLC  is  pushing  this  technology  about 
as  far  as  it  can  go.  Outraged  by  the  way  counterfeiters 
have  brazenly  marketed  fake  drugs  under  its  brand,  the 
pharma  giant  has  begun  applying  multiple  layers  of 
safeguards  to  100  million  packs  of  its  ulcer  medicine 
Nexium.  Each  blister  pack  of  30  pills  contains  a  hidden 
molecular  tag,  a  seal  that  fractures  upon  opening,  and  a 
hologram  to  reassure  cusfc  mers. 
All  of  this  raises  costs  for  v  ould-  ERSATZ  JORDANS: 
be  counterfeiters,  althoiih  it  A  Hamburg  haui 
hardly  holds  them  at  bay.  E  at  the 
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Counterfeits 


next  stage  of  the  scheme,  now  in  a  pilot 
program,  could  raise  the  bar  substantial- 
ly if  it  were  adopted  in  countries  around 
the  world.  It  will  require  pharmacies  to 
scan  advanced  bar  codes  on  each  pack- 
age describing  exactiy  when  and  where 
the  contents  were  produced. 

When  the  code  is  scanned,  the  informa- 
tion embedded  in  it,  including  a  random 
serial  number,  is  instandy  matched  against 
a  database.  A  match  can 
only  occur  once.  If  any 
serial  number  pops  up  a 
second  time,  investigators 
are  alerted.  "We  believe 
[the  numbers]  cannot  be 
copied,"  says  David  Teale, 
AstraZeneca's  director  of 
product  security.  To  fur- 
ther authenticate  a  batch 
of  drugs,  the  investigators 


High  Stakes, 
High  Tech 

Deterrents  to 

counterfeiting  range  from 

minuscule  biological 

tags  to  sophisticated 

algorithms: 


The  Federal  Aviation  Administration  cur- 
rently estimates  that  2%  of  the  26  million 
airplane  parts  installed  each  year  are 
counterfeit— or  520,000  parts.  "If  you 
can  make  it,  they  can  fake  it,"  says  Ed 
Dietrich  of  Reconnaissance  Internation- 
al, an  anti-counterfeiting  consultancy. 

Some  security  players,  such  as  East- 
man Kodak  Co.,  opt  to  protect  their 
anti-counterfeiting  systems  as  trade  se- 
crets rather  than  patent 
them  and  create  a  pa- 
per trail  that  would-be 
pirates  could  scrutinize. 
Their  reticence  is  under- 
standable. Counterfeit- 
ers—well financed,  and 
sometimes  backed  by  or- 
ganized crime— often  can 
figure  out  how  to  fake 
the  codes  and  holograms 


both  AstraZeneca  and  Royal  Dutch  Sht 
PLC,  among  others.  Since  late  200 
Authentix  markers  have  helped  weed  oi 
20  wholesalers  suspected  of  mixing  the 
Shell-branded  gas  with  a  cheaper  varie 
before  passing  it  along  to  filling  station 
In  Brazil,  where  gas  is  routinely  dilute 
with  industrial  solvents,  the  oil  compai 
ran  a  successful  marketing  campaig 
for  its  tagged  gasoline  under  the  bann 
"Shell  DNA."  The  idea  was  to  reassu 
consumers  that  Shell's  fuel  is  constant 
being  checked  for  Authentix'  markers. 
Some  of  the  most  ingenious  solutioi 
are  being  deployed  in  the  luxury  mark* 
Florence-based  Solos  bonds  minuscu 
tags  to  fancy  leather  goods.  Israel's  A 
vanced  Coding  Systems  Ltd.  weaves 
magnetic  filament  into  high- end  appan 
A  Belgium-based  European  consortiu 
called  Naginels  offers  a  laser  engravir 


GENETICS 

Applied    DNA    Sciences    weaves    genetic 

material    from    plants    into    encrypted 

sequences  and  embeds  them  in  copyproof 

inks,    labels,    textiles,    and    other 

materials.  Inspectors  read  the 

marker  by  swabbing  it  with 

detector  pens. 


FINGERPRINTS 

Under  a  microscope,  every  material  has  a 

unique  visual  pattern,  which  can  be  reduced 

to  a  string  of  numbers.  ID'ing  one  spot  on 

a  bag,  bottle,  or  article  of  clothing, 

Signoptic  creates  such  a  string 

and  stores  it  in  a  secure 

database. 


NANOTECH 

Molecules  that  are  billionths  of  a  meter  in  siz; 

form  "taggants"  that  are  visible  only  under  i 

certain  types  of  energy  beams.  Authentix 

mixes  these  and  other  markers  into 

fuels,  packaging,  inks,  plastics, 

and    even    foods    and 

medicine. 


can  check  packages  for  hidden  tags  using 
special  readers. 

There's  no  shortage  of  companies 
seeking  to  supply  such  security  systems 
to  the  likes  of  AstraZeneca.  Xerox,  3M, 
Kodak,  NCR,  and  hundreds  of  smaller 
companies  have  all  redoubled  their  mar- 
keting efforts  in  recent  months  for  a  sim- 
ple reason:  Counterfeiting  has  reached 
towering  proportions.  According  to  the 
International  Chamber  of  Commerce, 
businesses  lose  about  $600  billion  a  year 
to  counterfeiters,  a  figure  that's  on  track 
to  grow  to  $1.2  trillion  by  2009. 

Fakes  take  a  heavy  toll  on  profits  in 
the  $80  billion  luxury-brand  sector— 
the  likes  of  Hermes  and  LVMH  Moet 
Hennessy  Louis  Vuitton.  But  counterfeit 
wares  can  also  injure  and  kill  people. 
Cell  phones  have  exploded  because  they 
contained  counterfeit  batteries.  Auto- 
makers have  discovered  fake  brake  pads 
made  of  compressed  grass  trimmings. 


designed  to  outsmart  them,  and  there's 
no  reason  to  assume  nanotech  (the  sci- 
ence of  materials  measured  in  billionths 
of  a  meter)  is  beyond  their  ken.  "The 
half-life  of  a  security  system  is  a  year  or 
six  months  before  someone  is  nipping 
at  your  heels,"  says  Patrick  K.  Higgins, 
director  of  business  development  for  JDS 
Uniphase  Corp.'s  Flex  Products  Group. 

SKYROCKETING  SALES 

ALTHOUGH  THE  authentication  indus- 
try is  still  small,  with  estimated  sales 
of  just  $500  million,  if  s  growing  at 
a  clip  of  10%  to  15%  a  year.  For  some 
startups,  business  is  expanding  much 
faster.  Dallas-based  Authentix  Inc.  uses 
technology  acquired  from  Los  Alamos 
National  Laboratory  to  trace  gasoline, 
pharmaceuticals,  and  beverages.  The  six- 
year-old  privately  held  company's  sales 
are  increasing  at  a  35%  pace,  to  $25 
million  last  year.  Authentix  works  with 


technique  that  etches  code  so  tiny  eai 
letter  or  number  measures  just  3.5  n 
crons  in  height.  (Thirty  of  these  lette 
would  span  the  width  of  a  human  hairi 

Luxury  companies  rarely  answer  que 
tions  about  how  they're  using  such  tea 
nology.  But  clearly,  someone  is  buyin 
Signoptic  Technologies,  a  French  start' 
near  Lyon,  counts  a  dozen  or  so  Europi 
an  luxury  and  pharma  clients  who  ha 
signed  on  to  authenticate  their  produc: 
and  it  has  just  opened  an  office  in  Bostc 
Signoptic  has  a  patent  for  a  process  tr' 
takes  the  equivalent  of  a  fingerprint 
each  handbag,  plastic  bottle,  or  par.1 
package  as  it  rolls  off  the  line,  turns  tt: 
into  code,  and  stores  it  in  a  database  i | 
tailers  can  access  to  verify  a  product. 

Companies  don't  need  to  spend  me£ 
bucks  to  get  a  modicum  of  protecticfl 
That's  a  good  thing,  because  even  yc  [ 
basic  bottle  of  $10  wine  can  be  fak<|| 
Typically,  a  counterfeiter  in  China 
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^  this  baby  does  zero  to  market  in  record  time. 

In  the  past  ten  years,  new  model  releases  have  increased  by  a  third.  How  do  you  get  to  market  faster? 
IBM's  unique  expertise  in  business  consulting  and  technology  is  already  helping  leading  OEMs  and 
suppliers  increase  efficiency  and  cut  design  time  by  up  to  40%.  From  PLM  solutions  to  manufacturing 
best  practices,  we're  helping  ideas  jump  from  sketches  to  showroom  floors.  Want  innovation  for 
speed?  Talk  to  the  innovator's  innovator.  Call  on  IBM.  To  learn  more,  visit  ibm.com/automotive 

what  makes  you  special? 


H 


IBM,  the  IBM  logo,  ibm.com,  Innovator's  Innovator' and  What  Make 
United  States  and/or  other  countries.  Other  company,  product  andsi 


lered  trademarks  or  trademarks  of  Interna 
-be  trademarks  or  service  marks  of  others  ©Copyi. 


oak 


The  Corporation 


Thailand  will  collect  or  fabricate  Bor- 
deaux botdes,  refill  them  from  tanks 
of  cheap  wine,  and  affix  a  false  label. 
Since  2005,  Geneva-based  Algoril  has 
signed  up  nearly  two  dozen  Bordeaux 
producers.  For  a  few  cents  per  bot- 
de,  Algoril  prints  labels  that  give  each 
one  its  own  code,  which  customers  can 
match  against  a  database  using  their  cell 
phones.  Dominique  Meneret,  who  just 
signed  up  with  Algoril  for  his  Domaine 
de  Courteillac  and  Chateau  de  Brondeau 
wines,  hasn't  yet  been  faked,  but  "I 
prefer  to  take  insurance  for  the  future," 
he  says. 

A  WIDE  NET 

ALTHOUGH  STILL  TINY,  companies  like 
Signoptic  and  Algoril  have  caught  the 
attention  of  the  French  government  and 
European  bodies  that  are  attempting  to 
come  up  with  a  Continent-wide  authen- 
ticating standard.  "Our  first  priority  is 
the  health  and  safety  of  the  consumer," 
says  Pierre  Delval,  a  former  adviser  to 
the  French  Ministry  of  Industry  who 
now  works  for  the  47-member  Council 
of  Europe.  "We  need  to  elevate  counter- 
feiting to  a  criminal  offense  in  Europe, 
but  we  can  only  do  so  if  we  have  irrefut- 
able proof  of  fakery.  Technologies  like 
Signoptic  and  Algoril  help." 

The  problem  with  these  database  sys- 
tems is  that  determined  hackers  could 
break  into  them  and  plant  bogus  codes 
corresponding  to  fake  wines  or  any  oth- 
er product.  That's  why  many  large-scale 
consumer  brands  and  manufacturers 
opt  for  a  layered  approach,  wherein  sev- 
eral technologies  are  combined  in  one 
product.  When  Germany's  Beiersdorf 
started  receiving  complaints  from  con- 
sumers in  Russia  about  its  Nivea  brand 
shampoo,  the  company  investigated 
and  found  that  some  30%  of  the  bottles 
on  store  shelves  in  Russia  were  fake. 

Beiersdorf  turned  to  its  subsidiary, 
Tesas  Scribos,  which  had  invested  $25 
million  to  develop  a  four-layer  secu- 
rity system  using  techniques  ranging 
from  a  simple  hologram  visible  to  the 
eye  to  encrypted  microdata  only  read- 
able with  a  digital  decoder.  By  com- 
bining this  technology  with  an  inten- 
sive investigation,  Beiersdorf  was  able 
to  crack  the  counterfeiting  ring  within 
six  months.  ■ 


BusinessWeek  weekend 


TELEVISION:  For  more  on  the  high-te  :r  develop- 
ments in  fighting  counterfeiters,  w  .  .  ;kly  TV 
show,  BusinessWeek  Weekend 

To  see  video  clips  or  find  your  locals     on; 
by  Zip  Code  go  to  BusinessWeekwee-.end.com. 
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A  BIG  WINDOWS 
CLEANUP 

China  is  discovering  that  it  pays  offto  sell  PCs 
that  contain  legitimate  Microsoft  software 


BY  JAY  GREENE 

DOU  SIMIN  IS  READY 
to  go  straight.  The 
26-year-old  engineer 
owns  a  PC  with  a  boot- 
legged copy  of  Micro- 
soft Corp.'s  Windows 
operating  system.  But 
now  he's  considering  replacing  it  with 
a  new  machine  loaded  with  the  genu- 
ine article.  "I  support  using  legitimate 
software,"  Dou  says  as  he  looks  over 
the  computers  on  display  at  Buynow,  a 
bustling  four-story  electronics  mall  in 
Shanghai.  Scanning  a  flyer  from  Micro- 
soft, he  allows  that  legal  software  "has 
great  compatibility  and  stability." 

Chalk  one  up  for  Microsoft.  Not  long 
ago,  it  was  easy  to  find  knock- off  copies 
of  Windows  and  just  about  any  other 
program  in  China,  but  much  of  that 
business  has  moved  into  back  alleys  or 
onto  the  Internet.  These  days  82%  of 
the  software  installed  on  Chinese  PCs  is 
counterfeit,  the  Business  Software  Alli- 
ance said  on  May  15.  While  that  may  not 
sound  like  much  of  a  victory,  if  s  down 
from  92%  in  2003,  the  Washington- 
based  trade  group  estimates. 

As  the  world's  biggest  software  mak- 
er, Microsoft  has  lost  billions  to  pirates 
in  China.  But  its  battiefield  record  is 
improving.  Over  the  past  decades,  Mi- 
crosoft has  p<    red  more  than  $1  billion 


into  research  and  development  in  Chi: 
and  building  partnerships  with  univtil 
sities  there.  That  effort  paid  off  a  yeel 
ago  when  Chinese  President  Hu  Jint: \ 
stopped  off  at  Microsoft's  headquartt  I 
in  Redmond,  Wash. 

Microsoft  has  also  gotten  a  boost  frc 
Lenovo  Group  Ltd.,  which  enjoys  a  coi  i[ 
manding  36%  share  of  the  mainlaij 
computer  market.  Shortly  after  acquiri:  I 
IBM's  PC  business  in  2005,  Lenovo  re:  I 
ized  that  to  become  a  respected  glot:* 
player  it  had  to  sell  machines  load! 
with  Windows  rather  than  DOS  or  Limit 
which  were  the  norm  in  China.  Leno^ 
now  says  70%  of  the  machines  it  setU 
on  the  mainland  come  with  Windo1 1" 
preinstalled,  up  from  just  10%  two  yeE.j 
ago.  On  May  10,  Lenovo  promised  to  b 
as  much  as  $1.3  billion  in  software  frc  r 
Microsoft  over  the  coming  year. 

There  are  other  signs  of  progress.  B»l 
jing  now  requires  all  government  officq| 
to  use  legit  software.  And  China's  stal 
owned  TV  networks  run  ads  extolli; 
the  importance  of  intellectual-propei 
rights.  Ultimately,  Windows  piracy  m 
even  benefit  Microsoft.  With  such  wid 
spread  boodegging,  says  Sigurd  Leur 
an  analyst  with  research  firm  Analys 
International,  "people  are  already  i 
customed  to  using  Windows."  ■ 

-With  Bruce  Einhorn  in  HongKo. 
and  Steve  Hamm  in  New  Yo 
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COMMENTARY 


BY  DAVID  HENRY  AND  DAWN  KOPECKI 


The  Snag  in  Aecountin^^ 

Companies  may  be  exploiting  new  standards  for  more  accurately  valuing  assets 


IN  THE  ARCANE  WORLD  of  account- 
ing standards,  "short  and  simple" 
should  be  a  virtue.  Instead,  it  has 
opened  the  door  for  some  vice.? 
There's  little  doubt  the  accounting 
standards  need  to  be  simplified.  Even  the 
most  honest  of  bean  counters  are  tripped 
up  by  the  more  than  10,000  pages  of 
technical  regulations  governing  the  cur- 
rent system,  which  some  argue  inhibits 

U.S.  competitiveness  in  the  global 
marketplace.  Frustrated  by  the  com- 
plexity and  cost  of  following  the  rules, 
executives  are  pushing  for  standards 
that  lay  out  basic  principles.  But  as  a 
recent  example  shows,  a  principles- 
based  approach,  which  leaves  lots 
of  room  for  interpretation,  has  its 
own  challenges.  Back  in  February, 
rulemakers  put  out  a  new,  simpler 
standard  for  valuing  financial  instru- 
ments, known  as  FAS  159.  Yet  some 
companies  may  have  seen  it  as  a  free 
pass  to  off-load  money-losing  securi- 
ties without  taking  a  hit  to  earnings. 
Now  regulators  are  crying  foul. 

For  years,  financial  institutions 
have  essentially  priced  many  of  the 
assets  and  liabilities  on  their  books  at 
the  original  cost  instead  of  the  current,  or  "fair,"  value.  The  goal 
of  FAS  159  is  to  count  more  of  those  items  at  fair  value.  Compa- 
nies that  made  the  switch  before  the  end  of  April  had  a  one-shot 
opportunity  to  mark  down  securities  without  affecting  earnings. 
More  than  60  companies  quickly  adopted  the  standard. 

RED  FLAGS 

THE  SECURITIES  &  EXCHANGE  COMMISSION  is  worried  that 
some  companies  may  have  done  so  selectively  to  hide  losses  in 
their  portfolio.  What's  raising  red  flags?  For  one,  several  securities 
dealers  in  March  pitched  FAS  159  as  a  way  to  dump  underwater 
assets  without  hurling  profits.  One  marketing  letter  from  FTN 
Financial,  entitled  "The  FAS  159  Mulligan,"  referring  to  the  term 
in  golf  for  a  do-over  on  a  flut  bed  shot,  asserted  that  such  a  move 
"isn't  necessarily  within  the  spirit"  r.''the  rules  but  technic  lly  is 
O.K.  These  activities  "are  disappointing  to  me,  my  staff,  a  d  the 
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commission,"  says  Conrad  Hewitt,  chief  accountant  at  the  SE 
FTN  portfolio  strategist  Mike  Heflin  stands  by  the  piece,  but  ] 
faults  the  SEC  for  not  being  clear  about  its  views  from  the  start. 
Certainly,  executives  aiming  to  defraud  investors  will  do  i 
even  when  rules  are  black  and  white.  But  when  standards  a 
gray,  as  in  principles-based  accounting,  it's  not  always  appa 
ent  who's  applying  reasonable  judgment  and  who's  gamii 
the  system.  So  companies  push  for  clarity  from  regulatoi 
who  in  turn  are  reluctant  to  give  additional  interpretation 
after  all,  extra  details  fight  the  goal  of  simplicity.  Although  t 
companies  have  been  accused  of  wrongdoing  in  the  case 
FAS  159,  the  SEC  is  forcing  some  to  justify  the  changes  and 
some  cases  unwind  them. 

The  standard  lured  Seacoast  Banking  Corp.  of  Florida  into' 
financial  reporting  fiasco.  Under  F, 
159,  Seacoast  didn't  need  to  rep( 
$3.7  million  in  losses  related  to  sor 
mortgage-backed  securities  it  sc| 
But  with  the  SEC  leaning  on  othe 
Seacoast  felt  it  was  on  shaky  grout 
and  reversed  the  decision.  As  a  t 
suit,  it  retracted  its  initial  earnings 
nouncement,  which  showed  a  9. 
quarterly  gain  over  the  previous  y< 
and  reported  a  52.8%  drop  instez; 
Five  other  firms— err  Group,  Colon 
BancGroup,  First  United,  Frontier  ] 
nancial,  and  Leesport  Financial— ha 
also  retreated  on  FAS  159,  citing  ne 
comments  from  auditors  or  the  SE 
"It  seemed  straightforward,  which 
why  we  adopted  it,"  says  Seacoast  Ch 
Financial  Officer  William  R.  Hahl.  "T 
standard  became  unclear  when  the  SEC  got  involved." 

In  contrast,  Atlanta's  SunTrust  Banks  Inc.,  is  standing  by 
decision.  By  applying  fair  value  to  some  of  its  assets  and  li 
bilities,  SunTrust  got  a  pass  on  $400  million  in  losses  but  al 
a  lOtf-a-share,  or  7.5%,  boost  to  earnings  in  the  first  quart 
Given  all  the  controversy,  SunTrust  CFO  Mark  A.  Chancy  we 
out  of  his  way  during  a  conference  call  to  defend  the  action: 
"has  a  substantive  business  purpose  and  results  in  real  chan 
in  our  balance-sheet  management  strategies." 

Finding  the  right  balance  between  simple  and  specific  will 
a  challenge  for  rulemakers  as  they  move  toward  this  approac 
Ultimately  it  won't  work  unless  all  the  players  involved  vigilan 
promote  the  spirit  of  the  standards.  Says  David  Bianco,  an  analy 
at  UBS:  "We've  got  to  develop  a  strong  culture  of  companies,  a 
ditors,  investors,  and  the  SEC  calling  foul  when  they  see  foul.  Wi ' 
principles-based  accounting  comes  responsibility."  ■ 
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lis  employee  is  in  two  places  at  once. 

Globalization  has  changed  the  way  you  manage  your  workforce.  Today,  you  need  to  match  skills  in 
Brazil  to  a  project  in  China.  IBM  has  the  business  and  technology  knowledge  to  help  HR  managers 
map  their  talent  base,  leveraging  human  capital  data  to  drive  key  business  decisions.  We're  helping 
companies  increase  employee  productivity  by  up  to  20%.  Want  innovation  for  efficiency?  Talk  to 
the  innovator's  innovator.  For  a  copy  of  our  HR  study,  or  to  learn  more  about  what  IBM  can  do  for  you 
visit  ibm.com/special/hr1 
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Is  This  Really  the  Next  Big  Thing 

Ultrafast  lasers  have  enormous  promise— if  more 
'commercial  uses  can  be  unlocked 


1L\> 


« 


BY  PETER  BURROWS 

IN  2003,  A  YEAR  AFTER  LEAVING 
his  post  as  CEO  of  Time  Warner 
Inc.'s  AOL  unit,  Barry  M.  Schuler  got 
a  rare  opportunity:  He  was  invited 
to  tour  the  Defense  Sciences  Office 
of  the  Defense  Advanced  Research 
Projects  Agency,  which  was  recruit- 
ing entrepreneurs  to  help  commercialize 
new  technologies  of  interest  to  the  Pen- 
tagon. But  when  DSO  Director  Michael 
Goldblatt  began  urging  him  to  look  into 
something  called  ultrashort  pulse  (USP) 
lasers,  Schuler  was  reduced  to  nodding 
blankly— hoping  Goldblatt  didn't  realize  he 
was  completely  lost.  "I  didn't  understand  a 
word  he  was  telling  me,"  Schuler  says. 

He  can  be  forgiven  for  not  keeping  up. 
Even  in  the  geeky  world  of  optoelectron- 
ics, lasers  that  emit  ultrashort  bursts  of 
energy  have  largely  been  the  domain 
of  academic  dreamers  .since  they  were 
invented  in  the  late  1970s.  Unlike  con- 
ventional lasers  found  in  OVD  players, 
phone  networks,  and  welding  shops,  USP 
lasers  switch  on  ^nd  off  it  impossibly 
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high  rates— as  quickly  as  once  every  fem- 
tosecond, or  a  billionth  of  a  millionth  of 
a  second.  Those  concentrated  blasts  can 
obliterate  any  material  by  literally  knock- 
ing electrons  out  of  an  atom's  neighbor- 
hood. That  means  the  lasers  can  do  their 
job  a  few  atoms  at  a  time  if  need  be, 
without  heating  up  surrounding  mate- 
rial. Since  the  zapped  material  is  ablated 
into  oblivion,  there's  nothing  to  heat  up 
or  melt. 

RISKY  AND  AMBITIOUS 

AFTER  MEETING  Goldblatt,  Schuler  em- 
barked on  a  six-month  crash  course  that 
included  buying  a  shelf  full  of  optics  texts 
and  visiting  a  state-of-the-art  lab  at  the 
University  of  Central  Florida  in  Orlando. 
Now  CEO  of  a  tiny  laser  startup  called 
Raydiance  Inc.,  Schuler  wants  to  accel- 
erate the  migration  of  USP  technology 
into  the  real  world.  While  scientists  have 
long  known  about  such  lasers'  potential 
to  accomplish  all  kinds  of  delicate  tasks, 
from  etchii  g  semiconductors  and  kill- 
ing tumors    o  detecting  and  disabling 


roadside  bombs,  so  far  there  are  ffmt 
commercial  markets  of  any  size.  Seve^pi 
hundred  machines  have  been  shipped  13 
clinics  performing  next-generation  la  Din 
surgery  to  improve  eyesight,  and  te# 
giants  such  as  IBM  use  them  to  prodiiich 
chips.  But  for  the  most  part,  USP  las  lse 
have  languished  in  research  labs,  for  i  og 
simple  reason  that  they  were  too  big  a i  ed 
too  expensive  to  find  a  market. 

Raydiance  has  a  twofold  plan  to  char  ftest 
that.  For  starters,  it  is  one  of  a  half-do2  |  'ion 
companies,  including  IMRA  America  a 4® 
Fianium,  that  have  brought  USP  produ  is] 
down  to  the  size  of  window  air  con  I  ft 
doners.  That's  a  far  cry  from  the  pre  p 
ous  state-of-the-art:  bulky  assemblies  «( 
lenses,  mirrors,  and  electronic  parts  1;  m 
out  on  10-ft.  lab  tables.  Secondly,  Raj  W 
iance  has  developed  software  to  mate  %\ 
easier  for  all  kinds  of  companies  to  ap]  p 
the  technology  to  their  businesses,  ev  IU; 
if  their  tech  team  isn't  populated  w  (SIR 
optical  engineering  PhDs.  "It's  the  diff  ■'■' 
ence  between  operating  a  mainframe  a  fne 
a  Macintosh,"  says  Goldblatt,  who  F)p 


SCHULER  The  former  AOL 
head  imagines  Raydiance 
as  the  Microsoft  of  lasers 


since  left  the  Pentagon  and 
joined  Raydiance's  board. 

The  frenetic  Schuler,  who 
runs  a  Napa  winery  in  his 
spare  time,  has  lined  up  im- 
pressive support.  The  com- 
pany raised  $25  million  in 
venture  funding,  and  Schul- 
er has  deftly  exploited  his 
A-list  contacts.  His  board 
includes  Goldblatt  and  for- 
mer New  Jersey  Senator  Bill 
Bradley.  "This  could  be  the 
Next  Big  Thing,"  says  an 
enthusiastic  Bradley.  "In  10 
years,  all  surgeries  could  be 
done  this  way.  This  company 
could  change  the  world." 

Schuler's  strategy  is  am- 
bitious and  risky.  The  lead- 
ers in  the  $3  billion  laser 
marketplace  are  typically 
content  to  target  their  prod- 
ucts at  specific  niches.  Not 
Raydiance.  Just  as  Micro- 
soft Corp.  carefully  stew- 
arded  the  PC  software  in- 
dustry in  the  1980s,  Schuler 
hopes  to  spawn  an  ecosys- 
tem around  its  products.  "If 
we  can  get  this  technology 
into  the  hands  of  a  lot  of 
people,  we'll  see  an  explo- 
sion of  innovation  bigger 
ti  the  microprocessor  revolution  that 
powered  the  world  economy  for  the 
1 30  years,"  Schuler  says.  "Even  based 
)ur  current  technology,  we  can  create 
idreds  of  companies." 
chuler  believes  only  an  outsider  like 
iself,  with  no  knowledge  of  the  tech- 
3gy  and  sales  hurdles,  would  have 
ed  this  approach.  Indeed,  many  of  the 
;  technologies  remain  expensive  and 
ested,  and  it  could  take  years  for  the 
|ous  laser  applications  he  dreams  of 
;enerate  meaningful  revenue.  "[USP 
rs]  are  definitely  gee-whiz,  but  we 
't  have  any  commercial  interest  at 
point,"  says  Alan  Evans,  research 
ctor  of  optical  physics  and  networks 
inology  at  Corning  Inc.  Many  laser 
istry  execs  see  Schuler  as  a  rich  inter- 
:r,  grown  too  big  for  his  britches.  "We 
2  been  engaged  with  this  tech  for  the 
15  years,"  says  Takashi  Omitsu,  CEO 
ARA  America.  "We  do  not  see  them  as 
ong  competitor." 

he  first  machine  Raydiance  built  was 
ped  to  the  Food  &  Drug  Adminis- 


■ 


tration,  whose  researchers  are  trying  to 
further  improve  LASIK  eye  surgery.  Heat 
generated  from  the  use  of  conventional 
lasers  sometimes  causes  harmful  de- 
formations in  a  patient's  cornea— a  less 
likely  side-effect  with  USP  lasers.  Ray- 
diance is  also  working  with  Silicon  Valley 
startup  EpiRay,  which  hopes  to  use  USP 
lasers  to  remove  unwanted  tattoos.  After 
all,  there  are  some  10  million  Gen  Y-ers 
who  might  someday  be  candidates. 

BEYOND  BASIC  RESEARCH 

THE  MEDICAL  BENEFITS  of  such  devic- 
es may  go  far  beyond  cosmetic  remedies. 
The  FDA  and  others  are  exploring  vari- 
ous cancer  therapies,  and  Southwestern 
Medical  Center  at  the  University  of  Texas 
is  studying  whether  Raydiance's  technol- 
ogy could  be  used  to  treat  burn  victims, 
says  professor  of  surgery  Ahamed  Idris. 
The  idea  is  to  ablate  the  scorched  tis- 
sue to  inhibit  toxic  cell  secretions  that 
amplify  a  burn  victim's  pain  and  that  can 
trigger  organ  failure,  Idris'  team  believes. 
He  has  applied  for  grants  with  the  U.S. 
Army  to  find  ways  to  treat  soldiers  at 
MASH  units  quickly  and  painlessly  before 
sending  them  to  hospitals.  "We're  often 
reluctant  to  give  general  anesthesia"  to 
badly  burned  people,  he  says.  With  this 
approach  "we  might  be  able  to  get  away 
with  intravenous  pain  medicine." 

In  molecular  biology,  USP  lasers  are 
already  expanding  the  horizons  of  ba- 


sic research,  says  gene  pioneer  J.  Craig 
Venter.  His  startup,  Synthetic  Genomics 
Inc.,  uses  Raydiance's  equipment  to  test 
new  ways  of  inserting  genes  into  cells. 
(Schuler  is  on  Venter's  board.) 

The  most  elaborate  plans,  however, 
are  in  the  military  realm.  At  Raydiance's 
nondescript  office  in  Orlando,  the  com- 
pany has  cranked  its  lasers  up  to  200 
watts,  more  than  40  times  the  power 
of  current  USP  models.  If  it  pulls  off 
its  plan  to  hit  1000  watts  or  more,  a 
Raydiance  box  on  a  piloted  plane  or 
drone  cruising  at  10,000  feet  could  scan 
the  sides  of  a  road  to  detect  concealed 
bombs,  says  Les  Lyles,  a  retired  four- 
star  general  who  once  oversaw  the  Air 
Force's  Star  Wars  missile  defense  ef- 
forts. Because  its  rays  are  invisible  and 
generate  no  heat,  such  a  laser  could  be 
programmed  to  identify  the  bits  of  sub- 
atomic detritus  it  ablates  from  a  target 
to  determine  its  composition,  "and  no 
one  would  know,"  says  Lyle,  who  is  an 
investor  in  Raydiance.  Ultimately,  it's 
possible  the  lasers  could  be  dialed  up  to 
higher  power  levels  to  serve  as  "photon 
missiles,"  to  fry  the  electronic  trigger  in 
the  roadside  bomb,  he  adds. 

No  doubt,  such  talk  conjures  up  Buck 
Rogers  ideas  about  laser  weapons  from 
the  1950s.  But  that's  not  what  Schuler 
has  in  mind.  He  prefers  to  contemplate 
a  vibrant  new  tech  sector  radiating  out- 
ward from  a  single  hub:  Raydiance.  ■ 


What  Could  You  Do  with  an 
Ultrashort  Pulse  Laser? 

These  devices  fire  off  billions  of  bursts  of  concentrated  energy  per  second, 

vaporizing  any  material  a  tiny  bit  at  a  time  without  generating  heat.  Here  are  some 

things  they  can  do  now  or  may  do  in  the  future: 


It 


TREAT  CANCER:  Researchers  hope  to  use  USP  lasers  to  identify  and  destroy 
tumors,  or  even  tiny  clumps  of  metastatic  cells,  with  greater  accuracy  and 
fewer  side  effects  than  is  possible  with  radiation  therapy. 


IMPROVE  EYESIGHT:  LASIK  surgery  employs  conventional  lasers  that  use 
heat  to  cut  into  the  cornea.  This  sometimes  leaves  scarring  and 
deformation-problems  most  experts  think  USP  lasers  can  avoid. 


SPOT  HIDDEN  EXPLOSIVES:  The  Pentagon  would  like  to  equip  planes  with 
lasers  that  could  scan  for  threats  without  being  detected,  and  maybe  even 
eliminate  them-say,  by  disabling  the  trigger  on  a  roadside  bomb. 


IMPROVE  POWER  TOOLS:  USP  lasers  can  identify  materials  as  well  as 
destroy  them.  Someday,  for  example,  a  home  saw  or  lathe  based  on  the 
lasers  could  tell  wood  from  human  tissue-and  cut  only  the  former. 


REMOVE  TATTOOS:  Thousands  of  Gen  Y-ers  each  year  try  to  remove  marks 
that  at  one  time  they  thought  looked  cool.  Startup  EpiRay  hopes  to  use  USP 
lasers  to  do  the  job,  without  scarring  or  pain. 
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It's  about  money. 

Earning  it.  Investing  it. 
Spending  it. 


BusinessWeek  Weekend,  our  nationally  syndicated 

TV  program,  delivers  actionable  insight  into 

personal  finance  and  lifestyle  topics  including 

real  estate,  investing,  tech  trends,  and  travel. 

Tune  in  for  the  full  show  this  weekend, 
or  catch  clips  anytime  on  the  Web. 


Airs  Saturday/Sunday  nationwide.  Find  your  local  station 
and  airtime  by  zip  code  at  businessweekweekend.com 


Hot  Growth  Companies: 

Who  made  the  grade  on 
BusinessWeek's  annual  list? 

Fighting  Fakes:  Check  out 
the  high-tech  ways  businesses 
combat  counterfeiting. 

Adventure  Travel:  Plan  an 
active  vacation,  from  caring  forr 
pandas  in  China  to  building  a 
house  in  Honduras. 
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iTech  Developments  to  Watch  edited  by  michael  arndt 


^NOVATIONS 


)f  supergels  that 

op  up  viruses, 
notorized  jet 
/heels,  and 
isulin  pumps 

>  In  a  process  akin  to 
dney  dialysis,  researchers 

:  the  University  of  Maryland 
ave  invented  a  gel  that 
)uld  filter  out  viruses  from 
fected  blood.  The  gel  can 
2  stamped  with  tiny  holes 
laped  exactly  like  a  target 
>be  trapped,  such  as  an 
fluenza  virus.  The  bugs 
len  become  lodged  as 
ley  pass  through  the  gel. 
^searchers  so  far  have 
irried  out  in  vitro  tests  on 
ant  viruses  and  on  a  virus 
lat  causes  a  harmless  rash 
children. 

>  To  cut  down  on  air  and 
Dise  pollution,  airlines  have 
jen  testing  tugs  that  tow 
anes  to  and  from  airport 
ites  so  their  jet  engines 

in  be  shut  off.  An  Ashburn 
'a.)  startup  is  working  on 
i  alternative:  aircraft  that 
in  be  driven  like  a  great  big 
ir.  Delos  Aerospace  has 
atented  electric-powered 
heels  that  could  be 
vitched  on  when  the  aircraft 
not  on  an  active  runway, 
nother  first:  Even  without  a 
g,  the  plane  would  be  able 
go  in  reverse. 

>  Diabetes  patients  may 
I  able  to  regulate  their 
sulin  internally,  reducing 
e  need  for  injections.  An 
idergraduate  team  at  Johns 
Dpkins  University,  working 
ith  the  school's  Institute  for 
ell  Engineering,  has  created 
nylon-mesh  sac  that  could 

into  a  vein  feeding  into  the 
er.  The  tiny  pouch  would 
lelter  microcapsules  of  living 
uncreatic  cells  that,  in  turn, 
juld  pump  insulin  into  the 
ibodstream.  Animal  tests  are 
anned  for  this  summer. 


WIND  POWER 

TWEETY'S  REAL  PROBLEM 


WITH  MANY  states  clamoring 
for  more  green  energy, 
windmills  are  among  the 
most  cost-effective  options. 
Yet  worries  that  their  giant 
blades  may  mince  birds  in 
flight  have  delayed  or  even 
stopped  some  projects.  But 
many  threats  take  a  far  bigger 
toll,  including  cuddly  house 
cats.  A  National  Academy  of 
Sciences  study  estimates  the 


toll  of  bird  deaths  from  U.S. 
wind  farms  is  in  the  tens  of 
thousands  per  year,  a  tiny 
fraction  of  the  hundreds  of 
millions  of  birds  killed  by 
house  cats  and  man-made 
menaces  such  as  pesticides, 
cars,  and  power  lines.  The 
Audubon  Society  now  says 
ordinary  power  plants  pose  a 
bigger  threat  to  bird  life  than 
do  windmills.    -Adam  Aston 


POLYMERS 

A  NEW  PLASTIC 
THAT'S  BUILT 
FOR  THE  HEAT 

WHILE  PLASTICS  have  many 
traits  that  give  them  great 
utility,  they  have  a  big 
drawback:  Without  flame 
retardants,  they  burn  as 
easily  as  the  fossil  fuels 
from  which  they're  derived. 
Chemists  at  the  University 
of  Massachusetts  at  Amherst 
have  created  a  plastic 
that  appears  to  be  almost 
fireproof. 

Though  it's  also  a 
derivative  of  crude  oil,  the 
new  material  comes  from 
a  hydrocarbon  molecule 


that  had  never  been  tested 
before,  says  lead  scientist 
Todd  Emrick.  It  retains  the 
moldability  and  lightweight 
strength  of  PET,  an  everyday 
plastic  used  in  beverage 
containers.  When  exposed  to 
even  high  heat,  it  chars  but 
doesn't  combust,  making  it 
a  good  substitute  material 
for  consumer  electronics, 
aircraft  interiors,  and 
furniture  cushions. 


HEALTH 

FIGHTING 
CAVITIES  WITH 
CHOCOLATE 

CANDY  BARS,  as  everyone 
knows,  are  bad  for  teeth. 
But  chocolate  may  actually 
help  fight  cavities.  A  doctoral 
candidate  in  bioinformatics 
at  Tulane  University  has 
found  that  a  white  crystalline 
extract  of  cocoa  works 
even  better  than  fluoride  in 
protecting  teeth. 

The  powder,  chemically 
similar  to  caffeine, 
hardened  the  enamel 
of  extracted  human 
molars  while  reducing 
harmful  bacterial 
growth.  The  researcher, 
Arman  Sadeghpour,  who 
collaborated  with  other 
scientists  in  Louisiana,  is 
now  testing  the  compound 
on  human  gum-tissue. 
There  is  other  evidence 
that  Sadeghpour  may 
be  onto  something. 
Researchers  at  Osaka 


University  in  Japan  have 
confirmed  independently 
that  husks  of cocoa  beans 
stymie  tooth-decaying 
bacteria.  Sadeghpour  has 
come  up  with  a  prototype 
toothpaste— in  peppermint, 
not  chocolate  flavor— but 
says  any  product  is  at 
least  two  years  from  hitting 
the  market,  to  give  time 
for  clinical  trials  required 
by  the  American  Dental 
Assn.  Hershey  has  invited 
Sadeghpour  to  share  his 
lab  results  with  its 
researchers. 
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InfoTech 


Crunch  Time 
At  a  Web  Startup 

Fast-growing  Meebo  has  VC  backing, 
great  ideas,  and  rivals  nipping  at  its  neels 


BY  HEATHER  GREEN 

IT'S  TUESDAY  IN  MOUNTAIN 
View,  Calif.,  and  that  means  Seth 
Sternberg,  Sandy  Jen,  and  Elaine 
Wherry  have  retreated  to  Fiesta  Del 
Mar  to  hold  their  weekly  founders' 
lunch.  But  this  is  no  ordinary  week 
for  the  three  friends  who  21  months 
ago  started  Meebo,  a  new  type  of  instant- 
messaging  service.  Just  a  week  from  now, 
on  May  15,  they're  launching  a  product 
called  Meebo  Rooms  that  could  boost  them 
into  the  big  leagues  of  so-called  Web  2.0 
companies.  And  Sternberg,  the  28-year-old 
CEO,  is  itching  to  pull  out  all  the  stops. 

One  of  the  Presidential  campaigns  is 
eager  to  use  Meebo  Rooms  to  stay  in  touch 
with  supporters  and  news  media.  Knowing 
how  much  buzz  this  partnership  would 
provide,  the  founders  want  to  make  it  hap- 

What's  Meebo? 

IM  ON  STEROIDS  Meebo's  core  product  lets  users 
of  various  instant-messaging  systems-say,  AOL 
and  Microsoft-talk  to  each  other. 

MULTIMEDIA  MEETING  PLACES  A  new  product, 
Meebo  Rooms,  lets  users  set  up  pages  on  the 
Meebo  site  to  post  their  photos  and  videos,  and 
chat  with  like-minded  visitors.  These  "rooms"  can 
then  be  posted  on  other  Web  sites,  as  well. 


pen.  But  Meebo's  technical  staff  is  already 
going  flat  out  just  to  get  die  basic  product 
up  and  running;  the  10  engineers,  fueled 
by  a  steady  stream  of  Malaysian,  Mexican, 
and  Japanese  takeout,  are  clocking  14-  to 
16-hour  days.  Adapting  Meebo  Rooms  for 
such  a  high-profile  client  would  mean  ty- 
ing up  Jen  or  another  lead  engineer  when 
they're  needed  most 

"Can  we  wait  for  two  weeks  after  the 
launch?"  asks  Jen,  26.  "They're  dying  for 
it  now,  now,  now,"  Sternberg  resp<  ds.  "I 
want  it  to  be  really  solid,"  Jen  says,  ler  leg 
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bouncing  against  the  black  vinyl  of  her 
chair.  Sternberg  thinks  for  a  moment  and 
comes  up  with  a  compromise:  "I'll  tell 
them  we're  shooting  for  a  week,  maybe 
two— that  we  want  a  quality  product." 

Meebo's  challenge  is  the  same  one  fac- 
ing hundreds  of  Web-services  startups  in 
Silicon  Valley  and  elsewhere.  With  a  year 
or  two  under  their  belts,  they're  trying 
to  move  beyond  early-adopter  audiences 
and  go  mainstream.  If  they  haven't  been 
bought  by  Google,  Yahoo!,  or  Microsoft 
already  or  don't  want  to  sell  just  yet,  they 
must  take  serious  steps  toward  becoming 
real  businesses  on  their  own.  That  means 
building  sizable  audiences  and  revenues. 
It  doesn't  take  much  for  a  typical  Web 
2.0  media  startup  to  reach  breakeven- 
only  around  $2.8  million  of  revenues  to 
cover  expenses,  estimates  Jeremy  Liew, 
a  partner  at  Lightspeed  Venture 
Partners.  But  to  get  a  $500  mil- 
lion  market   capitalization— the 
kind  of  valuation  that  would  jus- 
tify a  public  offering  and  provide 
a  good  return  to  venture  capital- 
ists—revenues need  to  hit  around 
$130  million. 

Getting  to  that  point  has  got- 
ten tougher,  and  more  expensive, 
over  the  past  year  or  so.  In  part, 
that' s  because  if  s  harder  to  stand 
out  from  the  crowd.  All  it  takes  to 
start  a  Web  company  these  days  is 
a  broadband  connection  and  a  few  skilled 
and  dedicated  friends.  In  Meebo's  catego- 
ry alone,  a  couple  dozen  rivals,  including 
Yahoo,  offer  the  same  type  of  instant-mes- 
saging service.  To  scale  up  and  figure  out 
the  right  advertising  model,  startups  must 
beef  up  engineering  and  distribution,  hire 
their  first  sales  staffers,  and  find  space  for 
their  growing  team.  Otherwise,  they'll  fall 
by  the  wayside  or  miss  out  on  additional 
rounds  of  financing. 

Meebo  is  determined  to  make  the 
jump.  A  lot  is  riding  on  the  success 


THE  FOUNDERS 

Sternberg,  28, 
Wherry,  29, 
and  Jen,  26 


of  Meebo  Rooms,  which  has  been  if 
months  in  the  making.  The  startup's  fffl  | 
product,  Meebo  Classic,  broke  down  1  # 
barriers  between  the  different  install 
messaging  services  run  by  AOL,  Mic  I 
soft,  and  Yahoo.  Subscribers  can  log  ii  I 
the  Meebo  Web  site  and  chat  with  fried  I 
even  if  they  use  different  IM  services.  '  Bn 
Meebo  Rooms  goes  a  step  furtr'iel 
Individuals  and  media  companies  ere  i 
pages  around  a  topic— motorcycling,  j-m 
or  Bollywood  movies.  Then  visitors  (  * 
step  in  to  chat  and  post  videos  and  p]  I 
tos.  Like  YouTube  videos,  these  "roon  I 
also  can  be  posted  on  other  sites  i  m 
blogs.  About  1.2  million  people  log  ir  m 
chat  for  around  70  minutes  every  day  »»; 
Meebo's '  instant-messaging  service, 
user  base  is  growing  at  a  healthy  10%- 
14%  monthly  clip.  But  Sternberg  mu 
that  he's  not  sure  how  long  the  comp; 
can  maintain  that  pace  with  instant  rr 
saging  alone.  He's  betting  Meebo  Roc 
will  provide  exponential  growth. 


it  pi 
ial- 


VIRTUAL  KEIRETSU 

THE  NEW  PRODUCT  is  also  Meebo's  1 
to  attract  media  partners  and  open 
door  to  advertising.  Fourteen  compan 
from  traditional  media  giants  NBC  I 
versal  and  Capitol  Music  Group  to 
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I  media  startups 
p.tv  and  Sugar 
Wishing,  eagerly 
ned  on  to  create 
ims  for  their  TV 
>ws,  magazines, 
gs,  and  indie 
ine  video  stars. 
re'll  be  able  to  do 
icial  artist  chats 
I  fans  will  be 
:ited  to  attend," 
s  Syd  Schwartz, 
lior  vice-presi- 
lt  for  digital  strat- 
I  at  Capitol  Music 
jup,  who  loves 
new  service.  The 
eos  and  partners 
o  promise  a  way 
add   advertising 

,t  pays  many  times  more  than  typical 
ial-networking  ads. 
^ike  many  Valley  startups,  the  Meebo 
nders  occasionally  fall  back  on  advice 
m  a  virtual  keiretsu  of  friends  who 
:also  twentysomething  entrepreneurs, 
rnberg  grew  up  in  Connecticut  with 
dry's  fiance,  J.  Todd  Masonis,  co- 
nder  of  online  address-book  company 
£0  Inc.  After  deciding  over  dinner 


Short  Story 


SUMMER  '03  Seth  Sternberg,  Elaine 
Wherry,  and  Sandy  Jen  toss  out  two 
ideas  before  coming  up  with  Meebo. 


SEPT.  '05  The  company  launches 
its  tree  instant-messaging  service. 

DEC.  '05  Meebo  raises  its  first  round 
of  venture  funding,  $3.5  million  from 
Sequoia  Capital. 

AUG.  '06  The  debut  of  Meebo  Me  lets 
people  put  the  Meebo  chat  service  on 
their  blog  or  Web  site.  It  doesn't  attract 
the  expected  partners. 

JAN.  '07  Meebo  gets  $9  million  more 
from  venture  firms. 

MAY '07  Meebo  Rooms  launches, 
combining  chat  and  video  to  create 
"rooms,"  with  advertisements. 


to  work  together, 
Sternberg  and  Wher- 
ry, 29,  brought  in 
Jen,  whom  Wherry 
knew  from  Stan- 
ford University. 
On  weekends,  Jen 
plays  ultimate  fris- 
bee  with  Jia  Shen,  a 
co-founder  of  Rock- 
You,  a  company  that 
makes  shareable 
tools,  such  as  slide 
shows,  for  social 
networks;  it's  also 
distributing  Meebo 
Rooms.  Sternberg 
brought  others  into 
the  circle,  including 
Matt  Sanchez,  a  fel- 
low Yale  University 
grad  who  founded  video-sharing  and  ad 
service  VideoEgg,  and  Zaw  Thet,  who 
started  4INFO,  a  mobile  search  service. 

Right  now  the  most  hotly  discussed 
topic  among  these  friends  is  how  to  spend 
the  money  their  companies  have  raised. 
Meebo  has  $12.5  million  from  two  rounds 
of  venture  funding  from  Marc  Andree- 
ssen, Sequoia  Capital,  and  venture-capital 
firm  Draper  Fisher  Jurvetson.  That' s  about 


in  line  with  the  $15  million  to  $25  mil- 
lion some  VCs  estimate  it  costs  to  build  a 
highly  profitable  Web-services  company. 
For  the  moment,  Meebo's  fastest-grow- 
ing expense  is  salaries.  The  company  has 
16  employees  but  expects  to  have  30  by 
yearend,  with  each  new  employee  adding 
about  $10,000  a  month  to  costs. 

Meebo's  biggest  bottleneck  is  finding 
the  right  people.  The  unemployment  rate 
for  engineers  in  the  Valley  is  just  2%,  so 
competition  is  fierce.  Martin  Green,  who 
heads  business  development,  estimates 
that  it  takes  about  117  hours  of  work 
to  hire  a  new  employee,  including  100 
screening  calls.  That's  too  much  time,  he 
tells  Sternberg;  after  the  launch,  they'll 
have  to  figure  out  how  to  do  it  faster. 

In  its  bid  to  expand,  Meebo  has  already 
tinkered  with  some  features  original  us- 
ers loved.  Mixing  in  ads— Meebo's  first 
stab  at  making  money— was  tricky.  Al- 
though some  advertisers  suggested  run- 
ning 15-second  spots  before  the  videos 
or  covering  the  background  of  the  rooms 
with  sponsors'  logos,  Meebo  didn't  want 
to  risk  alienating  visitors  with  intrusive 
marketing.  Instead,  they're  starting  with 
an  untried  approach  of  running  ads  after 
a  stream  of  videos  stops  playing.  That  may 
not  work  if  viewers  don't  pay  attention. 

Throwing  the  community  wide  open 
with  public  chat  rooms  also  created  issues 
Meebo  didn't  anticipate.  In  the  first  two 
days,  10,000  rooms  were  created,  with 
many  luring  the  expected  crowds.  At  the 
room  for  Cute  Overload,  a  popular  blog 
that  publishes  snapshots  of  kittens  and 
dogs,  chatters  oohed  and  ahhed  over  pho- 
tos of  baby  pandas.  But  other  rooms  were 
hit  with  spam  and  people  looking  to  hook 
up.  Two  days  after  launch,  a  few  chatters 
in  the  Batman  Fan  Club  room  bugged 
others  for  their  ASL  (age,  sex,  location). 
Another  responded:  "Does  anyone  here 
even  like  Batman?"  A  week  after  launch, 
Meebo  tinkered  with  the  design  to  try  to 
prevent  off-topic  chatting  and  let  visitors 
ban  individuals  they  find  offensive. 

It's  only  one  example  of  how  Meebo  is 
having  to  stretch.  Sternberg  says  Meebo 
is  probably  more  likely  to  get  sold  than 
to  sell  stock  to  the  public.  Until  then, 
though,  the  success  of  Sternberg,  Jen, 
and  Wherry,  like  that  of  so  many  other 
Web  startups,  hinges  on  whether  they  can 
please  more  than  a  roomful  of  geeks.  ■ 
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B-Schools  Getting  In 


It's  Almost  Like- 
Admitting  an  Impostor' 

MBA  consultants  do  everything  from  advising 
to  writing  essays.  When  do  they  cross  the  linef 


BY  JANE  PORTER 

ORE  AND  MORE 
these  days,  MBA  ap- 
plicants are  paying 
big  bucks  to  coun- 
selors to  help  them 
get  into  the  business 
school  of  their  choice. 
Growing  numbers  of  applicants— includ- 
ing, increasingly,  foreign  students—and  a 
relatively  static  number  of  slots  make  hir- 
ing a  coach  a  way  to  stand  out. 

Admissions  officers  are  of  two  minds 
about  this:  Coaching  is  O.K.;  manufactur- 
ing entire  applications  isn't.  "If  someone 
else  has  done  the  wor^  it's  almost  like 
you  are  admitting  an  im,;  or  to  the  pro- 
gram," says  Liz  Riley  Har-  >ve,  assistant 
dean  and  director  of  admissions  for  Duke 
University's  Fuqua  School  of  Business. 
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Consultants  estimate  that  about  a 
quarter  of  applicants  to  top-tier  programs 
pay  for  help  on  their  applications.  That 
has  enabled  firms  such  as  Stacy  Black- 
man  Consulting  to  flourish.  What  began 
seven  years  ago  with  one  coach  today 
employs  30  consultants  across  the  coun- 
try with  "the  phone  ringing  off  the  hook," 
says  Blackman,  who  charges  up  to  $3,250 
per  application.  The  Los  An- 
geles firm  helps  applicants 
pick  programs,  craft  the  per- 
fect essay,  and  master  inter- 
views. While  many  admis- 
sions officers  wish  coaches 
would  disappear,  they  ac- 
knowledge that  coaches 
generally  advise  MBA  hope- 
fuls rather  than  writing  their 
entire  applications. 


Agiveaway: 
When  the 
writing 
outshines 
verbal  skills 


The  same  can't  be  said  f( 
all  coaches.  "The  [consultan 
I  worked  with  had  a  master's 
creative  writing,"  says  a  recei 
26-year-old  applicant  startir 
at  Harvard  Business  Scho 
this  year.  "The  stories  were  n 
ideas,  but  he  would  bring  all  tl 
color  to  the  page."  He  recalls 
friend  at  New  York  Univers 
t/s  Leonard  N.  Stern  Scho 
of  Business  who  paid  $9,0C 
to  have  an  essay  written  fro 
scratch.  "The  type  of  help  va 
ies  widely,"  says  Mae  Jennif ' 
Shores,  an  admissions  officer 
the  University  of  Pennsylvania 
Wharton  School.  "Our  concei 
is  when  consultants  are  used 
write  essays." 

STEPPED-UP  SCRUTINY 

MANY  TOP  PROGRAMS  haj 
explicit  policies  against  outsin 
help.  Stanford  Graduate  Scho; 
of  Business'  Web  site  warns  thl 
applicants  "cross  a  line  wht 
a  piece  of  the  application  ceases  to  1 
exclusively  yours  in  either  thought 
word."  At  Harvard,  admissions  officet 
interviewed  15%  more  applicants  thl 
year  in  an  effort  to  "get  to  the  authenli 
person,"  says  Deirdre  C.  Leopold, 
aging  director  of  MBA  admissions  aii 
financial  aid. 

Graham  Richmond  is  quick  to  defer 
consulting  firms  like  Clear  Admit,  whin 
he  founded  with  a  fellow  Wharton  gnr 
six  years  ago.  His  goal,  he  says,  is 
"perfect  the  admissions  process,  ni 
pervert  it."  He  helped  launch  the  A 
sociation  of  International  Graduate  A! 
missions  Consultants  this  month  to  hei 
legitimize  the  field. 

Meanwhile,    admissions    committet 
will  keep  scrutinizing  applications  for- 
giveaway,  such  as  writing  that  outshin: 
the  candidate's  verbal  skills.  The  bti 
coaches,  of  course,  are  all  over  that.  "Yn 
can't  fool  an  admissions  committee  ify^ 
write  like  Hemingway  and  you  souii 
like  Borat,"  says  Alex  Chu,  founder 
MBA  Apply,  a  one-man  consulting  st> 
vice.  Adds  Blackman:  "We' 
definitely  had  some  success 
where  clients  have  been  bl 
stretches,  and  they've  be* 
accepted."  Consider  the  2 
year-old     Blackman     clie 
with  a  2.82  college  GPA  and 
wish  list  of  top  schools.  Sor 
$5,500  and  three  acceptan 
letters  later,  he  says:  "Eve< 
penny  was  well  spent." 
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Introducing  the  Company  Insight  Center 

You're  just  one  click  away  from  an  unparalleled 
business  and  financial  resource. 

Get  a  panoramic  view  of  global  companies,  their  leaders, 
and  the  links  between  them. 

What's  more,  it's  powered  by  BusinessWeek  and  Capital  IQ  —  and  it's  free. 

Expand  your  horizons  today  at  businessweek.com 
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Feedback  I  Debtors 

Getting  Rich 
Off  the  Poor 

Our  readers  sympathized  with  the  poor  who  bear 
crushing  debt  but  also  questioned  their  judgment 

Many  of  our  readers  thought  "The  Poverty  Business" 
was  an  unusual  topic  for  BusinessWeek.  We  used  that 
tide  on  the  cover  of  our  May  21  issue  for  an  article  that 
described  how  a  growing  number  of  surprisingly  large  U.S. 
companies  now  see  low-income  Americans  who  have  bad 
credit  as  a  ripe  source  of  profits.  Why?  Advances  in  risk 
evaluation,  ample  liquidity,  and  the  sheer  size  of  America's 
working-poor  population  have  made  selling  them  everything  from  cars 
to  computers  to  financial  services  a  lucrative  business— and  an  important 
topic  for  BusinessWeek  to  probe.  J  The  story  sparked  scores  of  responses 
expressing  many  clashing  views.  Some  readers  agreed  with  one  of  our 
analytical  points:  The  spread  of  the  poverty  business,  while  providing 
more  goods  and  services  to  the  working  poor,  has  also  drawn  thousands 
into  debt  spirals  that  can  undermine  upward  mobility.  But  a  large  number 
of  those  who  wrote  in  had  sharp  words  for  the  low-income  consumers  we 
portrayed  and  the  dubious  decisions  many  had  made  to  take  on  debt.  "All 
of  the  people  in  this  story  made  poor  choices.  Poor  choices  should  have 
consequences,"  wrote  one  reader.  BusinessWeek  came  in  for  criticism  from 
some  who  felt  we  didn't  stress  clearly  enough  a  basic  pillar  of  American 
society:  personal  responsibility.  We  also  heard  from  readers  outraged  that 
most  of  the  working-poor  people  we  portrayed  had  three  or  more  children, 
compounding  their  financial  burdens.  J  On  these  latter  points,  it's  worth 
noting  that  we  reported  as  meticulously  on  the  foibles  of  the  working  poor 
as  we  did  on  the  marketing  techniques  of  companies  in  the  poverty  business. 
Both  aspects  of  the  story  deserve  attention.  5  Here  are  edited  excerpts: 


»  I've  been  a  regular  BusinessWeek 
reader  for  years,  and  your  cover 
article  "The  Poverty  Business"  left 
me  depressed.  Our  country  cannot  be 
proud  when  we  allow  unscrupulous 
buzzards  to  pick  crumbs  from  the 
plates  of  the  less  sophisticated  and 
unfortunate  in  our  society.  I  was 
particularly  bothered  by  George  Mason 
University  economist  Tyler  Cowen's 
observation  that  "the  only  feasible  way 
to  run  a  capitalist  society  is  to  allow 
companies  to  maximize  their  profits" 
and  that  sometimes  people  will  be  made 
worse  off.  To  the  contrarj    >e  attempt 
to  control  man's  less-than-noble 
instincts.  It  appears  that  a  lot  more 
work  is  needed  to  rein  in  the  predators 
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and  give  the  less  fortunate  a  fighting 
chance— rather  than  kicking  them  while 
they're  down. 

David  M.  Hickman 
HuntsvilIe,Ala. 


»  Contrary  to  what's  implied  by  the 
tone  of  your  article,  our  used-car 
customers  know  every  detail  of  their 
financing  arrangements.  They  view  a 
video  that  explains  details  about  the 
closing,  and  then  each  of  those  points 
is  explained  again  during  the  closing. 
To  ensure  customer  comprehension, 
the  J.D.  Byrider  closing  process  is  very 
structured,  and  it  must  be  followed 
exactly.  With  the  customer's  consent,  if  s 
even  videotaped. 


Roxanne  Tsosie,  a  consumer  in 
Albuquerque,  told  you  she  was  unawatjstui 
of  the  terms  of  her  contract.  However, 
the  record  of  her  transaction  confirms 
that  she  was  told  what  the  payment  w; 
and  how  often  it  was  due. 

This  forthright  approach  is  one 
reason  why  our  customer  satisfaction 
rating  is  95%  positive,  and  why  a 
large  number  of  the  5,000  people  who 
buy  from  us  every  month  are  either 
returning  customers  or  referrals.  The 
government  doesn't  and  can't  provide 
transportation  to  every  high-risk 
customer  who  wants  to  work— we're 
their  best  option. 

We  told  your  reporter  that  it  doesn'i 
benefit  us  to  have  cars  returned  and 


■_ 


tracts  canceled.  That's  why  we're  so 
iful  to  provide  customers  with  cars 
\  can  afford,  and  equally  careful  to 
i.ain  what  their  payments  will  be. 

Steven  E.  Wedding 

Chief  Financial  Officer, 

President  of  Franchising 

J.D.  Byrider  Systems  Inc. 

Carmel,  Ind. 
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Savvy  financiers  are 
rolling  up  payday 
businesses  and 
pawn  shops  to  form  large 
chains  [whose]  stocks... 
trade  publicly....  The 
investment  bank  Stephens 
Inc.  estimates  that  the  volume 
of  "alternative  financial 
services"  provided  by  these 
sorts  ofbusinesses  totals 
more  than  $250  billion  ayear.' 
-from  "ThePoverty 'Business" 


»  Scary  stuff.  The  financially  astute  look 
at  those  of  us  who  aren't  as  nothing 
more  than  prey. 

Screen  name*:  Bobbin 


»  Your  article  did  a  good  job  of  showing 
the  problem  from  both  sides.  I  do 
think  you  missed  the  main  problem. 
That  is  the  age-old  question  of  "are 
you  irresponsible  because  you  are 
poor  or  are  you  poor  because  you  are 
irresponsible?"  I  believe  it  is  the  latter, 
and  this  irresponsibility  comes  with 
a  price  when  dealing  with  credit.  The 
choice  is  a  higher  interest  rate  or  no 


transaction. 


Don  Leavitt 
Salem,  Ore. 


»  I  have  a  good  job  that  pays  a  good 
wage.  As  I'm  writing  this,  I'm  sleeping 
in  an  office  at  work  because  I  know 
at  the  end  of  the  month  I'll  be  short 
and  need  the  $20  to  $40  of  gas  money 
to  make  ends  meet.  I've  been  beaten 
down  over  the  last  few  years  by  excess 
fees  to  the  working  homeless/poor. 
The  American  caste  system  is  certainly 
getting  stronger. 

Screen  name:  Tim  K 


»  Would  it  be  better  for  the  poor  if 
banks  refused  to  lend  to  them?  Of 
course  not!  Increased  lending  to 
low-income  and/or  high-credit-risk 


[T]his  remaking  of  the  marketplace  for  low-income 

■  consumers  has  a  dark  side:  Innovative  and  zealous 
firms  have  lured  unsophisticated  shoppers...into  a 
ket  of  debt  from  which  many  never  emerge.' 

-from  "JTie  Poverty  Business" 


individuals  is  likely  a  major  reason 
why  the  rate  of  homeownership  has 
increased  as  of  late. 

Screen  name:  Whit  Stevens 


»  This  story  is  an  incredible  piece  of 
reporting.  It  captures  a  reality  that 
millions  of  people  experience  every 
day  but  that  hardly  ever  cracks  the 
mainstream  media.  This  is  a  truly  great 
piece  of  work.  Wouldn't  it  be  great  if  we 
lived  in  a  country  where  most  people 
learned  about  this  kind  of  real  problem, 
instead  of  focusing  on  the  foibles  of  the 
Paris  Hiltons  and  Lindsay  Lohans  and 
their  ilk? 

Screen  name:  Paul  B 


»  Sorry,  but  I'm  not  sympathetic.  All 
of  the  people  in  this  story  made  poor 
choices.  Poor  choices  should  have 
consequences.  If  you're  stupid,  you're 
stupid.  And  if  you're  stupid,  you're 
fodder  for  life's  predators. 

Screen  name:  Robert 


»  The  easiest  way  to  ensure  a  life  of 
poverty  and  debt  is  to  start  by  having 
kids  when  you're  under  20  and  have 
no  stable  partner  and  no  education. 
It's  incredibly  hard  to  beat  that 
combination— so  why  aren't  we  letting 
our  middle  school  kids  know? 

Screen  name:  Robbie 


»  Congratulations  for  taking  on  the 
underbelly  of  modern  American 
capitalism.  The  article  was  informative 
and  emotional.  The  magazine  has  done 
its  readers  a  great  service. 

Screen  name:  Delphi 


»  If  everyone  lived  within  their  means, 
the  economy  would  implode.  Remember 
when  you  were  a  kid  50  years  ago  and 
being  thrifty  was  a  virtue? 

Screen  name:  Tomcat 


»  I  enjoyed  this  article.  I  was  one  of 
these  people.  I  owed  $20,000  in  high- 
interest  credit  card  debt  and  $10,000  in 
student  loans  and  made  only  $34,000  a 
year.  I  signed  on  with  a  consumer  credit 
counseling  service,  and  after  five  years, 
I  am  debt-free  and  have  a  credit  score  of 
780.  My  secret?  That's  easy.  I  just  said 
no:  No  to  the  new  bauble  that  I  really 
did  not  need.  No  to  the  new  car  when 
my  old  one  is  doing  just  fine. 

Screen  name:  Rogelio 


''All  comments  signed  by  screen  names  are 
from  BusinessWeek.com 
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ADVERTISEMENT 


Executive 


Your  guide  to  our  advertisers'  upcor 


Briefings 
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UrritedHealthcare 

UnitedHealthcare's  Employer  eServices®  site  enables  administrators  to  take 
care  of  enrollment,  billing,  even  payment.  Saving  you  money  and  your  sanity. 
Simpler  processes,  smarter  solutions,  better  results  for  you. 
uhc.com/together 

Administrative  services  provided  by  UnitedHealthcare  Insurance  Company,  UnitedHealthcare  Service,  Inc.  or  their  affiliates. 


UnitedHealthcare 


Schenker/BAX 


The  integration  of  Schenker  AG  and  BAX  Global  has  created  a  new  global 
logistics  and  transportation  solutions  powerhouse.  Enviable  rankings  in 
strategic  industry  mobility  and  logistics  service  sectors  include: 

•  No.  1  in  European  land  transport 

•  No.  2  in  worldwide  air  freight 

•  No.  3  in  worldwide  ocean  freight 

•  No.  3  in  integrated  heavyweight  freight  in  North  America 
baxgoesschenker.com 
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Allsteel 
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Allsteel  designs,  builds,  and  delivers  progressive  and 
relevant  workplace  furniture  solutions.  Our  products  are 
thoughtfully  designed  to  solve  real  problems,  and  our 
members  are  resourceful  and  committed  to  addressing  our 
customers'  business  and  social  goals.  For  more  information 
about  Allsteel,  visit  us  at  allsteeloffice.com 


Allsteel 


Designed  to  work.  Built  to  last. 


s,  products,  and  services. 


iramoor  International  Music  Festival 

Opera.  Orchestra.  Jazz.  Chamber  Music.  And  Eric  Idle! 
LIVE  in  the  US  premiere  of  Not  The  Messiah  —  a  comic 
oratorio,  inspired  by  Monty  Python's  Life  of  Brian. 
Get  your  tickets  for  the  Sunday,  July  1  show  at  3:30  p.m.  or 
7:30  p.m.  To  order  call  866-656-8866  or  visit  caramoor.org 
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Intertek 


Intertek 


Testing.  Certification.  Global  Market  Access.  Intertek  (LSE:  ITRK)  is  a 
global  leader  in  quality  and  safety  services,  including  electrical  product 
safety  testing  and  certification,  EMC  testing,  performance  testing  and 
benchmarking,  and  management  systems  certification. 
1-800W0RLDLAB  or  www.etl.com 


ISL  Legislative  Summit 

National  Conference  of  State  Legislatures,  the  nation's  premier  legislative 
anization,  will  host  America's  state  legislators  in  Boston,  August  5-9  to 
:uss  the  ideas,  regulations,  and  laws  that  affect  business,  individuals, 

institutions.  Register  to  attend  at  ncsl.org/business 
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Adventures  by  Disney 

Imagine  your  family  ziplining  through  a  Costa  Rican  rainforest,  white  water 
rafting  in  Colorado  or  having  dinner  in  the  Eiffel  Tower!  With  Adventures  by 
Disney  it's  all  possible.  Visit  us  at  AdventuresbyDisney.com 


©Disney  and  Adventures  by  Disney  Travel  Services,  Inc.  CST  B2O82519-50 
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ExecutiveLife  Vacations 


Home  on 
The  Waves 

Houseboats  have  become  an  increasingly  comfy- 
and  popular-way  to  unwind,  by  thane  peterson 


BACK  IN  HIS  YOUTH,  Richard  Torres  liked  to  party  hard 
during  vacations,  waterskiing  or  bouncing  along  in 
an  inner  tube  behind  a  boat  all  day  long.  But  the  for- 
mer percussionist  for  The  Righteous  Brothers  says 
his  idea  of  a  great  time  now  is  to  rent  a  houseboat  on 
Lake  Mohave,  which  runs  along  the  Nevada-Arizona 
border,  and  leave  the  high-energy  frolicking  to  his 
20-year-old  daughter  and  her  friends.  What  Torres,  56,  an  entre- 
preneur living  in  Corona,  Calif.,  likes  best  is  to  "throw  a  fishing  line 
off  the  back  of  the  boat,  turn  on  the  music,  and  open  a  beer."  J  The 

wide  range  of  activities  for  people  of  vacation  is  going  to  be,"  says  avid  house- 
all  ages  is  one  reason  houseboating  has 
become  so  popular.  Today's  rental  house- 
boats are  nothing  like  the  spartan  ves- 
sels common  in  the  early  1980s.  At  the 
high  end,  they're  75  or  more  feet  long 
and  18  feet  wide,  sleep  a  dozen  or  more 
(the  adults  in  staterooms  with  queen-size 
beds),  and  come  equipped  with  water- 
slides,  TVs,  gourmet  kitchens,  hot  tubs, 
and  air  conditioning.  Veteran  houseboat- 
ers  often  tow  along  speedboats,  kayaks, 
and  other  specialized  craft.  "The  more 
toys  you  have,  the  more  enjoyable  your 


boater  Joe  Mouren-Laurens,  52,  general 
manager  of  a  Paramount  (Calif.)  packag- 
ing company. 

Often  two  or  three  families  rent  a 
houseboat  together  and  split  the  cost.  If 
you  factor  in  the  money  saved  on  hotels 
and  restaurants,  it  isn't  overly  expensive. 
At  Forever  Resorts  (foreverresorts.com), 
which  offers  houseboat  rentals  at  a  dozen 
locations,  the  biggest  boat  in  the  fleet 
is  the  75-foot,  12-person  Silver  XT,  with 
five  staterooms  and  two  full-size  baths.  It 
goes  for  $12,995  per  week  year-round  at 


Arizona's  Antelope  Point  Marina  on  Li 
Powell.  Less  expensive  options  includ 
50-footer  available  on  Lake  Mead  (also 
the  Nevada-Arizona  border)  that  sle< 
eight  and  rents  for  $2,995  per  week 
June,  July,  and  August,  and  as  little 
$1,695  from  October  through  late  Apri 
Every  fall,  insurance  company  accot 
executive  Brian  Brazell,  42,  and  two  d 
en  friends  from  the  Chicago  suburb 
Naperville,  111.,  rent  a  pair  of  62-ft.  hou 
boats  in  La  Crosse,  Wis.,  from  Hue 
Houseboat  Vacations  (hucks.com)  fo 
guys'  weekend.  The  cost  per  person, 
eluding  gasoline  for  tooling  up  and  do 
the  Mississippi  and  prodigious  quantit 
of  ribs,  chili,  and  beer:  a  mere  $250. 

BUSINESS  MEETS  PLEASURE 

THE  APPEAL  OF  HOUSEBOATS  ]■ 
reaches  beyond  friends  and  famililyH 
Companies  find  them  an  economical  vi  ttat 
ue  for  team-building  and  promotion^ 
events.  "It's  a  chance  to  get  to  know  eap 
other  in  a  closed  environment,"  sniar 
Scott  Korey,  vice-president  with  Portals 
West  Sales  &  Marketing,  a  food-serviitii; 
broker  in  Phoenix. 

Among  the  most  popular  destinatkii 
are  huge  manmade  lakes  such  as  Po 
Mead,  California's  Lake  Shasta,  Geo: 
Lake  Sidney  Lanier,  and  Kentucky's  liii 
Cumberland.  "Each  lake  has  a  diffeniis 
vibe,"  says  Keith  Landers,  40,  a  vice-pit 
ident  at  Trusted  Network  Technologies 
Alpharetta,  Ga.,  who  lives  on  Lake  Lam 
and  has  done  a  lot  of  houseboating.  P# 
ell,  Mead,  and  Shasta  have  hundred^ 
hidden  coves  and  canyons.  Many  boat* 
simply  motor  for  a  couple  of  hours  uj 
they  find  an  isolated  spot,  tie  up  on  1 
beach,  and  stay  put  for  a  few  days 

Houseboats  aren't  hard  to  pilot.  H 
owner  Michael  "Huck"  Ehrlich  sa; 
customers  have  traveled  150  mile 
the  Mississippi  to  St.  Paul,  Minn., 
as  far  south  as  Dubuque,  Iowa, 
nighting  at  beaches  or  tying  up  at  lev* 
along  the  way.  No  special  driver's  lied 
is  required,  and  rental  companies  I 
neophytes  can  master  the  basics 
an  hour  or  two  of  instruction.  A  I 


I 


BusinessWeek 


jeboat's  top  speed  is  about  8  mph, 
the  companies  will  help  you  with 
lardest  part,  getting  in  and  out  of  the 
;  at  the  start  and  finish.  Some  rental 
ts  will  provide  a  sleep-aboard  driver. 
:lope  Point  Marina  charges  an  extra 
)  per  day  for  a  pilot  who  also  cooks 
acts  as  a  fishing  guide, 
vine  (Calif.)-based  Seven  Crown  Re- 
» (sevencrown.com)  says  its  custom- 
ypically  spend  $62  per  day  on  gas, 
he  tab  will  soar  if  you  motor  around 
and  keep  a  speedboat  going  all  day 
raterskiing.  Mouren-Laurens  usually 
a  $300  or  so  preboarding  fee  that 
vs  him  to  get  on  the  boat  the  night 
re  departure.  "You  can  get  an  early 
,  and  you  don't  have  to  pay  for  a 
t  in  a  hotel,"  he  says, 
nding  a  marina  close  to  home  is 
There  are  rental  outfits  in  more  than 
tates  and  most  Canadian  provinces, 
sites  such  as  gordonsguide.com  and 
teboat  magazine's  houseboatrentals. 
are  good  places  to  do  research.  You 
ilso  get  a  copy  of  the  magazine's  free 
d  guide  by  calling  800  638-0135. 
ith  the  dollar  at  historic  lows  against 
uro,  Europeans  have  begun  flocking 
le  most  popular  U.S.  destinations. 
Ik  down  here  in  August,  and  hardly 
ne  seems  to  be  speaking  English," 
Steven  Carothers,  general  manager 
ntelope  Point  Marina.  If  s  just  an- 
r  testament  to  houseboating's  near- 
ersal  appeal.  ■ 
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SPLASHDOWN 

Lake  Powell, 
Ariz.,  draws 
houseboaters 
year-round 


^^,^-~-J^,^^T.~«-i....^^~rxJ- 


ExecutiveLife  Business  Traveler 


When  in  Shanghai... 

Take  a  break  from  your  meetings  to  explore  China's  bustling  financial 
capital.  The  city  has  spectacular  plans  for  the  future,  a  hip  art  scene, 
and  colorful  vestiges  of  its  past.  BY  frederik  BALFOUR 


SOHO  OF  THE  EAST 

Just  south  of 
meandering  Suzhou 
Creek,  a  former 
state-owned  textile 
designing  facility  at 
50  Moganshan  Road 
has  been  converted 
into  artists' studios 
and  galleries.  It's  the 
best  place  to  check 
out  contemporary 
Chinese  art.  Visit 
ShanghART,  which 
has  showcased  top 
artists,  including 
Zhou  Tiehai,  who 
paints  Joe  Camel 
into  Western  classic 
works,  and  pop 
artist  Pu  Jie.  Take 
the  freight  elevator 
of  Building  16  to  the 
fifth-floor  Eastlink 
Gallery,  then  head 
to  the  second  floor 
of  Building  6  to  Art 
Scene  Warehouse  for 
avant  garde  works 
by  Zhong  Biao  and 
DuXinjian.Theart 
isn't  cheap:  Expect 
prices  in  the  tens  of 
thousands  of  dollars. 


BACK  TO 
THE  FUTURE 

Think  the  skyline  is 
impressive  today? 
Stop  by  the  Shanghai 


converted  auto-p 
factory  on  the  frinji 
of  the  city's  French 
Concession,  where 
Jianguo  Road  me 
the  elevated  North 
South  Highway. 
A  one-hour  foot 
massage  and  soa 
costs  about  $12; 
a  full-body  massa; 
is  twice  that. 


Urban  Planning 
Exhibition  Hall  on  the 
northeast  corner  of 
People's  Square.  The 
biggest  attraction 
is  a  scale  model  the 
size  of  a  volleyball 
court  laying  out 
the  architectural 
wonders  expected 
to  be  completed  by 
2020.  Detailed  plans 
show  everything  from 
sewer  lines  to  a  giant 
Ferris  wheel.  Photos 
and  videos  also 
provide  a  rich  romp 
through  Shanghai's 


architectural  past 


LANDSCAPED 
RIDE 

Bicycles  have  all 
but  given  way  to 
cars  on  Shanghai's 
busy  streets  and 
highways.  But  it's  still 
possible— and  safe— 
to  go  for  a  leisurely 
ride  in  Century 
Park  in  the  heart 
of  Pudongon  the 
eastern  bank  of  the 
Huangpu  River.  It's 
Shanghai's  answer 
to  New  York's 
Central  Park. 
Rent  a  tandem 
bicycle  for  $5 
an  hour  and  tour 
the  meticulously 
landscaped  330-acre 
park,  complete  with 
a  lake  and  sandy 
beach.  Too  bad 
swimmhg  is 
not  all     'ed. 
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FEET 
RELIEF 

If  you've 
walked 

until  you're  sore, 
head  over  to  Touch 
Therapeutic  Spa 
to  get  your  feet 
pummeledand 
prodded.  It's  on 
the  second  floor 
of  Bridge  8,  a  new 
community  for 
architects,  designers 
and  boutiques  ip  a 


GOING,  GOING. 

Three  blocks  east* 
the  trendy  Xintianf 
entertainment 
district  is  one  of 
the  last  traditional 
downtown  neighbc 
hoods.  Its  main; 
is  Dongtai  Roac 
narrow  pedestrii 
street  and  antic 
market  whose 
shops  and  stalls 
hawk  everything 
from  Buddhas  to 
artdeco  radios 
to  porcelain  Mao 
statues.  Be  ready  1 1 
bargain,  and  watct! 
out  for  newly  madcl 
"antiques."  But  huiT 
the  area  is  slated  f| 
the  wrecking  ball  ii 
the  next  year  or  tw<<l 
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All-Star  shortstop  steps 
base  awkwardly,  breaks  ankle. 


Club  begins  month-long  slump. 


Fans  abandon  team. 


Entire  organization  hobbled 
for  rest  of  season. 
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num,  we  know  that  employee  disability  can  bring  even  the  healthiest  business 
.  knees.  That's  why  our  benefits  are  designed  as  much  for  employers  as  employees, 
lot  only  understand  how  to  help  people  get  back  on  their  feet,  but  how  to  keep 
)anies  at  the  top  of  their  game.  To  find  out  what  the  leader  in  disability  benefitst 
do  for  your  business,  call  your  broker  or  Unum  representative.  Or  visit  us  at 
n.com.  It's  time  to  step  up  to  the  plate. 


ABILITY 


LIFE 


LONG  TERM  CARE 


VOLUNTARY  BENEFITS 


05  US  Group  and  Individual  Disability  Market  Surveys.  2006 

3  products  and  services  are  offered  by  the  subsidiaries  of  Unum  Group  ©  2007  Unur, 

reserved  Unum  is  a  registered  trademark  and  marketing  brand  of  Unum  Group  and  its  <    jr.ng  subsidiaries  NS07-078 


unum 

Better  benefits  at  work. 
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Parker  on  Wine 


BY  ROBERT PARKER 


Where  to  Place  Your 
2006  Bordeaux  Bets 


FUTURES  SEASON,  the  opportunity  to  buy  wine  that  is  still  in  barrels  and 
won't  be  released  for  a  couple  of  years,  is  just  getting  under  way  for  the 
2006  Bordeaux  vintage.  People  often  buy  futures  from  wine  merchants  to 
avoid  paying  higher  prices  later,  but  I  wouldn't  load  up  on  2006  futures, 
as  the  vintage  is  good  but  not  great.  Prices  could  be  lower  by  the  time  the 
wine  is  released.  J  Still,  some  might  want  to  lock  up  a  case  or  two  if  2006 
marks  some  special  occasion,  such  as  a  big  anniversary  or  the  birth  of  a 
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child.  Here  are  some  wines  that  are 
good  values  if  you  can  buy  their 
futures  for  less  than  $45  a  bottle. 
Since  these  ratings  are  for  wines 
still  in  the  barrel,  I  use  a  range 
instead  of  a  specific  score. 

Branaire-Ducru 
92-94  points.  A  deep  ruby/purple 
hue  precedes  a  perfumed  nose  of  sweet 
boysenberries,  black  cherries,  minerals, 
spring  flowers,  and  a  hint  of  pain  grille. 
Fresh,  savory,  medium-  to  full-bodied  flavors 
coat  the  palate  with  beautiful  purity,  ripe 
tannin,  and  intense  fruit.  From  the  St.-Julien 
appellation,  this  offering  will  be  at  its  peak 
between  2012  and  2025. 

Malescot  St.-Exupery 
92-94  points.  This  Margaux  possesses 
sweet  cherry  and  cassis  notes  intermixed 
with  spring  flowers,  underbrush,  and 
licorice.  Medium-bodied  and  beautifully 
concentrated  with  soft  acids  as  well  as 
sweet  tannin  the  overall  impression  is 
one  of  opulence.  Anticipated  maturity: 
2010-2025. 

Haut-Bailty 

91-94  points.  This  Pess?      ^ognan  boasts 
a  dark  ruby  color  c;iong  wit   a  bouquet  of 
charcoal  embers  with  sweet  -ack  che.  ry  and 
black  currant  fruit.  It  has  Lit  -oak,  medium 
body,  and  a  gorgeous  texture    nticipated 
maturity:  2012  2030 


Duhart-Milon 

91-93  points.  This  blend  of  70%  cabernet 
sauvignon  and  30%  merlot  exhibits  notes 
of  creme  de  cassis,  pain  grille,  and  black 
cherries  and  undertones  of  loamy  earth, 
herbs,  and  spice.  Copious  richness  and 
up-front  fruit  along  with  good  freshness  and 
liveliness  suggest  this  Pauillac  will  be  at  its 
best  between  2012  and  2025. 

Fleur  Cardinale 

91-93  points.  The  2006  is  a  blend  of  75% 
merlot,  15%  cabernet  franc,  and  10% 
cabernet  sauvignon.  Its  deep  ruby/purple 
color  is  followed  by  a  flowery  nose  offering 
notes  of  black  fruits,  crushed  rocks,  and  spicy 
oak.  Medium-  to  full-bodied,  elegant,  pure, 
and  precise,  this  stunner  from  St.-Emilion 


falls  just  short  of  rivaling  the  fabulous  2005 
should  drink  well  for  10  to  15  years. 

Monbousquet 

91-93  points.  A  blend  of  70%  merlot, 
20%  cabernet  franc,  and  10%  cabernet 
sauvignon,  the  2006  is  an  elegant  effort 
with  hints  of  blueberries,  raspberries, 
cherries,  pain  grille,  espresso,  and  smoke 
Sweet  tannin,  medium-  to  full-bodied  dee 
flavors,  and  superb  purity  are  found  in  this 
overachieving  St.-Emilion.  It  should  drink 
well  for  15  or  more  years. 

Smith-Haut-Lafitte 
91-93  points.  The  beautiful  2006  exhibits 
aromas  and  flavors  of  earth,  graphite,  swee 
cassis,  cherries,  smoke,  and  spice.  Mediurr 
bodied  with  admirable  concentration,  soft 
tannin,  and  impressive  purity,  texture,  and 
length,  this  Pessac-Leognan  wine  should 
mature  between  2012  and  2025. 

Clos  de  L'Oratoire 
90-93  points.  A  sleeper  of  the  vintage,  the 
Clos  de  L'Oratoire  reveals  notes  of  smoked 
meats,  blueberries,  raspberries,  cedar,  and 
spicy  oak.  Opulent,  fleshy,  and  rich,  this  wi 
proportioned  St.-Emilion  is  ideal  during  its 
first  12  to  15 years.  ■ 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  te 
of  thousands  of  tasting  notes,  buy  his  books, 
subscribe  to  his  newsletter,  The  Wine  Advoca 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
100  I  BusinessWeek  i  June  4,  2007 


, 


ATESffl 


October  17, 18  & 

Red  Rock  Casino, 
Resort  &  Spa 

Las  Vegas,  Nevada 


The  leading  event  for  the  automotive 
internet  industry  is  once  again  coming  to 
Las  Vegas  this  fall.  Join  J.D.  Power  and 
Associates,  Retailers,  OEMs,  Agencies 
and  Third  Party  Web  sites  at  the  newly 
expanded  Red  Rock  Resort  and  Spa 
in  Las  Vegas  as  industry  experts  and 
thought  leaders  discuss  current  trends 
and  the  future  of  the  internet  in  the 
vehicle  transaction  process. 


For  more  information  about  the  event, 
visit:  www.jdpower.com/roundtable 

or  contact  us  at  automotiveroundtable® 
jdpa.com,  or  call  714-621-6270. 


The  McGraw-Hill Compani 
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Personal  Finance  Investin 


New  Spark  in 
Utility  Stocks 

Why  the  once-staid  sector  is  generating 
breathtaking  returns,  by  aaron  pressman 


WITH  MAJOR  STOCK  MARKET  indexes  in 
record-high  territory,  a  once  ho-hum  sector 
has  been  turning  in  electrifying  results.  The 
15-stock  Dow  Jones  utility  average  gained 
226%  from  October,  2002,  through  the  end 
of  April,  2007,  walloping  the  82%  rise  in 
the  more  diversified  Dow  Jones  industrial 
average.  J  Even  more  interesting,  in  an  industry  that  used  to  be  the  ul- 
timate safe  choice  for  income  investors,  the  outsize  return  came  solely 
from  stock  price  gains  and  does  not  factor  in  an  additional  20%  from 

dividends,  calculates  Raymond  James      still  contains  some  old-fashioned  stable- 


&  Associates  strategist  Jeffrey  Saut.  So 
far  in  2007,  the  Dow  utilities  index  has 
gained  17%,  vs.  9%  for  the  industrial 
average,  and  the  overall  utilities  industry 
has  given  the  best  performance  of  the  10 
major  market  sectors  tracked  by  Stan- 
dard &  Poor's. 

What  gives?  While  the  utility  sector 


income  plays,  a  decade  of  deregulation 
has  given  rise  to  a  racier  breed  of  inde- 
pendent power  producers  that  are  divi- 
dend-free, along  with  a  middle  group  of 
hybrids  that  offer  modest  payouts  at  best 
(table).  The  indies,  which  own  power 
plants  but  have  no  guaranteed  base  of 
customers,  are  the  riskiest  companies. 


Utility-stock  buyers  need  to  pay  close  epe; 
tention  to  the  differences  or  they  may  ■foci 
their  investments  are  out  of  whack  wi^-' 
their  financial  goals  and  tolerance  for  rirN 
"The  thought  process  that  ruled  the  d  s  pve 
five  years  ago  is  no  longer  with  us,"  savior 
Matthew  Smith,  co-manager  of  the  Franiini 
lin  Utilities  Fund.  "We're  in  a  different 
environment  because  of  deregulation."    tine 

Utilities  have  been  on  a  roll  for  iiM 
past  few  years  despite  a  boom-and-biwn 
cycle  of  power-plant  construction  aiaj-lin 
the  high-profile  bankruptcies  of  Ennr.' 
in  2002  and  Calpine  in  2005.  Five  yea- 
of  growing  demand  for  electricity  atu" 
time  of  diminished  production  capa>^ 
ity  has  pushed  up  prices  and  profits  t  • - 
power  producers.  The  massive  blacko  b 
that  started  in  Ohio  and  hit  much  oft  'i 


heast  on  Aug.  14,  2003,  also  helped 
reusing  attention  on  the  need  for 
structure  improvements.  Regulators 
ed  by  allowing  utilities  to  raise  rates 
ver  the  cost  of  building  new  trans- 
ion  line*  and  still  show  a  healthy 
n  on  investment. 

nith  thinks  the  environment  will 
nue  to  be  favorable  for  the  next  few 
>.  Because  of  past  underinvestment 
ifrastructure,  a  lot  more  transmis- 
line  projects  will  be  approved.  New 
;r  plants  will  be  much  slower  to 
J  online  because  of  increasing  con- 
tion  costs  and  environmental  chal- 
ks. The  strength  in  utility  stocks  "can 
i  a  lot  longer  than  some  skeptics  are 
icting,"  he  says.  "We  have  the  funda- 
[als  to  support  current  valuations." 


Deregulation  also  has  helped  stock 
prices  by  allowing  utilities  more  flexibility 
in  pricing.  In  the  old  days,  if  energy  prices 
rose,  utilities  were  at  the  mercy  of  local 
regulators.  Now  companies  can  more  eas- 
ily pass  along  higher  costs  to  consumers. 

GROWING  DEMAND 

DESPITE  ALL  THE  changes,  companies 
such  as  NSTAR  and  Consolidated  Edison 
have  largely  stuck  to  the  traditional  mod- 
el of  selling  electricity.  As  a  result,  they 
still  pay  high  dividends,  and  their  share 
prices  are  more  stable  than  the  overall 
market.  With  electricity  demand  growing 
and  an  increasing  number  of  infrastruc- 
ture projects  on  tap,  the  outlook  for  old- 
line  utilities  remains  strong.  ConEd  just 
asked  its  regulator  on  May  4  to  approve 


an  $8  billion  rate  hike  for  transmission 
improvements,  a  48%  increase  from  a 
previously  approved  plan. 

The  most  volatile  stocks  in  the  utility 
universe  are  the  independent  power  pro- 
ducers. Companies  such  as  Mirant  and 
NRG  Energy  build  and  operate  power 
plants,  selling  the  electricity  generated  to 
others  who  deliver  it  to  customers.  When 
the  economy  is  booming  and  electricity 
demand  is  rising,  power  producers  can 
charge  premium  prices.  But  if  the  trends 
reverse,  the  independents  have  no  cap- 
tive base  of  customers  forced  to  buy  their 
electricity,  unlike  traditional  utilities. 
"They're  going  to  be  more  cyclical  than 
other  utilities  have  been,"  warns  T  Rowe 
Price  utility  analyst  Mark  Finn. 

By  one  historical  measure,  the  rally 
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has  left  utility  stocks  looking  over- 
valued. The  2.9%  yield  on  the  Dov/s 
utility  index  is  far  below  the  4.75% 
yield  on  the  10-year  Treasury  bond. 
In  the  past,  that  has  signaled  utili- 
ties were  in  danger  of  a  pullback. 
But  analysts  and  fund  managers 
insist  the  changing  characteristics 
of  the  industry  have  diminished  the 
importance  of  dividend  yield.  While 
traditional,  highly  regulated  utilities 
still  pay  yields  close  to  the  10-year 
Treasury,  more  diversified  compa- 
nies with  better  growth  prospects 
tend  to  pay  out  less  than  they  did  in 
the  old  days. 

Some  utilities  could  be  hurt  by  an 
expected  increase  in  clean-air  regu- 
lations, as  more  states  move  to  curb 
emissions  that  cause  global  warm- 
ing. Even  the  federal  government, 
which  has  been  slow  to  act  under  the 
current  Administration,  is  starting  to 
talk  about  reducing  emissions.  Most 
vulnerable  to  such  policy  shifts  are 
companies  that  rely  on  coal,  such  as 
Southern  Co.  and  American  Electric 
Power.  Meanwhile,  those  with  gas, 
nuclear,  and  hydroelectric  generation 
facilities,  such  as  Exelon  and  PG&E, 
could  see  their  returns  enhanced. 
Still,  a  major  White  House  initia- 
tive is  far  from  imminent,  leaving 
most  of  the  industry  in  a  position  to 
increase  profits  and  keep  powering 
their  stock  prices  higher.  ■ 


The  New  World 
ofUtilities 

Name 

One -Year 
Return 

P/E 

Dividend 
Yietd 

TRADITIONAL 

CONSOLIDATED 
EDISON  EO 

23% 

15.9 

4.56% 

NSTAR  NST 

37% 

18.4 

3.57% 

TECO  ENERGY  TE 

22% 

14.5 

4.32% 

HYBRID 

CONSTELLATION 

CEG 

84% 

19.4 

1.85% 

EXELON  EXC 

42% 

27.9 

2.29% 

PG&E  PCG 

35% 

18.0 

2.79% 

INDEPEND 

DYNEGY  DYN 

100c:        N/A 

0 

NRG  ENERGY 

NRG 

39°    |  23.2 

RELIANT  RRI 

132%  j  191.2 

0 

All  data  as  of  May  18 

Data:  BusinessWeek  Companies  Channel 
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Keeping  Your 
Collection  Off  eBai 

A  little  planning  can  make  a  big  difference  for  yoo 
heirs  and  your  treasures,  bylynncshaughnessy 


AFTER  TELEVISION 
puppeteer  Morey  Bunin 
died  in  1997  at  age  86, 
his  three  children  do- 
nated his  puppets  and 
scripts  to  the  Museum 
of  the  Moving  Image 
in  Astoria,  N.Y.  But  they  consigned  more 
than  200  reels  of  film  that  captured  the 
antics  of  such  characters  as  Foodini,  Pin- 


PP- 
head,  and  The  Schnozz  to  the  basem  * 
thinking  they  had  only  sentimental  va  ei 
It  wasn't  until  they  read  an  article  in  2  ^ 
about  the  disappearance  of  many  sh(  ^ 
from  the  early  days  of  television  thatt tl- 
realized  they  were  sitting  on  a  treas 
trove.  "When  we  saw  the  article,  the  li  ss- 
bulb  went  off,"  says  Erica  Bunin,  the  p  orn 
peteer's  daughter. 

The  siblings  ultimately  sought 
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of  Laurence  C.  Zale  Associates,  a 
York  art  advisory  service,  which 
>ed  a  strategy  for  them  to  preserve 
films  for  posterity  and  make  out 
icially.  After  an  appraiser  valued 
eels  at  $2.3  million,  the  family  do- 
d  many  of  them  to  the  Museum  of 
ern  Art,  the  Library  of  Congress,  the 
eum  of  Television  &  Radio,  and  the 
A.  Film  &  Television  Archive.  By  do- 
;o,  they  pocketed  $1.6  million  in  tax 
ictions  while  boosting  the  pedigree 
le  remaining  reels,  which  are  now 
or  sale.  With  an  idiosyncratic  col- 
on like  this,  "you  have  to  be  pretty 
:ive,"  says  Laurence  Zale. 
you're  a  collector— and  one-third  of 
ile  with  net  worths  of  more  than  $10 
on  are,  by  one  estimate— you  need 

0  more  than  keep  your  valuables 
ed  or  stored  in  climate-controlled 
is.  Without  careful  planning,  your 
>  may  face  a  substantial  estate  tax 
-whether  they  decide  to  keep  the 
'  or  not.  And  if  you  want  to  unload 

treasures  while  you're  alive,  the 
-term  capital-gains  rate  on  collect- 
is  28%.  (The  rate  on  stock  gains  is 
15%.)  If  you  have  a  collection  you 
,  here's  what  you  need  to  do: 

FACTS.  Don't  delude  yourself  into 
ring  your  kids  will  cherish  what  you 
t  years  accumulating.  When  Mi- 

1  Mendelsohn,  president  of  Briddge 
Strategies  Ltd.  in  Purchase,  N.Y., 
d  his  daughter  which  five  pieces 
l  his  art  collection  she  would  most 
to  inherit,  he  was  impressed  that 
hen-19 -year- old  selected  five  of  the 
\.  important  works. 

Jendelsohn  was  less  pleased  when 
jsked  about  his  daughter's  reason- 
[  She  wanted  to  make  as  much 
ey  as  possible  when  she  sold  them, 
rejection  can  sting,  but  it's  better 
low  your  loved  ones'  true  feelings 
it  your  collection  so  you  can  make 
test  decisions. 

D  A  FIRE  SALE.  If  you  don't  develop 
xession  plan,  your  collection  could 
lately  be  carved  up  at  an  auction  or 
pear  into  eBays  maw.  "A  hastily 
ged  auction  sale  can  lose  up  to  70% 
s  value  of  the  collection,"  says  Men- 
ihn,  who  wrote  the  book  Life  is  Short, 
»  Long:  Maximizing  Estate  Planning 
egies  for  Collectors  of  Art,  Antiques 
Collectibles  (Wealth  Management 
,  $24.95). 

Drma  Canelas-Roth  and  William 
of  Winter  Haven,  Fla.,  have  been 
ting  their   artwork  to   museums 


for  two  decades.  But  they  have  seen 
other  collections  decimated  because  the 
owners  never  bothered  to  plan.  At  the 
moment,  Canelas-Roth,  an  art  histo- 
rian, is  particularly  upset  about  the 
fate  of  a  spectacular  Chinese  snuffbox 
collection  that  her  close  friends'  chil- 
dren are  trying  to  dump  for  quick  cash. 
"The  collection  should  go  to  a  museum, 
but  now  it  will  be  a  bargain-basement 
sale.  It's  very,  very  sad,"  she  says.  With 
some  philanthropic  planning,  she  notes, 
the  children  could  have  received  "far 
more  money"  than  they  will  now.  Her 
friends  could  have  pursued  one  of  sev- 
eral strategies,  including  donating  the 
snuffboxes  to  charity  and  using  the  tax 
savings  to  buy  life  insurance  that  would 
have  provided  more  money  than  the  sale 
of  the  collection. 

DON'T  LOOK  FOR  ONE  SOLUTION.  Many 
collectors  gravitate  to  museums  and 
universities  because  the  tax  proposi- 
tion looks  unbeatable.  When 
making  gifts  of  art  to  these 
"related-use"  charities,  the 
donor  is  entitled  to  deduct 
the  works'  fair-market  value. 
In  cases  where  the  gap 
between  the  cost  basis  and 
the  current  value  is  not  large, 
you  could  give  it  to  almost 
any  institution  you  choose. 
That's  because  if  you  donate 
art  to  a  charity  that's  not  art- 
related,  you  receive  a  deduc- 
tion based  only  on  what  you 


paid  for  the  work.  If  you're  taking  the 
nonrelated  route,  consider  giving  the 
art  to  one  of  the  donor-advised  funds 
run  by  community  foundations.  In  that 
case,  the  work  will  be  sold  and  you 
will  be  able  to  distribute  the  proceeds 
among  many  worthy  causes. 

CREATE  A  CATALOG.  This  isn't  for  vanity. 
"It's  wise  to  have  a  catalog  prepared  well 
in  advance  of  death  to  make  sure  the 
provenance  is  established  and  the  his- 
tory of  the  collection  is  included,"  says 
Jenny  McCall,  chairman  of  the  estates, 
trusts,  and  tax  planning  group  at  Pills- 
bury  Winthrop  Shaw  Pittman,  a  law  firm 
in  New  York  and  Silicon  Valley.  Produc- 
ing this  glossy  document  with  color  pho- 
tographs, collectors'  recollections,  and 
artist  biographies  can  boost  the  value  of 
the  collection. 

Lending  art  to  museums  may  also  en- 
hance value.  But  it  can  put  the  works  at 
risk.  The  Roths  have  had  to  restore  prized 
pieces  after  dispatching 
them  around  the  world. 
A  valuable  contemporary 
painting  got  wet  sirring  in 
a  wooden  crate  at  a  Ger- 
man airport,  sculptures 
have  been  damaged,  and 
African  masks  came  back 
from  an  11-city  tour  with 
beads  missing. 


Donating 

art  or  other 

collectibles 

is  often  the 

smartest 

financial 

decision 


DON'T  BE  SNEAKY.  Some 
collectors  tell  their  chil- 
dren in  advance  who  can 
take  what  valuables.  When 
the  parents  die,  the  chil- 
dren carry  their  bequests 
out  the  door  and  hope  the 
Internal  Revenue  Service 
never  catches  on. 

Mendelsohn  recalls  a 
family  that  tried  to  avoid 
estate  taxes  by  keeping 
three  magnificent  pieces 
of  antique  furniture  under 
wraps.  The  two  daugh- 
ters sold  their  pieces  to  a 
New  York  dealer  and  each 
pocketed  seven  figures. 
But  when  the  son  tried  to 
sell  his  through  the  same 
dealer,  he  learned  it  was 
a  fake.  The  brother  is  now 
trying  to  wheedle  a  share 
of  what  his  sisters  got 
for  their  pieces.  If  he  files 
suit  against  his  siblings, 
there's  a  good  chance  the 
IRS  will  learn  of  the  dodge 
and  audit  the  estate.  II 
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BY  GENE  G.  MARCIAL 

DESPITE  THE  BAD  NEWS,  SOME  SEE  A  ROSY  FUTURE  FOR  AMGEN 


BIOENVISION  EXPECTS  BRISK  SALES  OF  ITS  LEUKEMIA  TREATMEI 


, 


A  TAKEOVER  MAY  LIE  AHEAD  FOR  FOR  HAULER  YRC  WORLDWIDE. 


THE  PULSE 
HAS  DROPPED 

STOCK  PRICE  (DOLLARS) 

80    - 

- 1 


OCT.  9,  '06         MAY  23.  '07 
Data:  Bloomberg  Financial  Markets 


Amgen  Believers 

WHEN  IT  RAINS,  IT  POURS.  And  there  has  been  a 
deluge  of  bad  news  at  biotech  Amgen  (AMGN),  whose 
stock  tumbled  from  65  on  May  1  to  54.74  on  May  23. 
It  had  hit  76  in  January.  Regulators  have  found  that  Amgen's 
blockbuster  anemia  drugs,  Epogen  and 
Aranesp,  may  increase  heart  risks  and 
tumor  growth  in  high  doses.  On  May 
10,  a  Food  &  Drug  Administration  panel 
proposed  curbs  on  prescriptions  and 
new  clinical  trials  to  assess  risks.  And 
on  May  14,  Medicare  set  out  to  limit 
conditions  under  which  it  would  pay 
for  the  drugs,  whose  2006  sales  were 
$6.6  billion— 47%  of  revenues.  But  not 
everyone  has  turned  on  Amgen.  "In 
spite  of  its  problems,  now  fully  reflected 
in  its  stock,  Amgen  is  a  long-term  value 
play,"  says  Joseph  Battipaglia,  chief  investment  officer  at  Ryan 
Becks  Washington  Crossing  Advisors  unit.  Amgen  makes  five 
of  the  world's  best-selling  biotech  drugs,  he  notes.  At  12.5  times 
his  2007  earnings  forecast  of  $4.28  a  share,  "the  stock  is  cheap," 
says  Battipaglia.  He  foresees  $4.42  in  2008.  He  expects  the  stock 
to  hit  64  in  a  year.  Steven  Silver  of  Standard  &  Poor's  notes  that 
Amgen's  "long-term  fundamentals  and  R&D  efforts  remain 
strong."  He  expects  data  from  Phase  3  trials  of  a  new  drug  for 
osteoporosis  and  bone  cancer  and  another  for  lung  and  breast 
cancer  to  boost  the  stock.  Amgen  says  it  will  work  with  the  FDA 
to  review  the  panel's  proposals. 

What  Big  Investors 
See  in  Bioenvision 

AT  THE  OPPOSITE  END  of  the  biotech  world,  tiny 
Bioenvision  (BIVN)  has  attracted  big  investors, 
including  George  Soros.  A  biopharma  focused  on 
certain  types    •  cancer,  Bioenvision  has  enticed  Soros  Fund 
Management  ..ad  Perseus-Soros  BioPharma  Fund  to  acquire 
a  combined  12%  stake.  Other  buyers  include  SCO  Financial 
Group,  also  with  12%;  Federated  Investor,  11%;  Lehman 
Brothers  Holdings,  3.5%;  and  Pequot  Capital  Management, 
3.2%.  Bioenvision  has  teamed  up  with  biotech  biggie 
Genzyme  to  develop  clofarabine,  a  treatment  for  leukemia  in 
children.  Bioenvision  is  seeking  to  expand  its  use  to  elderly 
patients  with  acute  myeloid  leukemia  in  Europe,  where  it  has 
marketing  rights.  (Genzyme  owns  the  U.S.  rights.)  Based  on 
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till 


a  typical  timeline  for  review  by  the 
European  Medicines  Agency,  "we'd 
expect  an  approval"  by  late  2007,  says 
Bret  Holley  of  CIBC  World  Markets, 
who  rates  the  stock,  now  at  4.51, 
"outperform."  Steven  Rouhandeh,  CEO 
of  SCO,  believes  the  stock  will  hit  20 
in  a  year.  He  says  when  Europe  O.IC's 
clofarabine  for  adults,  "Bioenvision  will 
rocket."  By  then,  Genzyme  might  opt  to 
buy  Bioenvision,  he  says. 


STARTING, 
TO  RECOVER 
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Will  Another  Trucker 
Pick  Up  YRC? 

Fi 
i 
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I  OR  THREE  YEARS,  CEO  William  Zollars  expanded 
Yellow  Transportation  through  acquisitions.  Yellow 
bought  Roadway  in  2003  and  USF  in  2005.  Renamed 

YRC  Worldwide  (YRCW),  the  company  is  the  largest  publicly 

traded  carrier  that  accepts  shipments  of  less  than  a  full 

truckload.  Now,  YRC  is  burdened  with  dismal  earnings  beca; 

of  higher  fuel  costs  and  bad  weather.  The  stock  slid  from  455 

in  April  to  39.43  on  May  23.  The  talk 

is  that  YRC  may  be  a  buyout  target. 

Zollars  says:  "If  s  always  possible, 

with  all  the  liquidity  around,  as  shown 

by  the  bid  for  Chrysler."  Big  truckers 

see  YRC  as  a  tempting  asset  play.  Now 

selling  at  a  low  9.4  times  the  2008 

earnings  forecast  of  $5.25  a  share,  YRC 

offers  "compelling  earnings  power  and 

potential  value,"  says  Justin  Yagerman 

of  Wachovia  Securities,  which  owns 

shares.  He  rates  the  stock  "outperform" 

and  thinks  it  could  be  worth  53-  He  sees 

earnings  of  $4.06  a  share  in  2007,  vs.  $5.01  in  2006.  Arthur 

Hatfield  of  Morgan  Keegan,  who  also  rates  it  outperform,  sayfe 

the  big  driver  ahead  for  YRC  would  be  better-than-expected    m 

earnings  as  the  freight  environment  recovers.  ■  j$tj( 
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ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  than] 
350.000  companies— public  and  private— worldwide.  Find  the  best  compaT 
resource  on  the  free  Web  at  investing.businessweek.com 
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Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  theft 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investmet 
banking  or  other  financial  relationships  with  them. 
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U.S.  MARKETS 

MAY  23 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P500 

1522.3 

0.5 

7.3 

21.1 

Dow  Jones  Industrials 

13.525.7 

0.3 

8.5 

21.9 

NASDAQ  Composite 

2577.1 

1.2 

6.7 

19.4 

S&PMidCap400 

904.5 

1.4 

12,4 

20,0 

S&P  SmallCap  600 

434.2 

1.7 

8.5 

16.5 

DJ  Wilshire  5000 

SECTORS 

15,323.5 

0.8 

78 

21.1 

BusinessWeek  50* 

859.0 

0.6 

7.6 

19.8 

BW  Info  Tech  100" 

478.6 

0.9 

6.9 

28.5 

S&P/Citigroup  Growth 

694.7 

0.6 

6.5 

19.3 

S&P/Citigroup  Value 

826.6 

0.5 

8.2 

22.9 

S&P  Energy 

519.8 

3.2 

14.1 

29.6 

S&P  Financials 

507.4 

0.0 

2.4 

17.0 

S&P  REIT 

193.9 

-1.8 

-2.5 

22.5 

S&P  Transportation 

281.0 

-1.3 

6.5 

3.3 

S&P  Utilities 

213.3 

-1.5 

14.3 

36.7 

GSTI  Internet 

226.7 

4,8 

13.5 

30.3 

PSE  Technology 

939.6 

0.1 

7.3 

16.8 

•March  19, 1999=1000  "February  7, 2000=1000 


GLOBAL  MARKETS           may 

WlfK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P  Euro  Plus  (U.S.  Dollar)        2229.1 

1.4 

12.0      32.9 

London  (FT-SE 100)                  6616.4 

0.9 

6.4       16.5 

Paris  (CAC  40)                       6120.2 

1.7 

10.4       24.1 

Frankfurt  (DAX)                       7735.9 

3,4 

17.3       36.2 

Tokyo  (NIKKEI  225)                 17,705.1 

1.0 

2.8       13.5 

Hong  Kong  (Hang  Seng)          20,799.0 

0.7 

4.2       31.1 

Toronto  (S&P/TSX  Composite)   14.142.5 

0.8 

9.6      22.6 

Mexico  City  (IPC)                  30,869.8 
FUNDAMENTALS 

MAY2 

1.7 

16,7       61.3 

WEEK  AGO      YEAR  AGO 

S&P  500  Dividend  Yield 

1.75% 

1.77%      1.86% 

S&P  500  P/E  Ratio  (Trailing  12  mos.) 

17.9 

17.7          17.1 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

15.7 

15.5         14.3 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

0.07% 

MAY  2 

0.03%    -0.43% 

•First  Call  Corp. 
WEEK  AGO      YEAR  AGO 

S&P  500  200-day  average 

1399.5 

1393.4    Positive 

Stocks  above  200-day  average 

75.0% 

70.0%  Negative 

Options:  Put/call  ratio 

0.84 

0.77    Positive 

Insiders:  Vickers  NYSE  Sell/buy  ratio 

5.78 

6.37  Negative 

BEST-PERFORMING 
GROUPS 


LAST 
MONTH  % 


LAST  12 
MONTHS  % 


Internet  Retailers 

31.3 

Tires  &  Rubber 

171.4 

Aluminum 
Consumer  Electronics 

18.2 
15.5 

Internet  Retailers 
Divsf d.  Metals  &  Mining 

69.3 
64.2 

Oil  &  Gas  Drilling 

135 

Intgrd.  Telecmms.  Svcs. 

53.8 

Household  Appliances 

12.3 

Leisure  Products 

52.9 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                          %        52-WEEK  TOTAL  RETURN 
LEADERS                                                     LEADERS 

% 

Latin  America 

9.8 

Latin  America 

68.3 

Natural  Resources 

6.4 

Pacific/Asia  ex-Japan 

42.8 

Communications 

4.9 

Utilities 

42.4 

Pacific/Asia  ex-Japan 

LAGGARDS 

4.8 

Diversified  Emerging  Mkts 

LAGGARDS 

35.9 

Real  Estate 

-3.7 

Japan 

-0.5 

Precious  Metals 

-2,0 

Precious  Metals 

10,4 

Japan 

-0.5 

Miscellaneous 

14.3 

Health 

0.7 

International  Hybrid 

15.2 

WORST-PERFORMING  LAST 

GROUPS                                MONTH  % 

LAST  12 
MONTHS  % 

IT  Consulting 

-12.2 

Gold  Mining 

-23.0 

Retail  REIT's 

-11.0 

Electric  Mfg.  Svcs. 

-21.0 

Gold  Mining 

-10.3 

Employment  Services 

-12.4 

Specialized  REIT's 

-9.5 

Agricultural  Products 

-10.3 

Agricultural  Products 

-7.8 

Homebuilding 

-10.2 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 

% 

52-WEEK  TOTAL  RETURN 

% 

LEADERS 

LEADERS 

DireXn.  Lat.  Am.  Bull  2X  Inv. 

16.8 

DireXn.  Lat.  Am.  Bull  2X  Inv. 

125.3 

ProShares  Ultra  Oil  &  Gas 

14.8 

Dreyfus  Prem.  Grtr.  China  A  83.3 

ProFunds  Oil  Equip.,  Svcs. 

13.5 

ProFunds  UflraEmrg.  Mkts. 

77.7 

Dreyfus  Prem.  Grtr.  China  A 

12,8 

AIM  China  A 

/b.3 

LAGGARDS 

LAGGARDS 

ProShares  UltSh.  Oil  &  Gas 

-13.2 

ProFunds  UltSh.Emrg.  Mkts. 

-55.4 

ProShares  Ultra  Real  Estate 

-10  7 

DireXn.  Emrg.  Mkts.  Short 

-53.2 

ProFunds  UltSh.Emrg.  Mkts. 

-10.7 

DieXa  NASDAQ  100  Bear  2-5X 

-37.4 

Frontier  MicroCap 

-9.5 

DireXn.  Sm.  Cap  Bear  2.5X 

-3/.0 

INTEREST  RATES 

KEY  RATES 

Money  Market  Funds 
90-Day  Treasury  Bills 
2-Year  Treasury  Notes 
10-Year  Treasury  Notes 
30-Year  Treasury  Bonds 
30-Year  Fixed  Mortgage  f 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


MAY  23 

WEEK  AGO 

YEAR  AGO 

4.86% 

4.87% 

4.49% 

4.89 

4.73 

4.83 

4.84 

4.73 

4.95 

4.86 

4.71 

5.05 

5.01 

4.88 

5.14 

6.29 

6.17        6.54 

t  BaruQuote  Inc. 

10-YR.BOND 

30-YR.B0ND 

General  Obligations 

3.90% 

4.35% 

Taxable  Equivalent 

5.57 

6.21 

Insured  Revenue  Bonds 

4.03 

4.53 

Taxable  Equivalent 

5.76 

6.47 

slipped  0.1%  in  April,  likely  due 
to  a  further  drop  in  residential 
construction.  In  March,  strength  in 
nonresidential  building  drove  the 
overall  total  up  0.2%. 
EMPLOYMENT  Friday,  June  1,  8:30 
a.m.  EDT  »May  nonfarm  payrolls 
are  expected  to  have  improved, 
with  a  gain  of  140,000  workers. 
Businesses  added  88,000  jobs  in 
April.  The  jobless  rate  probably 
held  at  4.5%,  and  average  hourly 
earnings  likely  grew  0.3%. 


PERSONAL  INCOME  Friday,  June  1, 
8:30  a.m.  EDT  »Personal  income 
probably  slowed  to  a  0.3%  gain  in 
April,  after  a  0.7%  jump  in  March. 
Consumer  spending  likely  picked 
up,  to  a  gain  of  0.4%  from  0.3%. 
PURCHASING  MANAGERS  INDEX 
Friday,  June  1, 10  a.m.  EDT  »The 
Institute  for  Supply  Management's 
May  manufacturing  activity  most 
likely  eased  slightly,  to  53.6%, 
after  a  better-than-expected 
rebound,  to  54.7%,  for  April. 


The  BusinessWeek  production  index 
was  practically  unchanged,  at  300.9, 
for  the  week  ended  May  12,  a  9.2% 
gain  from  a  year  ago.  Before 
calculation  of  the  four-week  moving 
average,  the  index  grew  to  301.7. 


liiismi'ssWi'ck  .com 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  on  more 
than  350,000  companies— public 
and  private— worldwide.  Find  the  best 
company  resource  on  the  free  Web 
at  investing.businessweek.com 

For  the  BVV50,  more  investment 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras 
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RobVandermark 

Founder  and  President,  Seven  Cycles 
Maker  of  high -end  custom  bikes 


Ask  Rob  Vandermark  Why  He  Loves  His  BlackBerry 

:hough  Seven  Cycles  is  a  small  business,  we  sponsor  elite,  world-class  athletes.  The  product 
we  of%truly  can  enhance  their  capability.  That's  a  bold  statement  to  make,  but  that's  what  they  tell 

Tart  of  them.  My  BlackBerry*  provides  the  same  kind  of  experience.  I  get  where 
_  :orttessJy.:!£s  seamless,  it  performs  beautifully.  And  that,  just  like  our  bikes,  is  the  goal, 
frets  mpex  my- full  potential." 

jfcrry  can  help  you  live  a  larger  life  at  www.blackberry.com/ask. 


—j a 


^BlackBerry 
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Screen  image  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 


Company  Index 

5  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
rence  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
les.  Companies  listed  only  in  tables  are  not  included. 
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(DWRI)60 
Deutsche  Bank  (DB)  64 
DoCoMo  (DCM)  16 
Domaine  de  Courteillac  76 
DoubleClick  (GOOG)  26 
Dow  Jones (DJ)  14 
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Frito-Lay(PEP)66 

Frontier  Financial  82 

FTN  Financial  82 
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Someone 
Why  They 
Love  Their 
BlackBerry 

In  1999,  BlackBerry  *  hit  the  street. 
Word  of  mouth  ignited.  People 
loved  the  wireless  freedom.  Today 
there  are  millions  of  BlackBerry 
owners  and  their  passion 
continues  to  be  the  best  form  of 
advertising.  Every  day.  All  around. 
People  are  using  BlackBerry  to  live 
larger  and  more  successful  lives. 


Find  out  why  people  love  their 
BlackBerry,  or  tell  us  why  you  love 
yours,  at  www.blackberry.com/ask. 


*:  BlackBerry 


©2007  Research  In  Motion  Limited.  All  Rights  Reserved. 
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IdeasBooks 


The  Working-Mom  Quandary 


1 


In  2002,  Harvard  Business  School 
completed  a  study  that  found  only  38% 
of  female  MBAs  from  the  classes  of 
'81,  '86,  and  '91  were  still  working  full- 
time.  So  much  for  having  it  all.  A  rash 
of  mommy  agita  journalism  ensued, 
including  a  story  in  BusinessWeek  about 
the  "stopping  out"  phenomenon  and,  a 

year  later,  a  cover  story  in  The  New 
York  Times  Magazine  called  "The 
Opt  Out  Revolution."  The  already 
extreme  debate  about  mommydom  vs. 
careerhood  got  ugly,  with  both  sides 
adopting  thuggish,  bullying  tones  that 
showed  just  how  vexing  the  problem 
of  trying  to  do  two  jobs  at  once  still  is. 

Out  now  are  four  books  that 
deconstruct  the  underlying  causes 
of  stopping  out  and  formulate 
some  smart  solutions  beyond  HR 
pablum.  All  are  provocative,  superbly 
researched,  and  required  reading 
for  anybody  trying  to  pull  off  a  guilt- 
inducing  trapeze  act.  Topics  range 
from  the  insanity  of  corporate  cultures 
that  reward  those  who  loiter  late  at  the 
office  to  companies  that  are  beginning 
to  alter  inflexible  career  paths  that 
send  much  of  their  best  female  talent 
out  the  door. 

In  OFF-RAMPS  AND  ON-RAMPS: 
KEEPING  TALENTED  WOMEN  ON  THE  ROAD  TO  SUCCESS  (Harvard 
Business  School  Press,  299pp.,  $29.95),  Economist  Sylvia  Ann 
Hewlett  focuses  on  how  34  global  companies  have  realized  the 
value  in  refashioning  jobs  and  careers  so  as  to  accommodate 
both  mega-hour  gray-flannel  types  and  talented,  get-it-done- 
quickly  mothers.  Hewlett  also  reveals  how  corporations  are 
designing  ways  for  women  to  ramp  their  careers  up  and  down 
without  losing  prestige  or  risking  burnout  in  extreme  jobs.  The 
book  chronicles  how  Ernst  &  Young  battled  high  attrition  with 
a  rich  menu  of flexible  work  arrangements,  of  which  82%  of  all 
employees  take  advantage  and  which  save  the  firm  $10  million 
a  year.  Booz  Allen  Hamilton's  Adjunct  program  divvies  up 
jobs  into  bite-size  chunks  so  they  can  be  done  by  part-timers, 
contract  workers,  or  those  working  from  home.  Lehman 
Brothers  found  remote  workers  are  often  more  productive  than 
those  who  work  in-house. 

In  MOTHERS  ON  THE  FAST  TRACK:  HOW  A  NEW  GENERATION 
CAN  BALANCE  FAMILY  AND  CAREERS  (Oxford  University 
Press,  149pp.,  $24.95),  University  of  California  at  Berkeley 
Graduate  Dean  Mary  Ann  Mason  and  her  journalist  daughter, 
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Eve  Mason  Ekman,  explore  how  even  though  women  far 
outnumber  men  among  graduate-degree  holders,  they  still 
disappear  at  the  top  corporate  ranks.  The  authors  divide 
their  book  into  dishy  chapters  on  how  to  navigate  careers 
in  different  industries,  including  a  wonderful  description  c> 
the  largely  motherless  Conde  Nast  cafeteria.  They  show  ho'i 
women  have  successfully  handled  the  tug-of-war  by  taking. ' 
matters  into  their  own  hands  instead  of  expecting  bosses  t( 
do  so.  There's  lots  of  excellent  advice  for  women  facing  the. 
make-or-break  30s  as  well  as  thoughtful  insight  into  the 
perennial  question,  "When  is  a  good  time  to  have  a  baby?" I 
Hunter  College  sociology  professor  i 
Pamela  Stone  argues  that  all  those 
stories  about  professional  women 
dropping  out  because  they  yearn  to 
return  to  more  traditional  values  are 
mere  hype.  In  OPTING  OUT?  WHY  WOMEh  1 
REALLY  QUIT  CAREERS  AND  HEAD  HOME 
(University  of  California  Press,  295pp., 
$24-95)  Stone  says  women  are  being 
pushed  out  because  they  can't  reconcild '■)  ¥ 
their  family  lives  with  corporate  cultun 
that  value  hours  over  output.  She  coven, 
some  of  the  same  inflexible-workscape  f  , 
themes  as  Hewlett,  with  darker  overtor  1 
The  women  Stone  profiles  didn't 
quit  working  because  they  wanted  to 
recapture  1950s  family  life.  They  wereri 
traditional;  the  workplace  was.  For  then 
women,  quitting  was  a  last  resort  and 
brought  on  "Ophelia  moments"  of  lost  M 
identity  and  crises  of  confidence.  That's!/ 
not  to  mention  the  high  economic  prict: 
they  paid  when  they  returned  home  to  | 
raise  children  full-time. 
For  those  who  have  put  "former"  in  front  of  their  once- 
triumphant  titles,  there's  BACK  ON  THE  CAREER  TRACK:  A  GUIIt 
FOR  STAY-AT-HOME  MOMS  WHO  WANT  TO  RETURN  TO  WORK 
(Warner  Business  Books,  297pp.,  $24-99).  Onetime  stop-ov 
and  Harvard  MBAs  Carol  Fishman  Cohen  and  Vivian  Steir 
Rabin  offer  a  tasty,  anecdote-filled  field  guide  to  getting  backlj^ 
in.  Cohen  and  Rabin  masterfully  reveal  the  ambivalence  felt  1 
women  who  can  afford  to  drop  out  yet  may  be  conflicted  abc' 
doing  so.  The  book  offers  lessons  on  how  to  de-stigmatize 
resume  gaps  and  get  spouses  and  kids  to  buy  in  to  the  idea  c  W 
return  to  work.  For  those  who  say  you  can't  go  back,  this  bot-W 
is  the  definitive  rebuttal.  k 

What  all  four  books  make  clear  is  that  women  can  do  only  9  toe 
much.  For  real  change  to  occur— especially  for  the  majority  of  | 
mothers,  who  have  no  choice  but  to  work— Washington  must  m 
also  wake  up.  For  an  ostensibly  family-values  nation,  we  have  1 1 
few  family-values  social  policies.  Another  thing  all  the  women  1 
profiled  agree  on:  Those  who  successfully  manage  both  realms 
all  have  one  thing  in  common— husbands  who  do  half.  II 

-By  Michelle  Cor ' 
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HARDCOVER  BUSINESS  BOOKS 


UST      MONTHS 
MONTH     ON  LIST 


PAPERBACK  BUSINESS  BOOKS 


WOMEN  &  MONEY  SuzeOrman  (Spiegel  &Grau-  $24.95)        1        3 
Inspirational  prose  and  practical  tools  to  help  females  with 
their  finances. 

WHERE  HAVE  ALL  THE  LEADERS  GONE?  Lee  lacocca  -       1 

(Scribner  •  $25)  The  ex-chief  of  Chrysler  on  America's 
failings  and  the  qualities  that  make  leaders  great. 

GO  PUT  YOUR  STRENGTHS  TO  WORK  Marcus  Buckingham     4       2 

(Free  Press  •  $30)  Ways  to  identify  your  assets  and  reap  the 
rewards  you're  due. 
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inevitable,  says  a  former  "mathematical  trader." 

JEFFREY  GITOMER'S  LITTLE  GREEN  BOOK  OF  GETTING        -        1 

»  YOUR  WAY  Jeffrey  Gitomer  (FT  Press-  $19.99)  Thepower 
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}  (St.  Martin's*  $19.95)  A  global-warming  fable  offers  eight 
lessons  on  coping  with  change. 

ME  TO  WE  Craig  Kielburger,  Marc  Kielburger  (Fireside-  —       1 
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former  White  House  speechwriter. 
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II  IdeasOutsideShot 


BY  GARRY  KASPAROV 


Putin's  Critics:  A  Web  Stratei 


During  my  years  as  a  hero  of  the  chess-crazed  Soviet  Union,  I  appeared 
regularly  on  state-controlled  television  and  in  newspapers.  What  I  would 
give  for  such  access  today!  Since  I  retired  from  chess  two  years  ago  to 
enter  a  new  fray,  the  fight  for  democracy  in  Russia  against  the  increasing]] 
authoritarian  rule  of  President  Vladimir  Putin,  traditional  media  have 


been  closed  to  me.  Instead,  I've  gained  an  appreciation  for 
a  less-traditional  means  of  communication:  the  Internet. 

Indeed,  the  Web  is  quickly  becoming  the  last  refuge  of 
dissent  in  my  country.  With  print,  television,  and  radio  almost 
entirely  under  state  control,  directly  or  indirectly,  the  Internet 
is  a  vital  resource  for  communication  and  organization.  But 
low  Internet  penetration  means  that  many  ordinary  Russians 
cannot  yet  hear  our  pro-democracy  message.  And  lately  even 
the  Web  has  become  a  target  of  the  Kremlin,  with  its  desire  to 
control  and  monitor  our  every  thought  and  deed. 

Every  politician  knows  that  no  matter  how  valuable  your 
message,  you  can't  succeed  if  you  can't  get  that  message  out. 
In  a  free-market  society  with  an  independent  media,  that 
access  depends  on  the  quality  of  your  message, 
the  amount  of  money  you  have,  and  your 
public  relations  skills.  In  a  totalitarian  society, 
every  message  is  directly  shaped  or  thoroughly 
checked  by  the  regime. 

The  current  state  of  Russian  media  perfectly 
illustrates  the  famous  A.J.  Liebling  quote: 
"Freedom  of  the  press  is  guaranteed  only  to 
those  who  own  one."  Every  significant  media 
outlet  is  controlled  by  Putin's  loyal  band  of 
oligarchs.  Topics,  people,  even  specific  words, 
are  banned  from  the  airwaves. 

Indeed,  one  of  the  first  things  Putin  did  after 
taking  office  in  2000  was  to  enact  a  law  granting 
the  government  and  the  security  forces  broad 
powers  of  surveillance  and,  potentially,  control  over  Internet 
traffic.  Since  then  there  have  been  occasions  when  negative 
news  items  have  quickly  disappeared  from  Russian  news 
sites  and  access  to  opposition  sites  has  been  blocked,  either 
by  hackers  or  by  Internet  service  providers.  Still,  Russia's  28 
million  Internet  users  enjoy  relative  freedom— at  least  for  now. 

Web  penetration  in  Russia  is  under  20%,  and  a  majority 
of  those  users  live  in  the  affluent  Moscow  and  St.  Petersburg 
areas,  where  many  people  are  enjoying  the  luxuries 
accompanying  the  energy  boom  and  have  little  interest 
in  politics  as  long  as  the  oil— and  the  cash— keep  flowing. 


We  are 
banned 
from  TV, 
so  activists 
put  videos 
of  rallies 
onYouTube 


Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 


112  I  BusinessWeek  I  June  4,  2007 


Relatively  few  surfers  use  the  Internet  to  access  political 
news.  In  fact,  much  of  the  Russian-language  Internet, 
especially  political  content,  is  viewed  outside  the  borders  c 
Russia  and  the  former  Soviet  republics.  Of  the  2.2  million 
weekly  readers  of  the  popular  Russian  Livejournal  blogs,  c 
1.2  million  reside  in  Russia.  Still,  these  pages  have  become 
such  a  force  that  topics  such  as  the  2004  murder  of  journa. 
German  Galdetsky  forced  their  way  into  the  mainstream 
news  because  they  reached  a  critical  mass  on  Livejournal. 
The  Other  Russia  opposition  coalition,  which  I  co-founde< 
in  2006,  uses  the  Web  to  inform  and  organize.  The  Kremlin 
often  targets  local  printers  and  harasses  our  activists  when  tl 
attempt  to  distribute  our  newspapers  and  flyers.  But  if  peopl» 
know  where  to  look,  they  can  find  out  about  our 
events  online.  We  also  publish  coverage  of  our 
"Marches  of  Dissent,"  including  videos  of  state 
security  forces  attacking  our  rallies.  Since  we  are 
banned  from  TV,  YouTube  provides  improvised 
video  coverage  thanks  to  dozens  of  activists.  Wh 
these  citizen  reports  lack  in  production  values,  tl 
more  than  make  up  for  in  honesty  and  immediati 
And  our  English-language  Web  site  keeps  pressv 
on  Putin  by  educating  the  West,  whose  financial 
complicity  is  needed  by  his  government. 

Nonetheless,  there  remains  the  constant 
threat  of  being  jailed  for  "extremist  speech,"  tr 
Kremlin's  Orwellian  justification  for  suppressii: 
criticism.  Individuals  have  been  criminally 
charged  for  Internet  posts.  The  security  forces  and  their  all 
engage  in  online  harassment  as  well.  Our  Web  sites  are  unr 
constant  threat  of  coordinated  hacker  attacks,  forcing  us 
to  look  outside  Russia's  borders  to  establish  a  network  th 
cannot  be  shut  down  by  the  government. 

Even  if  we  get  our  message  out,  we  cannot  make  people 
read  it,  or  care,  or  act.  Our  mission,  then,  is  to  present  a 
message  so  powerful  that  it  cannot  be  ignored.  In  this  fig 
the  Internet  is  our  best  weapon  to  let  the  world  know  wh; 
really  going  on  behind  Putin's  21st  century  Iron  Curtain. 

Garry  Kasparov,  former  world  chess  champion,  isco-found& 
The  Other  Russia  opposition  coalition  (theotherrussia.org). 
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IdeasFaceTime 

WITH  MARIA  BARTIROMO 


The  Unvarnished  McCain 


A  YEAR  OR  SO  AGO,  a  lot  of  people— myself 
included— thought  the  Republican  Presiden- 
tial nomination  for  2008  was  Senator  John 
McCain's  to  lose.  But  early  as  it  is  in  the 
election  cycle,  McCain  now  faces  strong 
challenges  from  former  Massachusetts  Gov- 
ernor Mitt  Romney  and  former  New  York 
City  Mayor  Rudy  Giuliani,  as  well  as  lesser 
competition  from  a  pack  of  second-tier  can- 
didates. Plus  there  is  the  prospect  that  former 
Senator  Fred  Thompson  may  enter  the  race. 
Looking  for  that  straight  talk  that  energized 
many  Republicans  when  McCain  unsuccess- 
fully sought  his  party's  nomination  in  2000, 
I  called  the  senior  senator  from  Arizona. 

Do  you  support  indefinitely  extending  2001  and  2003  tax  cuts? 

Of  course.  Otherwise,  it  would  have  the  effect  of  a  tax  increase. 
But  I  also  support  strongly  a  restraint  on  spending,  which  I  did 
in  2001  when  we  enacted  these  tax  cuts.  Revenues  have  been 
great,  but  spending  has  lurched  out  of  control.  And  not  only 
has  it  affected  the  future  of  America  but  it  has  affected,  badly, 
our  Republican  base,  who  are  disgusted  by  our  spending  prac- 
tices, earmarking,  and  corruption. 

Would  you  extend  the  dividend  and  capital-gains  tax  cuts? 

I  would  favor  extending  all  of  the  tax  cuts. 

What  about  reforming  the  Alternative  Minimum  Tax? 

Doing  so  will  have  an  impact  on  the  budget,  but  I  think  that  if 
our  economy  continues  to  improve  and  we  stop  the  wasteful 
and  pork  barrel  spending  and  corruption,  then  we  will  be  able 
to  handle  that.  You  can't  impose  that  kind  of  penalty 
on  American  families  and  businesses. 


Many  middle    icome  Americans  feel  threatened  by 
globalization,  free  trade,  and  outsourcing.  Do  you 
favor  restrictions  on  any  of  them? 

No,  I  think  it  would  be  the  biggest  mistake  we  could 
make.  I'm  a  free  trader.  I  believe  that  we  are  in  this 
global,  information  technology  world,  and  we  can 
compete  in  it.  We  have  to  do  a  better  job  at  education 
and  training...but  you  know,  not  many  people  rt 
that  50,000  Americans  today  make  their  living  off 
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eBay.  I  was  just  out  at  Google  doing  a  town  hall  meeting 
about  a  thousand  of  their  employees.  Go  out  to  Google 
then  tell  me  that  our  economy  can't  be  vibrant.  We  are  g 
through  a  transition  as  we  have  at  other  times  in  history, 
job  is  to  equip  America  for  this  new  competition,  not  to  1 
walls  to  try  to  keep  it  out. 

Middle  America  is  also  getting  pressured  by  gasoline  price 
Should  the  oil  companies'  windfall  profits  be  taxed? 

What  we  need  to  do  is  make  a  national  priority  of  reducing 
dependence  on  foreign  oil.  We  need  to  go  to  nuclear  pc 
Ethanol  of  all  kinds— sugarcane-based,  switchgrass,  and  & 
other  source— should  be  encouraged.  Wind,  solar,  all  of  til 
But  nuclear  power  has  to  be  a  fundamental  part  if  we're 
ing  to  address  our  energy  needs,  both  from  the  standpoi 
national  security,  to  reduce  our  dependency  on  foreign  oil.; 
also  because  we  need  to  take  on  the  issue  of  climate  cha 
which  is  a  real  threat  to  our  planet. 

You  are  in  the  thick  of  a  battle  over  immigration  reform.  Wi 
there  be  a  deal  this  year— or  at  least  before  President  Bust 
leaves  office? 

I  hope  [there  will  be  a  deal].  I  believe  this  immigration  rel 
is  an  issue  of  national  security.  No  matter  where  you  stand 
status  quo  with  broken  borders  is  totally  unacceptable.  Ai 
those  who  say  this  is  amnesty,  I  hope  they  will  look  caret 
at  the  [bill's]  provisions...and  the  obstacles  to  either  a  gg 
card  or  eligibility  for  citizenship,  including  going  back  tc 
country  of  origin.  [But]  we  can't  round  up  12  million  pet*  t,ii 
and  deport  them....  '  ffl 

lien 
China  grew  11%  in  the  first  quarter,  India  is  growing  8%. 
Should  America  be  afraid  of  them? 
I  would  hope  not.  The  U.S.  has  faced  many  challenges  is!  'bf 
past.  We'll  face  them  in  the  future,  and  we  will  remain  fs; 
strongest  and  most  powerful  nation  on  earth.  By  the  wap  flic 
less  China  makes  progress  toward  democratization,  tor 

human  rights,  toward  the  kind  of  political  p  U 
ress  that  is  necessary  for  economic  progre  a 
is  going  to  face  significant  problems,  inclu  sti 
from  the  hundreds  of  millions  of  people 
have  not  profited  one  bit  from  the  econ< 
boom. 
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'Go  out  to 
Google  and... 
tell  me  that 
our  economy 
can't  be 
vibrant5 


So  how  tough  should  the  U.S.  be  on  China 
when  it  comes  to  cheap  currency,  mtellectu 
property  piracy,  and  the  fact  that  the  marke 
are  basically  closed? 

We  have  to  use  a  lot  of  the  leverage  tha  it 
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E  including  the  Olympics  in  Beijing,  because  they  want  to 
ent  the  best  image  of  their  country.  But  that's  not  the  only 
lenge.  Militarily,  China  continues  to  build  up.  They  shot 
n  a  satellite  of  their  own.  They  have  been  making  noises 
n  about  Taiwan.  So  we  have  to  keep  a  careful  eye  on  how 
'  behave  themselves,  particularly  in  the  neighborhood, 
f's  another  argument  for  America  maintaining  a  military 
ence  in  Asia. 

t  about  Russia— friend  or  foe? 

?ia  is  probably  the  greatest  disappointment  in  recent  years. 
\s  turned  into  a  KGB  oligarchy.  [President  Vladimir]  Putin 
ts  to  restore  the  days  of  the  old  Russian  empire,  and  he 
jnues  to  repress  democracy,  human  rights,  and  freedom  of 
Dress.  Mysterious  assassinations  are  even  taking  place.  If 
/ere  still  $10  a  barrel,  Mr.  Putin  would  not  pose  any  kind 
chreat.  I  do  not  believe  you  will  see  a  reigniting  of  the  Cold 
But  I  do  believe  that  Putin  and  his  cadre  of  KGB  friends 
pausing  us  great  difficulties  in  a  variety  of  ways,  includ- 
i  failure  to  assist  us  in  trying  to  rein  in  Iranian  nuclear 
itions. 


THE SENATOR 

Restricting  globalization 
would  be  "the  biggest 
mistake  we  could  make" 
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If  you  had  been  President  in  2003,  would  you 
have  taken  America  to  war  in  Iraq? 

Knowing  the  information  that  they  had,  in- 
cluding intelligence  from  every  other  nation 
that  Saddam  Hussein  had  weapons  of  mass 
destruction,  yes.  The  problem  is  that  the  war 
was  badly  mishandled  by  [former  Defense 
Secretary  Donald]  Rumsfeld  and  others, 
which  has  led  to  the  difficulty  we  are  in. 

As  the  war  drags  on,  would  you  back  a  draft 
or  a  system  of  compulsory  national  service? 

No.  We  have  the  most  professional,  best- 
equipped,  best-trained,  and  patriotic  military 
we've  ever  had  in  our  history.  One  of  Rums- 
feld's biggest  mistakes  was  not  increasing 
the  size  of  the  Army  and  Marine  Corps.  But 
there's  no  reason  to  go  back  to  conscription. 

How  is  America  perceived  around  the  world? 

It's  worse  probably  than  it  has  ever  been. 
When  I'm  President,  I  will  close  Guantanamo 
Bay.  I  will  address  climate  change  in  the  most 
serious  fashion.  And  we  will  never  torture 
another  person  being  held  in  detention.  And 
I  would  be  humble. 


You  said  you're  not  the  youngest,  but  the  best  candidate  for 
these  times.  With  all  due  respect,  Senator,  some  people  feel 
your  age  [70]  and  your  health  are  issues.  Are  you  too  old  to  be 
President?  And  is  your  health  stable  enough? 

Well,  I  don't  have  any  health  problems,  so  I  don't  know  what 
you  mean  by  stable  enough.  I  am  in  excellent  health.  I  hiked 
the  Grand  Canyon  from  rim  to  rim  with  my  son,  who  is  at  the 
Naval  Academy.  I  have  a  95-year-old  mother.  I  maintain  very 
heavy  schedules.  I  think  anybody  who  sees  me  in  the  debates 
recognizes  that  I'm  doing  just  fine.  Thanks  for  asking. 

Does  your  age  make  your  selection  of  a  Vice-President  a 
crucial  campaign  issue? 

No,  it's  always  a  crucial  issue  because  you  base  that  selection 
on  only  one  criterion:  Who  is  best  capable  of  assuming  Presi- 
dential responsibilities. 

Who  are  you  considering? 

No  one.  My  ego  is  sizable  but  not  quite  at  the  level  that  I'm 
thinking  about  a  Vice-Presidential  candidate.  ■ 

Maria  Bartiromo  is  the  anchor  ofCNBCfs  Closing  Bell. 
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IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


Flying  Solo:  A  Reality  Check 


Sometimes  I  get  the  feeling  I  want  to  start  my  own  business 
and  fly  free,  without  the  constraints  of  working  for  someone. 
And  while  I  know  some  smart  friends  who  might  join  me,  I  still 
wonder  whether  I  have  the  instincts  and  leadership  required  to 
launch  a  venture. 

-Umair  Malik,  Islamabad,  Pakistan 

Forget,  for  a  moment,  your  desire  to  fly  free.  Forget  the 
"required"  levels  of  instinct  and  leadership.  And  while 
you're  at  it,  forget  your  smart  friends.  To  start  a  company, 
you  need  those  things— eventually.  But  first,  you  need  a 
great  idea. 

Not  to  discourage  you  or  denigrate  the  entrepreneurial 
urge.  To  us,  the  gutsy  individuals  who  launch  ventures  are 
some  of  society's  biggest  heroes.  And  yes,  there  are  people 
who  dump  their  day  jobs,  hunker  down  in  a  garage  or  spare 
bedroom  with  a  bunch  of  friends,  and  then  five  years  later 
can  be  seen  ringing  the  opening  bell  on  Wall  Street.  But 
before  you  start  visualizing  yourself  in  that  picture  and  make 
the  leap  from  stability  to  startup,  it  probably  makes  sense 
to  separate  wishful  thinking 
from  the  less  rosy  realities 
that  usually  characterize  the 
entrepreneurial  experience. 

Let's  start  with  a  favorite 
wish— you  mention  it  in  your 
letter— that  entrepreneurship 
grants  independence.  True,  you 
will  become  your  own  boss.  But 
for  months  and  even  years,  that 
choice  will  mean  less  freedom 
and  flexibility,  not  more.  You 
won't  control  your  life;  your 
new  business  will  do  that  for 
you.  After  all,  when  you  have 
only  two  customers,  you  don't 

tell  them  you  can't  meet  on  Monday  at  5  p.m.  You  smile  when 
they  show  v.p  three  hours  later.  In  your  heart,  you  may  be 
flying  free,  i      in  the  trenches  you'll  still  be  taking  orders,  just 
fro,  n  a  new  i     of  bosses. 

Another  b;    if  wishful  thinking  is  something  you 
don't  mention    >ut  it  is  <  ommon,  too.  It  holds  that 
entrepreneurship  bestows  financial  independence.  If 
only!  Unless  you've  built  up  a  pile  of  savings,  no  one  is 
more  "owned"  than  the  founder  cf  a  startup.  We  recently 
met  an  entrepreneur  whose  ver        was  stalled  because 
she  was  loath  to  give  more  equit-  to  private  investors  or 
venture  capitalists.  "It's  bad  enough  to  give  up  control," 
she  complained. "  But  if  I  keep  giving  away  stock,  I'll 
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Leadership 
and  energy 
are  important 
for  a  startup. 
But  do  you 
have  a  really 
great  idea? 


still  be  driving  my  1994  Honda  Civic  to  my  son's  college 
graduation."  Given  that  her  son  was  an  infant,  she  was 
joking.  But  the  fact  is,  startups  almost  always  make  their 
founders  poor  before  they  make  them  rich. 

Finally,  there  is  the  popular  notion,  to  which  you  refer, 
that  a  bunch  of  bright  people  bursting  with  energy  to  "make 
it  happen"  can  create  a  company.  We'd  call  that  partial 
information.  Obviously,  passionate,  talented  people  are  key 
to  getting  a  venture  off  the  ground,  and  yes,  there  have  been 
cases  of  friends  banding  together  to  build  something  amazh 
from  scratch.  But  those  people  usually  had  an  idea  to  start 
with.  The  real  engine  of  any  startup  is  a  product  or  service  d  i 
fills— or  better  yet,  creates— a  market  need.  Several  years  ag( 
we  attended  a  celebration  honoring  the  50  fastest-growing 
entrepreneurial  ventures  in  the  Adanta  area.  The  room  buzzi 
with  excitement  as  everyone  waited  to  hear  who  would  get  ti 
top  award.  It  ended  up  going  to  a  three-year-old  company  til 
had  discovered  a  better  way  to  de-ice  airplanes.  Undoubted! 
that  outfit  had  great  leadership,  but  its  revenues  were  growin 
by  55%  a  year  because  it  had  an  exciting  idea  that  changed  t 
market. 

All  around  the  world,  we've  seen  successful 
entrepreneurs,  young  and  old,  changing  the  world  for  the 
better.  So  we  don't  want  to  dissuade  you  from  going  out 
on  your  own.  Just  know  that  there  is  more  to  being  an 
entrepreneur  than  meets  the  imagination.  And  if  you  doni 
have  a  truly  great  idea  to  start  with,  there's  a  lot  more. 

When  should  a  leader  pass  blame? 

-John  Reaves,  Matthews,  r ! 

In  all  of  organizational  behavior,  there  is  probably  nothing 
worse  than  a  boss  who  suddenly  forgets  a  direct  report  or 
disavows  his  team  after  things  go  wrong.  When  you  manaj 
people,  you  are  in  it  together,  and  because  you  are  the  lead  V 
you  own  all  the  outcomes,  good  and  bad. 

There's  one  exception.  Sometimes  a  leader  can't  see  and  to  j  I 
all  his  people,  especially  in  large  companies.  In  such  cases,  he  i  li 
shouldn't  be  held  personally  responsible  for  the  occasional  ro  '  > 
employee.  However,  managers  can  be  held  accountable  for 
not  having  rigorous  control  systems  in  place  to  ferret  out  sue! '  ■< 
miscreants,  and  they  should  never  turn  away  when  they  senst 
something  is  off-base.  Bosses  can't  always  be  street  cops,  but 
they  have  to  make  sure  someone  is  walking  the  beat.  ■ 

Jack  andSuzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  ther 
afthewelchway@businessweek.com.  For  their  weekly podca  |" 
go  to  businessweek.com/search/podcasting.htm. 
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The  Royal  Bank  of  Scotland  Croup 


People  are  acquainted  with  the  star,  the  multi-faceted  actor.  But  John 
Travolta  is  also  a  seasoned  pilot  with  more  than  5,000  flight  hours  under 
his  belt,  and  is  certified  on  eight  different  aircraft,  including  the  Boeing 
747-400  Jumbo  Jet.  He  nurtures  a  passion  for  everything  that  embodies 
the  authentic  spirit  of  aviation.  Like  Breitling  wrist  instruments.  Founded 
in  1884,  Breitling  has  shared  all  the  finest  hours  in  aeronautical  history. 
Its  chronographs  meet  the  highest  standards  of  precision,  sturdiness  and 
functionality,  and  are  all  equipped  with  movements  that  are  chronometer- 
certified  by  the  COSC  (Swiss  Official  Chronometer  Testing  Institute). 
One  simply  does  not  become  an  aviation  supplier  bv  chance. 

For  your  nearest  authorized  retailer  please  call  800  641  7343 
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3M's  INNOVATION  CRISIS 

How  Six  Sigma  Almost  Smothered  Its  Idea  Culture 
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Cleaner. 


The  Airbus  A380  rewrites  the  rulebook  on  emissions.  Flying  in  an  A380,  you're  personally  creating  less 
C02  than  you  would  do  driving  the  average  family  car.  You'll  also  be  using  less  fuel,  at  around  2.9  litres 
per  passenger  per  100  kilometres.  No  other  high-capacity  aircraft  flying  today,  or  planned  for  tomorrow, 
can  fly  so  many  people  such  distances  with  so  little  environmental  impact.  When  it  comes  to  being 
cleaner,  the  A380  is  the  new  aviation  benchmark.  AirbUS  A380.  See  the  bigger  picture. 
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Airbus,  its  logo  and  the  product  names  are  registered  trademarks. 
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With  the  Canon  EOS  Digital  Rebel  XT'ij 
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With  more  than  70  years  of  Canon  innovation  built  right  in,  the  amazingly  small  and  I 
10.1 -megapixel  Digital  Rebel  XTi  makes  shooting  like  a  professional  photographer  ama: 
simple.  Whether  it's  a  PackyarP  pick-up  game  or  NFL  action,  you  won't  miss  a  thing  with  the  I -; 
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Think  big. 


even  a  growing  business  should  feel  like  the  most 
important  company  in  its  town,  state,  country, 
world.  At  least,  that's  how  we  see  it.  For  over  125 
years,  we've  focused  on  helping  businesses  of  all 
sizes,  well,  grow.  Whether  it's  retirement  planning, 
investments,  medical  coverage  or  life  insurance, 


we  can  easily  customize  solutions  to  fit  your  exact 
needs.  And  the  needs  of  the  company  you'll  be  to- 
morrow. Because  no        Retirement 
,  ,  .  Investments 

matter  how  big  you 

insurance  v  Financial 
are,  truth  is,  we'd  like         Banking  ^^      Group 

to  help  you  get  bigger,     well  give  you  an  edgesu 
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When  it  came  to  our  tasting  of  "white 
goods,"  the  superpremiums  ruled  the 
day.  Here,  our  top  three  in  each 
category,  plus  our  tasters'  comments: 


LIQUOR  BRAND/PRICE* 

OUR  AWARD 

TOP  3  GINS 

AHendrick's 

^J>30/750ml 

MosPV 
FlavorfuM 

Tanqueray  No. 

Ten  $26/750ml 

Smoothest 

Juniper  Green        Best 
§     Organic  Presentation 

1     $26.50/750ml 
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BusinessWeekcon 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  businessweek.com  to  register.  Find  links  to  the  online-only  highlights 
below  at  businessweek.com/magazine/content/07_24/online.htm. 


Island  paradise: 
La  Maltese  Estate  in 
Santorini,  Greece 


Travel:  The  Look  of  Luxury 

Is  it  time  to  check  out  of  hotel  stocks?  Over  the  past  four  years  the 
hospitality  industry  has  rebounded  strongly,  but  now  there  may  tl 
more  rooms  than  guests.  To  many  industry  experts,  the  notorious 
cyclical  hotel  sector  is  at  or  near  its  peak.  In  our  Luxury  Travel  Specfci 
Report,  we  look  at  the  challenges  facing  investors.  Not  everyone 
is  bearish,  though.  In  an  interview,  Andrew  Cosslett,  CEO  of 
Intercontinental  Hotels  Group,  the  world's  largest  hotel  operator! 
maintains  that  because  IHG  has  properties  in  different  market 
sectors— 1,381  Holiday  Inns  worldwide  in  addition  to  luxury 
flagship  Intercontinental,  among  others— his  company  is  big 
enough  to  weather  any  dip  in  business.  He  says  Intercontinental  I 
aggressive  development  plans  will  continue.  We  also  look  at 
the  state  of  the  business  travel  industry,  consider  the  joys  of  renting 
superluxury  villas,  and  reveal  the  world's  50  most  decadent  hotel- 
Go  to  businessweek.com/go/07/travel  for  all  this  and  more. 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials.  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Home  sales  outlook:  Sellers  adding  incentives  I  Aging  in 
place:  Boomers  redesigning  homes  for  future  needs  I  Retail  investors  and  the  stock  market  I  Private  railG 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.( 
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NVEST  IN  MACEDONIA 


New  Business  Heaven  in  Europe 


vestment  Incentives 

the  FEZs  and  Technology  Parks 

No  corporate  tax  for  1 0  years, 
1 0%  thereafter 

5%  personal  income  tax  for  5 

years,  10%  thereafter 

No  VAT  and  customs  duties  for 
export  production 

Free  connection  to  piped  natural 
gas,  electricity,  water  and  sewage 

Immediate  access  to  main 
international  airport,  railroad 
and  vital  road  corridors 

Special  incentives  for  leading 
multinational  companies  to 
include  training  costs  and  up  to 
€500.000  towards  building  costs 

Land  lease  for  up  to  75  years  at 
attractive  concessionary  rates 

Benefit  package  for  eligible 
investors  will  be  approved  within 
10  business  days 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Parks 

•  10%  corporate  tax* 

•  10%  personal  income  tax* 

•  0%  tax  on  reinvested  profit 

•  Free  access  to  large  market  -  650**  million  customers 

•  Abundant  and  competitive  labour  with  €370/month 
average  gross  salary 

•  Fast  company  registration  -  2  days 

•  Macroeconomic  stability  -  average  yearly  inflation 
below  2%  over  the  last  5  years 

•  Excellent  infrastructure 

•  EU  &  NATO  candidate  country 

Austria- 1000km 
Italy- 1200km 
Germany  -  1 500km 

;  France- 1700km  _       Bulgarian  coast  line- 700km 

Turkey  ~  650km 


Greek  coast  line  ~  1 00km 


Greek  coast  line  -  1 00km 

FREE  ECONOMY  ZONES 

■  FEZ -Skopje  Skopje- FEZ  Skopje- 10km 

•  FEZ-Stip  Skopje  -  FEZ  Stip  -  75km 


MBI-10  Macedonian  Stock  Exchange  Index 
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f  2008. 12%  in  2007.  **Free  Trade  Agreements  with  27  EU  and  13  other  European  countries. 


Invest 

MACEDONIA 


For  more  information  visit:  www.investinmacedonia.com 
or  contact  us  at:  ++389  2  31 00  1 11 ;  fax  ++389  2  31 00  1 1 0 
e-mail:  fez@investinmacedonia.com 


2,000,000  pilgrims  calling  home  at  the  same  time  massively  overloaded  STC's 
system  in  Mecca.  So  they  needed  a  major  solution.  Fast. 

Others  couldn't  do  it.  Huawei  could.  And  did. 

Our  technical  experts  mapped  out  a  cost  effective  solution  that  fitted  like  a  glove: 
our  Core  Network  intelligently  utilized  the  existing  network  and  enabled  it  to 
cope  with  high  traffic  loads  while  preventing  collapses. 

The  results?  Saudi  Telecom's  network  has  proven  100%  reliable  during  two 
annual  Hajj  pilgrimages. 

Not  forgetting  that  Huawei's  solution  added  significantly  to  their  bottom  line. 

Looking  to  realize  your  potential?  Start  at  www.huawei.com. 

Because  with  our  exceptional  expertise  and  years  of  proven  experience  at  the 
heart  of  All  IP,  Fixed  and  Mobile  Communications,  we'll  be  the  first  to  help  you 
realize  your  potential  and  welcome  you  to  the  age  of  convergence. 

www.huawei.com 


HUAWEI 


jpFront 


"The  direct  model  has  been 
a  revolution,  but  it  is  not  a 
religion." 


TED  BY  DEBORAH  STEAD 


'REET  NEWS 


)hNo?  Not  thelittle  Guy! 


MM  HEN  THE  LITTLE  guy  gets  into 
Wwm  the  stock  market,  the  saying 
I  W    goes,  the  smart  money  gets 
.  While  retail  investors  are  not 
piling  into  U.S.  equities  by  any 
ins— private  equity  buyouts  and 
re  buybacks  have  led  the  more- 
n-four-year  bull  market— there 
signs  that  the  tipping  point  might 
be  so  far  off.  With  the  Standard  & 
<fs  500-stock  index  and  the  Dow 
es  industrial  average  hitting  all-time 
lis,  the  monthly  UBS/Gallup  Index 
nvestor  Optimism  has  soared  21 
tits,  to  95. 

b  be  sure,  that's  still  short  of  the 
reached  when  this  broad  measure 
t  appeared  in  October,  1996,  just 
nths  before  then-Federal  Reserve 
lirman  Alan  Greenspan  famously 
•ned  of  "irrational  exuberance"  in 
market.  Nor  is  it  anywhere  near 
peak  of  178  in  January,  2000,  at 
height  of  the  tech  bubble. 
>ut  combined  with  an  S&P  that's  up 
j  in  the  past  year  and  a  real  estate 


market  now  in  the  red,  the  confidence 
stat  is  meaningful.  And  Mom  and 
Pop  might  just  be  ready  to  log  into 
their  brokerage  accounts  again.  Take 
Hollywood  (Fla.)  tech  consultant  Michael 
Kusens,  who  retreated  to  property 
speculation  after  taking  a  beating  in  the 
2000-02  market  collapse.  "Once  I  get  my 
money  out  of  real  estate,"  he  says,  "the 
stock  market  might  be  a  fair  way  to  go." 
The  Bow's  runup  to  13,600  has  been 
one  of  the  least  volatile  ever,  charging 
ahead  without  a  single  10%  correction. 
But  all  that  stands  to  change  when 
retail  investors,  who  tend  to  chase  past 
performance,  climb  aboard.  As  market 
watcher  Donald  Luskin  says:  "When  the 
coach  seats  on  the  airplane  start  to  fill 
up,  be  prepared  for  a  litde  turbulence." 
-Roben  Farzad 


BusinessWeek  \  weekend 


TUNE  IN:  For  more  on  retail  investors  and  the 
stock  market,  watch  our  weekly  TV  show. 
BusinessWeek  Weekend.  To  see  video  clips  or 
find  your  local  station  and  airtime  by  Zip  Code, 
go  to  businessweekweekend.com. 


-Michael  Dell,  in  a  memo  to  employees  about 
Dell  Computer's  plans  to  sell  PCs  at  Wal-Mart, 
as  reported  in  The  New  York  Times 


ILL  WINDS 

MICHAEL  MOORE 
ON  HEALTH  CARE 

LOVE  HIM  OR  HATE  HIM,  liberal 

activist  Michael  Moore  knows  how 
to  churn  up  public  opinion.  In  Sicko, 
opening  on  June  29,  the  53-year-old 
firebrand  director  takes  on  the  health- 
care industry.  Moore  talked  with  BW's 
Los  Angeles  Bureau  Chief  Ron  Graver: 

What  do  you  hope  the  film  will 
accomplish? 

We  need  to  overhaul  the  health- 
care system.  We  need  to  eliminate 
private  health  insurance  companies. 
Pharmaceutical  companies  should  be 
regulated  like  a  public  utility.  Health 
care  is  just  as  much  a  public  necessity 
as  the  police  or  fire  department. 

Didn't  Hillary  Clinton  fail  to  change  the 
system  a  decade  ago? 

A  lot  has  changed  since  then.  Who  do 
you  know  who  hasn't  fought  with  their 
insurance  company  to  get  something 
covered?  The  problem  is  that  publicly 
traded  companies  now  control  health. 
They  have  a  duty  to  shareholders.  And 
that  means  denying  claims  that  will  cost 
money.  When  I  was  growing  up,  it  was  the 
cities,  the  nuns,  maybe  the  B'nai  Brith 
who  ran  the  hospitals.  We  got  good  care." 

You're  being  investigated 

by  the  Treasury  Dept.  for 
taking  some  9/11  workers 
to  Cuba,  where  your  film 
says  they  got  better  health 
care  than  in  the  U.S. 
The  Bush 
Administration 
j's  just  retaliating 
for  Fahrenheit 
911.  These 
were  people 
who  were 
not  getting 
the  care  they 
needed  here. 
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HELP  WANTED 

BEWARE  OF 
THAT  VIDEO 
RESUME 

EMPLOYERS  should  think 
carefully  before  pressing 
"play"  on  the  online  video 
resumes  job  seekers  are 
increasingly  sending  out, 
some  labor  attorneys  warn. 

Cheryl  Behymer,  a 
partner  at  national  labor 
and  employment  law  firm 
Fisher  &  Phillips,  says 
she  advises  her  clients  to 
proceed  with  caution  to  be 
sure  they're  not  making 
themselves  more  vulnerable 
to  charges  of  discrimination. 


"You're  seeing  a  physical 
representation  of  the 
candidate,  what  their  race 
is,  their  national  origin, 
their  age,"  she  says.  "That 
potential  applicant  might 
say:  The  reason  you  didn't 
[interview]  me  is  because  you 
can  tell  I'm  a  minority.' " 

The  idea  of  first  looking 
just  at  a  candidate's 
qualifications,  Behymer 
says,  is  to  help  prevent  the 
filing  of  a  failure-to-hire 
claim,  which  can  arise  if  an 
employer  is  suspected  of 
discriminating  against  an 
applicant  who  belongs  to  a 
"protected  class"— a  minority 
individual  or  an  older  person, 
for  instance.  It  helps  at  this 
early  stage  of  the  hiring 


process,  she  says,  to  keep 
information  about  race  and 
age,  for  example,  separate 
from  a  candidate's  skills  and 
qualifications. 

One  process  Behymer 
recommends:  Have  initial 
resume  screeners  omit  the 
video  when  they  send  along  a 
candidate's  other  materials  to 
the  manager  actually  doing 
the  interviewing  or  hiring. 

Like  Behymer,  Garry 
Mathiason,  a  senior  partner 
at  leading  employment 
firm  Littler  Mendelson  in 
San  Francisco,  says  that 
employers  should  never 
require  video  resumes 
from  candidates.  That's 
tantamount,  he  says,  to 
asking  questions  about  race 
or  age  "that  at  this  stage  in 
the  process  are  unlawful." 

But,  says  Mathiason,  "if 
the  applicant  decides  to  send 
in  that  information  through 
a  video  resume,"  he  doesn't 
agree  that  an  employer  has 
to  avoid  it.  Companies  "do 
take  on  some  additional, 
limited  risk"  by  viewing  an 
online  video  resume,  he  says. 
But  they  can  also  gain  from 
assessing  certain  traits  in 
candidates— "how  confident 
they  are,  for  example."  Still, 
he  says,  to  be  safe,  "I'd  err  on 
the  side  of  including  in  my 
interviews  all  those  who  meet 
the  job's  objective  criteria." 
-Jena  McGregor 


A  BUYER'S  GUIDE  TO  BOGUS  GOODS 

Despite  years  of  criticism  from  the  West  and  some  new  anti-piracy  technologies, 
China's  black  market  for  counterfeit  goods  is  thriving.  For  visitors  and  natives 
alike,  pirated  and  fake  products  abound.  Knockoffs  of  these  products  were  found 
in  the  market  stalls  of  Shanghai.  -Frederik  Balfour 


THE  BUZZ  01 
ARUNAB0U11 

JUST  AS  Mercedes-Benz's 
Smart  fortwo  launches  a 
50-city  U.S.  road  show,  gas 
prices  are  nearing  $3.50 
a  gallon.  That  may  be  one 
reason  18,000  people  have 
plunked  down  $99  each  to 
reserve  one  of  the  tiny 
40  mpg  two-seaters,  which 
won't  hit  dealers  till  next 
year.  That's  almost  as  mani 
cars  as  Mercedes  plans  to 
sell  here  in  all  of  2008. 

Success  in  the  U.S.  wou 
be  welcome  news  for  the 
company,  which  is  losing 
money  on  the  impractical 
fortwo  in  Europe.  Still,  initici 
buzz  will  not  be  enough  to 
sustain  growth  in  the  U.S. 
So  far,  the  eagerness  of 
American  buyers  recalls  thh 
presale  hoopla  that  BMW's 
Mini  Cooper  had  in  2002 
when  dealers  were  lining  u[ 
buyers  before  the  car  went 
on  sale.  Americans  now  bu;i 
about  40,000  Minis  a  year. 

Smart  USA  President 
David  Schembri  says  buyers 
are  reserving  fortwos  in  all  5(' 
states.  And  unlike  the  Minis, 
which  range  from  $17,000 
to  $30,000  or  more  for  a 
convertible,  these  cars  (whic 
are  two  feet  shorter  than  the 
12-foot  Mini)  run  from  $12,0C 
to  $17,000.  "It's  the  right  car 
at  the  right  time,"  Schembri 
says.  "The  price  opens  us  up 
to  entry-level  buyers,  and  we 
think  the  higher-end  models 
open  us  up  to  the  urban  cook 
-David  Weh 
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available  at  movado  boutiques 

and  select  fine  retailers  nationwide. 

visit  movado.com  for  locations. 
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MOVADO 


the  art  of  design 


ail  baryshnikov,  dancer,  creative  force 

ndo  se  .  two-tone  stainless  steel,  swiss  made.,  water  resistant. 

jdo  is  proud  of  its  longtime  association  with  the  arts. 

)re  the  world  of  movado  design  at  m 
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METAL  MANIA 

THISOINKER 
IS  GOOD 
FOR  GOLD 

GOLD,  LONG  considered 
by  Asians  to  be  lucky 
and  the  only  sure  store  of 
value,  is  getting  a  boost 
from  the  Chinese  calendar. 
Mainland  China  snapped 
up  31%  more  gold  in  the 
opening  quarter  of  this  year 
than  last,  buying  almost  90 
metric  tons.  Officials  at  the 
World  Gold  Council  trade 
group  credit  the  Year  of  the 
Golden  Pig  that  began  in 
February:  It  comes  along 
every  60  years  (or  600, 
depending  on  the  astrologer 
you  consult).  The  council 
says  current  demand  is  the 
strongest  since  the  early 
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1990s,  when  inflation  fears 
and  currency  devaluation 
caused  a  gold  boom  in  China. 
Most  popular  among  those 
who  find  it  auspicious  to  buy 
gold  now:  jewelry  and  "lucky 
balls,"  small  ornaments  worn 
around  the  neck  or  wrist.  In 
India,  the  world's  largest  gold 
market,  first- quarter  demand 
is  up  50%.  Indians  bought 
211  metric  tons  of  gold, 
now  at  $653  an  ounce.  The 
surging  economy  gets  the 
credit  there.     -Joseph  Weber 


MEAN  ANNUAL 

HEALTH-CARE  COST 

PER  PERSON 


HEALTH  CARE 

WHAT  PRICE  TUBBINESS? 

GIVEN  THE  MEDICAL  problems 
associated  with  obesity, 
it's  safe  to  assume  that 
overweight  workers  drive  up 
employer  health-care  costs. 
Now,  using  data  provided 
by  nine  large  companies, 
Thomson  Healthcare,  a  unit 
of  data  provider  Thomson 
Corp.,  has  come  up  with  some 
figures  (illustration).  Among 
its  findings:  A  severely  obese 
employee  typically  runs  up  a 
tab  of  $5,695  a  year  in  medical 
care  and  pharmacy  costs— 
75%  more  than  a  worker  of 
normal  weight.  Thomson 
based  its  calculations  on 
anonymous  health-assessment 
is  filled  out  by  more  than  54,000  employees  as  part  of 
workplace  wellness  programs.  The  self-reported  data— on 
height,  weight,  and  blood  pressure— was  linked  with  medical- 
claims  information  from  the  same  companies.  The  incidence 
of  circulatory  and  metabolic  diseases  such  as  diabetes  was 
three  times  higher  in  obese  workers,  who  also  had  more 
arthritis,  back  pain,  and  injuries.  Might  obese  applicants 
eventually  find  it  tougher  to  get  a  job?  Says  Elizabeth  Dudek, 
a  Thomson  vice-president:  "Prudent  employers  will  have 
policies  to  prevent  discrimination."  -Arlene  Weintraub 
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COPPER  CONNECTION 

LIVE  WIRES,  GOING  DEAD 

AS  CABLE  BEHEMOTHS  such  as  Comcast  compete  with  phone 
giants  like  Verizon  to  wire  American  homes,  each  side  is  betting 
on  multibillion-dollar  fiber  networks.  The  old  copper  phone  lines? 
Obsolete  and  expensive  to  keep  alive,  say  major  players.  To  the 
chagrin  of  the  smaller  rivals  that  lease  them,  the  big  guys  shut  off 
more  of  those  lines  every  day. 

Welcome  to  the  copper  wars.  Small-fry  competitors  like  Reston 
(Va.)-based  XO  Communications,  San  Jose  (Calif.)-based  Covad 
Communications,  and  Cavalier  Telephone  &  TV  of  Richmond,  Va., 
have  filed  a  petition  with  the  FCC  to  bar  the  big  telcos  from  shutting 
off  the  copper  networks  as  they  deploy  new,  proprietary  fiber  lines. 

The  small  telcos  say  that  without  the  old  wiring  they  can't 
survive,  since  they  don't  have  the  resources  to  roll  out  fiber.  Many  | 
argue  that  they  serve  areas  otherwise  neglected.  Cavalier  says  it 
uses  copper  phone  lines— goosed  with  newfangled  technology— tor 
offer  residents  of  Richmond  and  Hampton,  Va.,  a  bundle  of  phone, 
broadband  Internet,  and  TV  service.  Those  copper  lines  are  leasedc 
from  Verizon,  which  eventually  plans  to  shut  them  down.  If  that 
happens,  "I  honestly  believe  that  we  would  go  out  of  business," 
says  Martin  Clift,  Cavalier's  vice-president  of  regulatory  affairs. 

Big  telcos  filed  141  "copper  retirement"  notices  with  the  FCC 
through  March,  nearly  as  many  as  the  160  they  filed  for  all  of 
2006.  Verizon  is  the  most  active,  with  more  than  100  retirement 
notices— each  to  replace  strands  of  copper  with  fiber  it  says  boosts 
the  power  of  its  DSL  service  to  entire  neighborhoods. 

The  big  fish  argue  that  their  smaller  rivals  have  had  years  to 
build  networks  or  seal  partnerships.  And  Verizon,  for  one,  says  tha,? 
where  it  has  filed  to  replace  copper  in  tiny  towns— such  as  Bur- 
gettstown,  Pa.,  and  Cherry  Valley,  III.— rivals  don't  offer  broadbandi 
Small  telcos  "want  us  to  continue  this  sharing  model  into  infinity," 
says  Scott  Randolph.  Verizon's  director  of  federal  regulatory  affaire 
"That  doesn't  make  sense."  The  FCC  says  it  is  looking  at  the  issue 
but  that  it  could  take  months  to  decide.  -Roger  0.  Crockeff 
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17  Samsung  Electronics  Amenca.  Inc.  All  nghts  reserved  Samsung  is  a  reg.stered  irademark  of  Samsung  Electronics  Co..  Ltd.  Super  clear  panel  is  available  on  selected  Samsung  HD  LCD  models.  Screen  images  simulated. 


Samsung  full  HD  LCD  TV 
with  super  clear  panel. 


imagine  a  revolutionary  black  screen 
designed  to  enhance  beauty. 

Experience  the  latest  HDTV  innovation  from  Samsung.  Its 
revolutionary  super  clear  panel  gives  you  blacker  blacks,  which 
makes  colors  appear  richer  and  truer,  for  the  ultimate  TV 
experience.  With  the  uncompromising  design  and  technology  of 
the  new  Samsung  full  HD  LCD  TV,  it's  not  that  hard  to  imagine.  To 
learn  more,  visit  www.samsung.com/hdtv 


Available  at  these  and  other  ..fine  retailers: 
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upfront 


CAR  TALK 

SELLING 
THE SUV 
STATUS  QUO 

THE  AD  BEGINS  as  a  truck 
owner  tells  a  friend  he 
wants  to  buy  a  new  pickup. 
Over  the  sound  of  clucking 
chickens,  the  talk  then  turns 
to  government  regulation. 
"Haven't  you  heard  what 
Congress  is  up  to?"  the 
friend  says,  explaining  that 
"they  want  to  set  the  same 
fuel  economy  standards  for 
pickup  trucks  as  they  use 
for  cars....  When 
you  buy  that  new 
pickup,  if  s  gonna 
reallyjackupthe 
price." 

The  30-second 
radio  spot  is  part 
of  a  campaign  by 
the  Alliance  of  Auto- 
mobile Manufacturers  to  rally 
support  against  tougher  fuel 
efficiency  rules.  Kicked  off 
on  Memorial  Day  weekend, 
the  ads— with  their  folksy, 
almost  grassroots  feel— come 
as  Congress  considers 
legislating  the  first  major 
boost  to  car  fuel  economy 


Carmakers 
try  a  folksy 
campaign  to 
get  SUV  owners 
to  fight  tougher 
fuel  standards 


since  1975.  The  Senate  is 
poised  to  examine  a  bill  that, 
if  signed  into  law,  would 
raise  fuel  economy  standards 
to  35  mpg  by  2020— up  from 
the  current  27.5  mpg  for 
passenger  cars  and  22.2  mpg 
for  light  trucks.  The  AAM's 
$1  million-plus  radio-and- 
print  campaign  calls  this 
"extreme"  and  urges  fans  of 
trucks,  minivans,  and  SUVs 
to  tell  Congress  to  vote  no. 

Groups  like  the  Sierra  Club 
and  the  Union  of  Concerned 
Scientists  have  spoken  out 
against  the  ads,  which  are 
running  in  10  states  with  a 
high  percentage  of  light  truck 
and  SUV  owners. 
"Automakers  are 
looking  into  the 
rearview  when  we 
need  to  be  moving 
forward,"  says 
David  Friedman, 
research  director 
for  the  Union  of 
Concerned  Scientists'  clean 
vehicles  program.  The  AAM, 
which  represents  General 
Motors.  Ford,  DaimlerChrysler, 
BMW,  Toyota,  and  other 
carmakers,  says  it  shares 
environmentalists'  concerns 
but  wants  to  protect 
Americans'  choices.  "We 


want  to  reduce  dependence 
on  foreign  oil  and  address 
climate  change,"  says  AAM 
communications  director 
Wade  Newton.  But  the 
Senate  bill  "focuses  on  the 
vehicle,"  he  says,  ignoring 
consumer  demand. 

Truck-driving  farmers 
aren't  the  ads'  only  target 
audience.  "To  meet  new 
fuel  economy  standards,  the 
automakers  are  going  to  be 
forced  to  make  smaller  and 
smaller  cars,"  says  a  woman 
in  another  radio  spot,  over 
the  sound  of  children  playing. 
"Why  can't  they  let  me  make 
the  choice?"  her  friend  replies. 


"Safety  is  my  first  concern." 
As  part  of  the  campaign,  an  i 
AAM  Web  site  (drivecongres 
com)  offers  links  to  senators 
e-mail  addresses  as  well  as 
toll-free  phone  numbers  for  I 
representatives. 

If  s  too  soon  to  gauge  thr 
ads'  impact.  But  it's  worth  i 
noting  that  SUVs  seem  to 
have  a  solid  fan  base,  even  i 
the  face  of  high  gas  prices. 
While  small  cars  make  up 
almost  32%  of  new-car  buy 
so  far  this  year— up  from 
21%  in  2000— luxury  SUV 
sales  have  held  steady  at 
about  28%  over  the  same 
period.  -Moira  Her 


QUESTION  OF  THE  WEEK 

What's  the  one  thing  you  have  to  take  along  when  you  travel  for  business? 


"Ambien.  No  matter 
how  long  the  flight 
is,  even  if  it's  only 
three  hours,  I 
take  Ambien  to 
go  to  sleep  on 
the  plane." 

William  McComb, 

CEO, 

Liz  Claiborne 
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"My  Army-green 
T-shirt  and  black  Nike 
basketball  shorts. 
They're  my  loungewear 
for  the  hotel 


room. 

Miles  White, 
Chairman  and  CEO, 

Abbott  Labs     ^* 


.» 


"A  small  pocket 
notebook.  Every 
time  I  travel  I  learn 
something  new, 
and  I  write  it  dowi 
Otherwise,  I'll 
forget  it." 

Richard  Branson, 

Chairman, 

Virgin  Atlantic  Airways 


NG  TAKEN  AWAY.  NOTHING  ADDED 
1AYBE  IT  WAS  PERFECTTO  BEGIN  WITH. 

What  you're  gelling  in  a  bottle  of  Nadurra  is  whisky  that  has  been  distilled  as  it  -^ 

ra&WT        nas  pccn  ^or  many>  many  years,  filled  into  first-fill  American  oak  casks,  matured 


for  16  years,  and  then  taken  from  the  cask  and  put  straight  into  the  bottle  with  no 
dilution  and  no  chill  filtering.  There's  absolutely  nothing  that  gets  in  the  way  of 
the  natural  character  of  the  whisky. 

idurrn  is  non-chill  filtered  and  because  it's  natural  strength,  it's  nice  just  to  smell  it  and 

:  a  little  tasie  of  it  as  it  is.  But  I  would  recommend  the  addition  of  a  small  amount  of  water  to 

tip  much  more  of  the  overall  flavor  of  the  whisky.  About  1  part  water  to  3  parts  Nadurra  would 

n  way  i  hat  I  would  enjoy  it.  But  of  course,  it's  up  to  each  individual.  Whatever  your  preference. 

i  enjo\  drinking  The  Glenlivet  Nadurra  16  Year  Old  as  much  as  1  did  making  it. 


—  Jim  Cryle, 
The  Glenlivet  Master  Distiller 


/£:,  i  v  ii 
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[Subprime  borrowers] 
desperately  need  financial 
services,  but  they  also 
need  to  be  treated  fairly." 

-Fred  R.  Becker  Jr. 
National  Association  of  Federal  Credit  Unions 

Arlington,  Va. 


PERSPECTIVES  ON 
PROFITING  FROM  THE  POOR 

"THE  POVERTY  BUSINESS"  (Special 
Report,  May  21)  failed  to  note  a  key 
player  in  the  refund-anticipation  loan 
business:  the  IRS.  By  providing  these 
lenders  with  a  "debt  indicator,"  the 
agency  essentially  pre-screens  potential 
customers  for  them.  The  debt  indicator 
tells  lenders  whether  a  taxpayer's  refund 
is  almost  certain  to  be  paid  within  10 
to  14  days  or  withheld,  delayed,  or  paid 
only  in  part  because  of  back  taxes,  child 
support,  or  student  loans.  This  keeps 
these  lenders'  losses  to  a  minimum. 

Congress  is  now  considering  the  Tax- 
payer Protection  Act  of  2007,  which 
would  prohibit  the  IRS  from  providing 
debt  indicators  to  predatory  refund- 
anticipation  lenders.  As  a  tax-prepara- 
tion professional,  I  would  prefer  to  see 
such  loans  banned  outright,  but  this 
would  at  least  be  a  step  in  the  right 
direction. 

-David  Fazio 
West  Bridgewater,  Mass. 

YOUR  COVERAGE  OF  CompuCredit  Corp. 
leaves  a  mistaken  impression  of  our  com- 
pany. CompuCredit  provides  opportu- 


nity to  restore  credit  for  the  million 
Americans  of  all  income  levels  who 
without  prime  credit  scores. 

Today,  for  a  variety  of  reasons, 
need  not  be  "poor"  to  have  credit  ci 
lenges.    And    many    credit-challen 
Americans  with   incomes   above  1 
level  are  our  customers. 

Your  story  also  failed  to  recogi 
CompuCredit's  specialized  role  in  pro 
ing  valuable  services  to  low-credit-sc 
consumers  who  remain  underservec 
typical  banks  and  financial  institute 
There  are  two  specific  points  we  warn 
address:  First,  contrary  to  your  reportf 
national  average  annual  percentage 
for  a  credit  card  is  about  18%,  not  far  fil 
our  customers'  average  APR  of  21%,  ei 
though  they  typically  have  lower  cr 
scores.  Second,  the  terms  of  the  cards 
note  are  for  people  with  very  low  cr 
scores.  We  provide  a  wide  range  of  pr 
ucts,  including  lower-interest-rate  ot 
without  the  terms  you  mentioned. 

Unlike  others,  we  report  all  paym< 
to  credit  bureaus  so  customers  can  bf 
prime  credit  scores.  Very  significantly 
also  graduate  customers  to  better  te; 
as  they  make  payments.  Volumin 
studies  and  data  demonstrate  the  n 
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for  sound  access  to  credit  products  and 
services  that  foster  financial  recovery. 

-Denise  Harrod 

Vice-President 

CompuCredit  Corp. 

Atlanta 

CREDIT  UNIONS  HAVE  long  been,  and 
will  continue  to  be,  at  the  front  lines  in  the 
battie  to  eradicate  unscrupulous  lending 
practices.  The  Defense  Dept.  noted  in  an 
August,  2006,  report  that  credit  unions 
have  demonstrated  particular  vigilance  in 
their  efforts  to  combat  predatory  lending 
on  military  bases.  And  Federal  Deposit 
Insurance  Corp.  Chair  Sheila  Blair  has 
applauded  credit  unions  for  developing 
short-term  alternatives  to  payday  loans. 

The  men,  women,  and  families  that 
make  up  the  subprime  lending  market 
desperately  need  financial  services,  but 
they  also  need  to  be  treated  fairly  and 
with  dignity  and  respect.  If  s  up  to  the 
financial-services  industry  to  create  prod- 
ucts and  services  that  do  that. 

-Fred  R.  Becker  Jr. 

President 

National  Association  of  Federal 

Credit  Unions 

Arlington,  Va. 


WHAT'S  THE  BEST  WAY  TO  GET 
TECH  OUT  OF  THE  IVORY  TOWER? 

THE  UNIVERSITY  OF  FLORIDA  recog- 
nizes the  importance  of  getting  basic 
science  out  of  the  hands  of  inventors 
and  into  the  skilled  development  efforts 
of  companies  ("MIT,  Caltech— and  the 
Gators?"  Innovation,  May  21). 

Years  ago,  when  I  was  licensing  the 
technology  of  British  Technology  Group 
(at  that  time  a  Crown  corporation)  to 
U.S.  companies,  our  goal  was  to  get  the 
university  faculty  out  of  the  loop  as  fast 
as  possible  and  back  into  research  so  that 
both  innovation  and  commercial  devel- 
opment could  proceed. 

The  prime  problem  with  most  uni- 
versity licensing  (technology  transfer) 
activities  is  that  research  scientists  want 
to  use  their  licensing  operations  to  at- 
tract and  extract  research  monies  from 
the  companies. 

-Dr.  Martin  J.  Cooper 
Irvine,  Calif. 

THE  UNIVERSITY  OF  FLORIDA'S  jump 
into  licensing  income  is  an  impressive 
example  of  the  time-honored  model  of 
technology  transfer  in  academia,  in  which 
the  results  of  faculty  research  are  patented 


;: 


in 


CORRECTIONS  &  CLARIFICATIONS 

"Extreme  investing:  Inside  Colombia" 
(Cover  Story,  May  28)  suggested  that 
Colombia  does  not  qualify  for  the  Standar 
&  Poor's/IFCG  Frontier  Index  of  22  nations 
In  fact,  Colombia's  market  value  and 
liquidity  place  it  in  a  more  developed  inde) 
tier  of  the  broader  S&P/IFCG  Index  family. .«! 


The  table  accompanying  "Most  improved 
CEO  golfers"  (Golf  Digest,  May  28) 
reversed  the  order  of  Boeing  Chief 
Executive  James  McNerney  Jr.'s  handicap. 
It  was  18.4  in  2004  and  15.2  in  2006. 


and  licensed  outside  the  university.  ]  i 
the  20th  century  model  enabled  by  ' 
1980  Bayh-Dole  Act  has  pretty  much  l 
its  course.  The  number  of  patents  fir 
universities  has  leveled  off  starting  in  It 
and  continuing  through  2005,  the  mrL 
current  year  for  which  national  data  i  «i 
available.  Moreover,  the  number  of  hijijjenc 
tech  initial  public  offerings  in  the  II 
declined  from  170  in  2000  to  35  in  200  j 
The  U.S.  needs  new  strategies  to  mn  tec 
the  challenges  posed  by  Asian  nations. .  rir 
time  for  academic,  business,  and  gove.rt 


Ge 
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:nt  leaders  to  debate  alternatives  to  the 
ditional  technology  transfer  model  for 
r  research  universities. 

-Dr.  Hal  Raveche 

President 

Stevens  Institute  of  Technology 

Hoboken,  NJ. 

(SIGMA:  WHY  A  RIFLE 
ATS  A  SHOTGUN 

"THE  SIX  SIGMA  Shotgun"  (The  Welch 
ly,  May  21),  Jack  Welch  argues  that  Six 
jma  should  be  applied  everywhere.  In 
ing  so,  he  violates  one  of  the  core  con- 
)ts  of  Six  Sigma— the  vital  few  vs.  the 
rial  many.  A  wall-to-wall,  floor-to-ceil- 
;  approach  to  Six  Sigma  invokes  the 
rk  side  of  the  80/20  principle:  80%  of 
I  effort  is  wasted  on  20%  of  the  benefit, 
is  is  one  of  the  main  reasons  companies 
andon  Six  Sigma  after  a  few  years. 
The  bright  side  of  that  rule:  As  little  as 
i  of  any  business  causes  half  the  waste, 
vork,  and  lost  profit.  So  let  Six  Sigma 
:ntify  the  4%,  then  focus  on  that  4%. 
General  Electric  Co.  has  deep  pockets 
d  can  afford  to  waste  money  on  corpo- 
e  change,  but  most  businesses  cannot, 
r  most  organizations,  the  shotgun  ap- 
>ach  is  not  only  silly  and  wasteful,  but 


dangerous.  A  Six  Sigma  rifle  with  a  high- 
powered  scope  would  be  a  better  use  of 
scarce  resources. 

-Jay  Arthur 

KnowWare  International  Inc. 

Denver 

AFTER  WORKING  AT  GE  Finance,  I  felt 
fortunate  to  be  asked  to  implement  Six 
Sigma  within  the  advertising  and  market- 
ing world.  The  "you  are  here  to  do  what?" 
and  "are  you  sure  you  got  off  at  the  right 
train  stop?"  questions  I  got  on  arrival 
made  it  clear  that  I  would  have  to  do  a  lot 
of  convincing  fast. 

But  showing  ad  execs  that  they  have 
processes  turned  out  to  be  easy.  Evidence 
wins.  The  hard  part  was  driving  success- 
ful process  improvements  in  an  industry 
with  operations  that  aren't  big  enough  to 
support  blasting  Six  Sigma  into  "every 
nook  and  cranny"  of  those  operations.  If 
you  see  any  blasting  under  such  condi- 
tions, it  is  Six  Sigma  being  blasted  out. 

We  were  more  effective  using  the  diag- 
nose/surgical approach:  Diagnose  chal- 
lenges in  the  ad- development  process 
that  are  causing  delays,  frustrations,  er- 
rors, long  cycle  times,  and  client  dissat- 
isfaction, then  surgically  insert  specific 


solutions  that  remove  those  problems. 
Results  include  greater  client  satisfac- 
tion, improved  agency-client  relation- 
ships, happier  employees  with  better 
work/life  balance,  reduced  operating 
costs,  improved  margins,  and  clients  who 
get  more  for  less. 

-Ben  Nneji 

President 

SigmaWorks  Group 

New  York 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


How  Flash  Will  Change  PCs 

For  the  first  time  in  more  years  than  I  care  to  think  about,  I  have  been 
playing  around  with  PCs  that  have  no  hard  drives.  Unlike  the  clunky 
floppy-disk-based  computers  of  yore,  these  are  speedy  laptops  equipped 
with  a  new  hard-disk  alternative  called  a  solid-state  drive  (SSD),  which 
someday  may  challenge  the  hard  drive's  long  run  as  the  storage  king. 


The  SSD  is  based  on  the  same 
flash-memory  technology  found  in 
the  widely  used  USB  memory  keys. 
Where  a  conventional  hard  drive 
stores  data  on  a  magnetic  disk  that 
spins  at  up  to  7,200  rpm,  the  SSD  is 
basically  a  handful  of  chips  with  no 
moving  parts.  Flash  has  been  around 
for  years,  but  two  considerations 
blocked  its  use  for  mass  storage: 
cost  and  the  fact  that  you  could  only 
rewrite  your  data  a  limited  number 
of  times.  Even  now,  flash  memory 

costs  far  more  per  megabyte  than  magnetic  storage,  but  chip 
prices  have  been  plunging.  As  for  the  limits  on  rewrites, 
manufacturers  have  gready  improved  the  situation  by  spiffing 
up  the  semiconductors  and  adding  software  that  makes  sure 
the  data  in  any  one  chip  location  aren't  changed  too  often. 

From  a  PC  user's  point  of  view,  the  benefits  of  moving  to 
flash  include  greater  reliability,  lower  power  consumption, 
and  faster  performance,  especially  at  startup.  The  shift  to  SSD 
could  also  enable  the  design  of  smaller  laptops.  And  there 
would  be  side  benefits:  A  ramp-up  in  flash  memory  across  the 
tech  sector  would  bring  chip  prices  even  lower,  which  would 
inevitably  beef  up  the  storage  capacity  of  mobile  phones, 
music  players,  and  other  handheld  devices. 

For  now,  at  least,  there  are  significant  drawbacks  to  the 
flash  approach.  The  most  important  remains  cost— close  to 
$500  for  a  relatively  small  32-gigabyte  drive.  That's  about  five 
times  as  much  as  a  conventional  unit.  SSDs  should  get  more 
capacious  and  much  cheaper  as  their  use  expands. 

I  TRIED  TWO  SSD-EQUIPPED  laptops.  One  was  a  Dell  Latitude 
D420  notebook  with  a  32  GB  SanDisk  SSD  as  a  $450  option. 
The  other  was  a  prototype  subcompact  notebook  Samsung 
provided  me,  rigged  with  one  of  its  own  32  GB  SSDs.  These 
two  notebooks,  both  running  Windows  XP,  showed  a  big 
performance  gain,  mostly  in  the  form  of  faster  boot  times  and, 
especially,  faster  wake-up  from  hibernation.  They  also  gained 
a  bit  of  battery  life,  perhaps  15  or  20  minutes  on  a  charge.  I'm 
not  sure  that's  worth  the  extra  cost,  though  there's  a  clear 
benefit  in  eliminating  the  mechanically  fragile  hard  drive  in  a 
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PC  like  the  Dell  ATG  for  rugged  use, 
which  also  has  an  optional  SanDisk 
SSD  drive. 

While  we  wait  for  SSDs  to  get 
cheaper  and  more  practical,  flash- 
based  storage  will  change  PC  designs: 
in  other  ways.  Windows  Vista 
allows  the  use  of  hybrid  storage  that ; 
combines  flash  with  conventional  dis> 
storage.  The  code  and  data  used  moss 
often  are  moved  into  the  flash  memou 
while  the  big  hard  drive  holds  the 
information  not  being  used  at 
the  moment.  This  should  speer 
performance  and  lower  power 


Faster,  less 
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amount  of  time  the  disk  must 
spin.  Systems  using  hybrid 
storage  should  become  widelyv 
available  this  fall. 

Vista  also  offers  a  poor  man's' 
form  of  hybrid  memory.  A  featui 
called  ReadyBoost  will  try  to  usu 
free  space  on  a  USB  memory 
key  as  temporary  storage  for 
programs  or  data.  It's  not 
nearly  as  fast  as  a  real  SSD  or  a  i 
hybrid  solution,  but  it  can  provide  a  modest  performance  boost,; 
particularly  to  programs  that  rely  heavily  on  the  hard  drive. 

By  later  this  year,  most  new  PCs  will  probably  use  some  ldr 
of  hybrid  solution  to  help  satiate  Vista's  hunger  for  processin 
power  and  memory.  Pure  SSD  drives  will  take  longer  to  hit  thl 
mainstream,  mainly  because  of  their  cost.  But  they  have  grea  | 
potential,  especially  because  of  the  added  flexibility  they  can  [ " 
give  designers  of  small  laptops  and  handheld  devices.  ■ 
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Not  Too  Juiced  by  Joost 

The  new  Web  video  service  Joost  is  barely  in  beta,  but  it's  already  subject 
to  inhuman  amounts  of  hype.  It's  not  hard  to  see  why.  The  service  (say 
"juiced")  is  the  next  project  of  Janus  Friis  and  Niklas  Zennstrom,  founder  f 
of  Net  phone  service  Skype.  Its  investors  include  Viacom  and  CBS.  The 
company  has  just  raised  $45  million.  On  a  good  monitor,  its  satisfyingly 
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full-screen  playback  looks  gorgeous. 

Joost's  executives  singlemindedly  stress 
devotion  to  full-length  programs  and  their  respect 
for  copyrights.- They're  auditioning  to  be  the 
un-YouTube— an  international  Web  video  upstart 
that  even  a  broadcast  network  can  love.  (When 
CBS  wanted  to  demonstrate  its  embrace  of  the 
new  world  during  its  May  upfront  presentation, 
it  proudly  displayed  programs  running  on  Joost.) 
The  top  executives  at  Luxembourg's  Joost  are 
as  charming  and  Euro-cool  as  you'd  want  in  a 
forward-thinking  media  play.  So  I  sort  of  feel  bad 
that  I  don't  buy  what  they're  selling.  Which  is 
that  TV  on  the  Internet  will,  and  should,  closely 
resemble  TV  on  the  television— save  for  some 
tinges  of  interactivity  like  chat,  and  a  thus- 
far  unfulfilled  promise  of  ujtra-targeted  ads.  "Watching 
television  is  a  very  good  experience,"  says  Executive  Vice- 
President  Yvette  Alberdingk  Thijm.  I  agree,  unless  you're 
talking  about  My  Super  Sweet  16.  But  that  doesn't  mean  it 
follows  that  long-form  TV  is  what  works  on  the  Web. 

ASK  YOURSELF:  What  has  worked  on  the  Web  thus  far  for 
video?  Full  episodes  of  the  broadcast  networks'  best  shows, 
or  short- form  stuff  that  can  be  annotated  and  shared?  I'll 
give  you  a  hint:  YouTube,  which  does  not  show  videos 
that  run  longer  than  10  minutes,  got  37.5  million  unique 
visitors  last  month.  But  at  CBS  video  site  Innertube,  which 
primarily  streams  long-form  video,  abysmal  traffic  has 
moved  CBS  interactive  head  Quincy  Smith  to  crack  that  the 
site  should  be  renamed  "cbs.com/nobodycomeshere."  This 
is  a  slightly  unfair  comparison,  since  YouTube  aggregates 
video  from  everywhere.  So  will  Joost,  which  is  pursuing, 
and  landing,  nonexclusive  deals  to  run  programming  from 
the  likes  of  MTV  and  CNN.  (Joost  is  offering  premium 
players  like  Viacom  and  CBS  generous  ad  revenue  splits, 
which  can  net  them  a  share  of  Joost-related  revenues  that 
approaches  90%.)  But  Joost's  careful  wooing  of  content 
owners  has  led  it  away  from  providing  users  with  the 
tools  that  make  the  Web  services  feel  like,  well,  the  Web: 
sharing,  clipping,  commenting,  playing  with  mash-ups. 
"There  is  something  sligmly  half  a  paradigm  behind 
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full-length 
TV  shows 
on  the  Web? 


[about  Joost],"  concedes  one  programming- 
side  executive  who's  a  fan  of  the  service.  Its 
promise  on  the  ad  side  is  more  intriguing:  tr 
the  Web's  rich  data  on  the  locations  and  hab 
of  users  will  eventually  allow  advertisers  a 
measure  of  "addressability"  unthinkable  to 
TV  advertisers,  and  deliver  messages  targete'.' 
to  the  Zip  Code  or  even  to  IP  addresses.  But 
the  platform  can't  target  Zip  Codes  yet,  says 
ad  head  David  Clark,  although  he  says  it  willr^ 
within  weeks. 

Long-term  ad  success  hinges  on  lots  of  users 
watching  TV  on  Joost,  and,  frankly,  the  track 
record  of  sticking  an  unadulterated  old  medium  ^ 
up  on  the  Web  is  not  great.  (Which  is  why  so 
many  print  properties  are  madly  lunging  at 

Web  video.)  Joost  is  also  betting 
on  the  convergence  of  the  TV 
and  PC,  a  prospect  which  I  will 
believe  in  when  it  finally  happenr 
Some  video  vets  I  talked  to 
suggest  Joost's  long-term  plan 
involves  some  combination  of 
the  following:  dangling  itself 
as  buyout  bait  for  a  distribution 
company  like  Comcast,  getting  i.^ 
the  set- top-box  business,  or  even  ^ 
eventually  running  on  the  Skype 
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platform— now  owned  by  eBay,  which  is  mulling  applying  i  j1  -' 
auction  system  to  TV  ads.  ("In  principle,  the  sky  is  the  limii  0l 
says  Alberdingk  Thijm  when  asked  about  moving  to  other 
platforms,  but  she  says  no  other  plans  currently  loom.)  If  tl  '^! 
is  the  case,  one  programming  executive  finds  Joost's  currem 
stance  slightly  cynical,  although  he  cheerfully  claims  "one 
can  be  cynical  and  idealistic  at  the  same  time."  As  for  me, 
I'm  not  troubled  by  Joost's  cynicism.  I  just  don't  share  the    | 
idealism.  For  a  next-generation  platform,  there's  much  tha 
awfully  familiar  about  Joost. 
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s  the  Housing  Recession 
Jtarting  to  Recede? 

ie  drag  on  economic  growth  is  easing,  and  home  demand  is  firming  up 
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U.S.  ECONOMY 


It's  still  way  too  early  to  celebrate,  but  more  and  ££ 

ore  signs  suggest  the  housing  recession  is  starting  to  ease  its  grip  on  Q 

e  economy.  That  doesn't  mean  the  slump  will  be  quick  to  disappear,  Q 

it  beginning  this  quarter  it  looks  as  if  housing's  subtraction  from  J^ 
erall  economic  growth  will  be  considerably  smaller  than  it  has 


n,  perhaps  the  smallest  since  the  downturn  began  a 
rago. 

>ver  the  past  three  quarters  the  residential- 
struction  segment  of  real  gross  domestic  product 
robbed  1  to  1.2  percentage  points  per  quarter  from 
economy's  annualized  growth  rate.  Clearly,  reports 
lousing  remain  mixed,  but  many  economists  are 
ouraged  by  key  trends  in  housing  starts,  new-home 
s,  mortgage  applications,  and  other  indicators.  Some 
lysts  even  think  the  second-quarter  drag  will  be  half 
:  of  recent  quarters. 

loming  at  a  time  when  other  first-quarter  burdens 
growth,  including  weak  capital  spending,  top-heavy 
:ntories,  and  a  wider  trade  deficit,  are  showing  signs 
ghtening  up,  a  smaller  negative  from  housing  will 
.  positive  for  overall  growth— not  only  in  the  second 
rter  but  also  in  the  second  half. 

!P  IN  MIND  that  housing's  direct  impact  on  economic 
ivth  comes  from  the  new-home  market,  which 
tributes  to  construction  activity.  Action  in  the  market 
ixisting  homes  is  an  important  indicator  of  demand 
[prices  broadly,  but  it  represents  only  an  exchange  of 
Its  and  doesn't  add  to  GDP,  except  for  the  ancillary 
ices  and  other  activity  it  creates, 
light  now  homebuilders  remain  in  the  doldrums,  with 
fits  down  and  inventories  high,  and  many  of  them 
k  it  will  take  years  to  regain  the  peak  levels  of  activity 
n  2005.  Nevertheless,  several  indicators  of  demand 
ooking  firmer,  which  is  what  you  would  expect  to  see 
ivance  of  a  bottoming  out  of  home  construction, 
des  of  new  and  existing  homes  went  in  opposite 
prions  in  April,  but  there  are  signs  that  overall  demand 
ibilizing  after  last  year's  steep  decline.  Sales  of  new 
les  soared  16.2%  in  April,  the  largest  monthly  gain  in 
bars,  reaching  an  annual  rate  of  981,000.  Purchases 
isting  homes  fell  2.6%,  to  an  annual  pace  of  5.99 
on.  Sales  numbers  in  both  sectors  have  been  tossed 
[nd  this  year  by  the  shifting  weather,  but  total  single- 
ily  sales— both  new  and  existing— during  the  first  four 
jths  of  the  year  have  averaged  5.5  million,  about  the 
:  pace  as  in  the  final  four  months  of  last  year. 


THE  ACTION  IS  IN 
FIXED-RATE  MORTGAGES 

PERCENT  CHANGE  FROM  A  YEAR  AGO 


One  bit  of  corroborating  evidence  that  demand 
has  stopped  falling  is  the  trend  in  weekly  mortgage 
applications  to  buy  a  home,  which  has  been  on  the  rise 
since  February.  Through  May  25,  the  four-week  average 
of  new  filings  was  at  its  highest  level  since  early  2006, 
according  to  data  from  the  Mortgage  Bankers  Assn. 

ALSO,  IT  APPEARS  the  subprime  loan  debacle  is 
not  causing  a  broader  restriction  on  credit  that  would 
depress  home  sales  to  prime  borrowers.  Subprime 
mortgages  are  almost  exclusively  adjustable-rate  loans, 
for  which  applications  are  down  sharply  over  the  past 
year.  However,  new  paperwork  for  fixed-rate  mortgages 
is  up  40%  from  a  year  ago  (chart). 

That  pattern  fits  with  the  Federal  Reserve's  latest 
survey  of  bank-lending  practices,  which  showed  little 

in  the  way  of  tighter 
lending  standards  for 
consumers  other  than 
in  the  subprime  area. 
Even  outside  of  housing, 
credit  conditions  in  the 
business  sector  remain 
favorable  for  financing 
new  growth.  Credit 
spreads  between  yields 
on  no-risk  Treasury 
bonds  and  moderately 
risky  corporate  securities 
remain  narrow. 
Inventories  of  unsold  homes,  both  new  and  existing, 
remain  high,  which  continues  to  exert  downward  pressure 
on  prices.  However,  with  the  help  of  price  cuts,  builders 
are  starting  to  make  a  dent  in  their  stockpiles.  In  April  the 
inventory  of  new  homes  dipped  to  538,000, 6.1%  below 
the  peak  hit  in  July  of  last  year.  Because  of  the  big  jump  in 
sales,  the  month's  supply  of  homes  fell  to  6.5  months,  from 
a  high  of  8.1  months  in  March,  but  the  supply  is  still  far 
above  the  4  to  4.5  months  common  before  the  slump. 
The  effect  of  softer  home  prices  on  affordability  is 
clear.  In  the  first  three  months  of  the  year,  affordability— 
based  on  the  levels  of  fixed  mortgage  rates,  home  prices, 
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and  household  income— was  the  highest  in  two  years, 
according  to  the  National  Association  of  Realtors. 

One  big  problem  in  gauging  the  path  of  housing  is 
the  government's  data  itself,  especially  for  new-home 
sales,  which  do  not  account  for  cancellations  of  home 
orders.  The  popular  take  is  that,  because  of  cancellations, 
sales  are  worse  than  they  look.  However,  an  analysis 
by  economists  at  jPMorgan  Chase  suggests  just  the 
opposite.  Morgan  researchers  gathered  directly  from 
homebuilders  data  that  are  net  of  cancellations.  They 
found  net  sales  hit  bottom  in  the  third  quarter  of  last  year 
and  have  been  edging  higher  since  then. 

Because  the  government' s  numbers  exclude 
cancellations,  the  researchers  argue,  the  data  tend 
to  overstate  sales  early  in  a  housing  downturn  when 
cancellations  shoot  up,  as  in  2006.  However,  once  a 
canceled  sale  finds  a  buyer,  perhaps  after  a  price  cut,  the 
government  does  not  record  that  transaction  as  a  new- 
home  sale.  Thus,  as  cancellation  rates  fall  off,  the  sales 
numbers  tend  to  be  understated.  The  catch-up  surge  in 
April  sales  and  the  uptrend  in  mortgage  applications 
tend  to  support  that  pattern.  Plus,  to  any  extent  sales  are 
being  undercounted,  the  month's  supply  of  inventories 
would  be  overstated. 

EVEN  IF  HOUSING'S  direct  drag  on  economic  growth 
is  getting  smaller,  concerns  remain  about  the  indirect 
effects,  mainly  through  softer  home  prices  and  the  way 
they  could  influence  consumer  spending.  But  even  after 
more  than  two  years  of  decelerating  home  prices,  the 
diminished  availability  of  cash  from  home  equity  appears 
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to  have  had  little,  if  any,  impact  on  consumers.  In  fact, 
even  soaring  gas  prices  haven't  dented  their  confidence  | 
much:  The  Conference  Board's  index  rose  in  May  and  j 
slighdy  higher  than  it  was  this  time  last  year. 

The  Standard  &  Poor's/Case-Shiller  index  for  Marcj 
shows  house  prices  falling  1.4%  from  a  year  ago,  with  j 

prices  down  in  13  of 
the  20  cities  the  index  J 
tracks.  Economists  lik| 
this  index  because  it 
represents  a  constant 
mix  of  repeat  sales  of 
the  same  homes,  and  i 
attempts  to  control  for, 
quality  improvements  [ 
Still,  consider  that  priij 
are  up  29.2%  over  the 
past  three  years  and 
64.3%  over  the  past 
five  years  (chart).  Plus] 
the  rise  in  stock  prices  and  solid  gains  in  incomes 
from  strong  job  markets  have  been  major  offsets  for 
consumers  who  might  be  worried  about  the  value  of 
their  homes. 

Obviously,  homebuilders  still  have  a  long  way  to  go. 
Sales,  even  net  of  cancellations,  are  still  well  below  yeaifi 
ago  levels,  says  JPMorgan,  which  is  why  the  May  readii  S 
on  builders'  sentiment  remained  in  the  cellar.  Howeveri 
signs  that  the  drag  from  home  construction  is  easing 
mean  all  those  worst-case  scenarios  for  housing's  impa 
on  the  economy  probably  will  never  come  to  pass.  II 
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Data:  Standard  &  Poor's,  Global  Insight  Inc. 
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Three  Pieces  of  the  Consumer  Puzzle 


CONSUMER  SPENDING  is 

becoming  an  increasingly  vital  and 
uncertain  part  of  the  economic 
oudook.  As  a  result,  economists 
are  turning  to  timely  consumer- 
confidence  indicators  for  guidance. 
But  what  insights  do  these  various 
surveys  really  provide?  It  turns  out 
that  each  has  different  strengths. 

Consumer  surveys  are  most 
popularly  viewed 
as  gauges  of  near- 
term  spending.  After 
all,  if  people  feel 
more  upbeat  about 
vonomy,  jobs, 
and  their  financial 
situs  >  are 

moi  t  go 

shopp 
longesri 
surveys 
the  Univ..;  i' 
Michigan/Reijtt-rs-,  the 
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AND  SPENDING 
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Conference  Board,  and  ABC  News/ 
Washington  Post. 

On  tracking  spending,  however, 
"none  of  the  three  does  very  well," 
says  Goldman  Sachs  economist 
Edward  McKelvey.  Among  the  lot, 
"the  ABC  News/ Washington  Post 
survey  marginally  outperforms  the 
other  two."  Recent  weekly  results 
point  to  a  softening  in  consumer 
spending  that 
matches  recent  retail 
sales  data. 

The  strength  of  the 
Conference  Board's 
survey,  which  has 
been  a  bit  more 
upbeat  recendy,  is 
its  tracking  of  labor- 
market  conditions. 
According  to  the 
May  survey,  29%  of 
respondents  said  jobs 
are  "plentiful"  vs. 
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REPORTING  JOBS  ARE 

"PLENTIFUL"  AND'JOBS 

ARE "HARD  TO  GET" 
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19.9%  reporting  that  jobs  are  "hard 
to  get."  That  nine-percentage-poind 
difference  was  a  little  wider  than 
the  gap  in  April.  Based  on  historical! 
trends,  a  positive  and  widening  gara 
suggests  that  the  jobless  rate  could  1 
shrink  in  the  coming  three  months.  I 
the  latest  result  bodes  well  for  both  I 
labor  market  and  spending. 

Tighter  labor  markets  may  be  ga 
for  economic  growth,  but  they  alsol 
raise  inflation  concerns.  That/ s  wha 
the  University  of  Michigan/Reuters 
report  comes  in,  since  "it  has  the  I 
more  believable  data  on  inflation  | 
expectations,"  McKelvey  says.  Thel 
ABC  News/Washington  Post  survey 
doesn't  ask  about  inflation,  and 
the  Conference  Board's  reading  is  | 
perpetually  too  high. 

Investors  should  follow  all  thn 
surveys,  since  each  adds  detail  to 
picture  of  how  consumers  are  do: 
-By James  Me 
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merce— the  age-old  act  of  buying  and  selling— is  the  foundation  of  global  business.  Yet,  the  modest  act  of 
/ment  makes  it  all  possible.  Even  small  improvements  in  your  company's  payment  process  could  add  millions 
:he  bottom  line.  Imagine  what  big  improvements  could  do.  Visit  us  at  visa.com/commerce,  or  speak  with  your 
rimercia!  Banker,  and  learn  how  Visa  can  help  your  company  cut  costs,  manage  cash  flow  better,  and  turn 
^ment  into  a  whole  new  strategic  advantage. 
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THE  HIGH  COURT  ON  PAY  BIAS 

A  split  Supreme  Court  on  May  29  dramatically  raised  the  bar  for  wage-discrimination 
suits.  In  Ledbetter  v.  Goodyear  Tire  &  Rubber  Co.,  a  supervisor  learned  she  was  earning 
far  less  than  her  male  colleagues,  even  those  with  lower  seniority,  years  after  the 
company  had  set  her  salary  (photo,  Lilly  Ledbetter  and  her  lawyer). 
Justice  Samuel  Alito  Jr.,  writing  for  the  5-4  majority,  said  the  worker  was  required  by 
statute  to  bring  her  complaint  within  180  days  after  Goodyear's  initial  salary  decision. 

That  finding  reverses  longstanding  federal  policy,  which  typically  has  allowed 
such  salary  complaints  to  be  filed  with  180  days  of  any  discriminatory  payday,  a  rule 
known  as  "paycheck  accrual."  Justice  Ruth  Bader  Ginsberg,  the  court's  lone  woman, 
took  the  majority  to  task  in  her  minority  opinion,  calling  it  "indifferent"  to  the 
insidious  nature  of  pay  bias,  which  often  begins  incrementally:  "Only  over  time  is 
there  strong  cause  to  suspect  discrimination."  The  ruling  could  bar  thousands  of  pay 
discrimination  complaints  every  year. 


ABN:  Going,  Going... 

The  $96  billion  bid  from  a 
three-bank  consortium  led  by 
Royal  Bank  of  Scotland  on  May 
29  is  unlikely  to  be  a  knockout 
blow  in  the  battle  for  ABN 
Amro.  The  offer,  nearly  80% 
cash,  does  top  the  agreed-on 
$87  billion  all-share  deal  with 
Barclays.  But  Barclays  may  now 
shove  more  chips  inv    he  pot. 
Moreover,  it's  unclear  whether 
the  RBS  group  can  close  a  deal 
with  Bank  of  America,  which 


already  has  a  deal  to  buy  ABN's 
Chicago  banking  subsidiary, 
LaSalle  Bank,  for  $21  billion. 


not  so  lucky.  On  May  30  a 
Manhattan  grand  jury 
indicted  them  on  fraud,  tax 
evasion,  and  other  charges. 


Shelter  Shocked 
Ernst  &  Young,  like  KPMG  before 
it,  has  dodged  a  bullet,  with 
the  feds  deciding  not  to  bring 
criminal  charges  against  the 
firm  as  part  of  a  crackdown  on 
illeg  il  tax  shelters.  But  four 
current  and  former  partners 
of  the  accounting  giant  were 


Zoellick  Gets  the  Nod 

The  second  time  just  might  be 
the  charm,  thanks  to  a  charmer. 
After  embattled  World  Bank 
President  Paul  Wolfowitz  quit  on 
May  17,  President  George  W.  Bush 
on  May  30  chose  a  unifying 
figure,  former  U.S.  Trade 
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Representative  Robert  Zoellick, 

to  head  the  bank.  Zoellick  is 
known  for  his  grasp  of  global  eryd 
economics  and  diplomacy,  a 
trait  often  lacking  under  the 
combative  Wolfowitz.  For 
the  past  year,  Zoellick,  53, 
has  been  a  Goldman  Sachs 
vice-chairman. 
EMU*  "A  diplomat  for 
the  World  Bank" 
basinessweek.com/go/tbw 
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Bourse  Wars 

The  London  Stock  Exchange 

told  the  Yanks  to  buzz  off,  so 
NASDAQ  reached  out  to  the 
Swedes  and  Finns  who  run  tit  kt 
Nordic  stock  market,  OMX,  annps 
struck  a  friendly  $3.7  billion 
deal  on  May  25.  By  creating 
a  second  transatlantic  bourse^  H 
behind  NYSE  Euronext,  the 
pact  would  keep  NASDAQ  in 
the  consolidation  game.  But 
government-owned  Dubai 
International  Financial  Centre 
may  make  a  counterbid, 
Britain's  The  Sunday  Times 
reported  on  May  27. 
UJilllil*  "A  new  jewel  in 
NASDAQ's  crown" 
businessweek.  com/go/tbw 
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Apartment  Hunt 
Tishman  Speyer,  which  owns  tjj 
Chrysler  Building  and  Rockefellil 
Center,  is  really  putting  the 
"lord"  in  landlord.  The  giant, 
privately  held  New  York  firm : 
teaming  with  Lehman  Brothers 
to  buy  Archstone-Smith,  the 
second-biggest  apartment 
REIT,  for  $22.2  billion 
including  debt.  Archstone 
confirmed  the  deal  on  May  29 
1!K11K1#  "Archstone:  Private 
equity's  latest  real  estate  prize" 
businessweek.com/go/tbw 
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Shanghai  Swoon 

Everyone  from  Li  Ka-Shing  to 
Alan  Greenspan  has  been  sayinj 
it  couldn't  last— and  it  didn't. 
On  May  30,  after  Beijing  triple 
a  fee  on  stock  trades,  from  0.15 
to  0.3%,  the  main  Chinese  ind 
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ged  6.8%.  With  250,000 
/  investors  leaping  into  the 
erheated  market  each  day, 
state  may  be  getting  more 
ous  about  cooling  it  off. 
EI^  "China  stocks  tumble 
k  toward  earth" 
inessweek.com/go/tbw 


producer  Ben  Silverman 

and  veteran  NBC  executive 
Mark  Graboff  were  being 
elevated  to  co -heads  of  a 
revamped  unit  that  includes 
NBC  and  Universal's  TV  studio. 


;ryday  Low  Dells 

n  you'll  be  able  to  stroll 
i  a  Wal-Mart  to  pick  up 
le  groceries,  a  badminton 
-and  a  Dell.  On  May  24 
struggling  PC  maker  said 
ill  begin  selling  two  of  its 
ension  desktop  models  at 
world's  biggest  retailer. 
.? s  a  break  from  Dell's 
tegy  of  selling  computers 
r  the  phone  and  the  Net, 
actice  that  hasn't  kept  up 
l  consumers'  increasing 
ire  to  try  before  they  buy. 
E^  "Dude,  you're  getting  a 
Wat  Wal-Mart" 
\'nessweek.com/go/tbw 


Not  So  Fast,  Google 

Is  Google  getting  too  nosy? 
That's  the  question  privacy 
groups  hope  the  feds  will 
address  in  their  review  of  the 
search  goliath's  proposed 
$3.1  billion  takeover  of  online 
ad  firm  DoubleClick.  The 
investigation  will  be  conducted 
by  the  FTC,  which  oversees 
privacy  issues,  rather  than  the 
Justice  Dept.  Privacy  advocates 
worry  the  deal  would  let 
Google  peek  too  closely  into 
people's  online  lives. 
lilMJl*  "Much  ado  about 
DoubleClick" 
businessweek.  com/go/tbw 


sm  Hero  to  Goat 

hit  show  Heroes  may 
bout  saving  the  planet, 
it  couldn't  save  NBC 
ntainment  chief  Kevin 
y's  job.  The  fourth-ranked 
vork  sent  its  top  show- 
ier packing  on  May  29. 
ly  resigned  when  it  became 
r  that  wunderkind  TV 


Libya,  Here  We  Come 

Yet  another  sign  that  Colonel 
Muammar  Qaddafi's  North 
African  redoubt  is  becoming  a 
hot  destination  for  Big  Oil: 
BP  and  Libya  on  May  29  signed 
a  gas-exploration  deal.  BP  says 
it  will  spend  at  least  $2  billion 
on  its  three  tracts. 
[i].'HK'i»  "BP  snares  huge  Libyan 
gasfields" 
businessweek.com/go/tbw 


OUNTERATTACK  OF  THE  WEEK 

B  May  25,  fired  marketer  Julie  Roehm  did  her  best  to  drag  Wal- 
jtft  CEO  H.  Lee  Scott  Jr.  through  the  mud.  In  a  blistering  brief 
pporting  her  wrongful-dismissal  suit,  Roehm  accused  Scott 
fd  other  Wal-Mart  officials  of  not  following  the  strict  conflict- 
■interest  rules  the  company  used  as  one  reason  to  dismiss 
in  December.  Among  other  things,  the  suit  alleges  that 
Scott  bought  boats  and  jewelry  through 
financier  Irwin  Jacobs,  whose  company 
sells  boats  to  Wal-Mart  and  buys  surplus 
goods  from  the  chain.  The  suit  also 
claimed  that  Scott's  son  worked  for  a 
Jacobs  entity  that  did  business  with  Wal- 
Mart.  A  Wal-Mart  spokesman  says:  "The 
improprieties  involving  our  CEO  are  not 
true"  and  adds  that  the  younger  Scott's 
dealings  were  approved  by  the  board. 
Jacobs  says:  "This  is  100%  off  the  wall 
.LIE ROEHM  and  not  true."  The  case  has  been  nasty 

Id  personal  from  the  start,  when  Wal-Mart  said  it  fired  Roehm 
[■  having  an  affair  with  a  subordinate  and  for  accepting  gifts 
|>m  suppliers— charges  she  denies.  Roehm  has  even  hired 
bh-pronle  public  relations  firm  Sitrick  &  Co.,  BusinessWeek  has 
l.rned.  With  all  Wal-Mart's  other  problems,  says  a  PR  adviser 
[the  retailer,  the  Roehm  feud  "is  the  last  thing  it  needs." 
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INVESTIGATIONS 


F-14  PARTS, 
ANYONE? 


I' 

s 


[ow  Iran  obtains 
*stricted  military 
*chnologyfrom 
le  Defense  Dept 

i  KEITH  EPSTEIN 


TO  FRIENDS  AND  FAMILY, 
Reza  Tabib  had  seemed 
an  inspiration,  proof  an 
immigrant  could  launch 
life  anew.  The  son  of  an 
Iranian  judge,  Tabib  was 
a  flight  instructor  at  John 
Wayne  Airport  in  Orange  County,  Calif. 
He  spoke  four  languages  and  could  be 
counted  on  for  level-headed  advice,  and 
a  laugh. 

Agents  with  the  Pentagon's  Defense 
Criminal  Investigative  Service  discov- 
ered Tabib  had  another  talent:  procuring 
restricted  aircraft  and  missile  parts  for 


the  Iranian  military.  On  May  7,  a  fed- 
eral judge  in  Santa  Ana,  Calif.,  sentenced 
Tabib,  52,  to  two  years  in  prison  for  trying 
to  help  Iran  acquire  components  for  the 
F-14  Tomcat  fighter  jet,  the  swept-wing 
plane  once  used  by  the  U.S.  and  flown 
by  Tom  Cruise's  character  in  Top  Gun. 
The  pro-Western  Shah  of  Iran,  before  his 
fall  in  1979,  had  acquired  80  of  the  jets. 
Today  Iran  is  the  only  country  frying  the 
aging  planes,  and  the  U.S.  forbids  any- 
one from  shipping  F-14  hardware  to  the 
Middle  Eastern  nation. 

Law  enforcement  officials  say  Tabib 
and  an  associate  easily  obtained  thou- 


DISMANTLING  a  fighter 
in  Chino,  Calif. 


News  Insights 


sands  of  Tomcat  components  that  orig- 
inated from  a  surprising  source:  the 
online  company  that  works  with  the 
U.S.  government  to  auction  off  surplus 
military  equipment  to  the  public. 

Defense  and  homeland  Security  Dept. 
investigators  say  they  are  pursuing  dozens 
of  similar  cases  in  which  restricted  equip- 
ment has  slipped  through  the  military's 


cover  the  components  were  the  very  ones 
intercepted  during  another  investigation 
two  years  earlier.  The  parts  even  had  evi- 
dence tags  still  attached  to  them  from  the 
previous  case,  in  which  three  people  were 
convicted  of  shipping  aircraft  and  missile 
parts  to  Iran.  Returned  to  the  Pentagon, 
the  F-14  hardware  had  been  resold  and 
once  again  was  headed  for  Iran,  says 


In  one  case,  investigators  confiscated 
F-14  parts  they  hadseized before 


system  of  selling  surplus  equipment.  In- 
vestigations of  F-14  parts  bound  for  Iran 
led  law  enforcement  agents  in  March  to 
four  entire  Tomcats  housed  at  two  Cali- 
fornia airfields.  A  nearby  Navy  installa- 
tion had  improperly  sold  three  planes  to 
a  scrap  dealer.  Small  museums  eventually 
bought  them.  The  fourth  plane  was  sold 
for  $4,000  to  Paramount  Pictures  for  use 
on  the  TV  drama  JAG.  In  case  after  case, 
investigators  have  found  sensitive  mili- 
tary equipment  and  parts  in  warehouses 
of  front  companies  or  the  homes  and 
briefcases  of  middlemen  striving  to  make 
deliveries  to  potential  adversaries.  Despite 
precautions  contained  in  policy  and  law, 
carelessness,  antiquated  record-keeping, 
and  failures  to  confirm  the  identities  and 
intentions  of  buyers  have  contributed  to  a 
glut  of  made-in-the-USA  military  goods 
on  the  global  black  market.  Authorities 
say  many  parts  have  made  it  to  Iran,  as 
well  as  China  and  Syria. 

One  current  investigation,  triggered 
by  a  search  in  2005  of  a  suspect  building 
in  California,  casts  an  even  more  disturb- 
ing light  on  the  Pentagon's  permeability. 
When  Defense  investigators  moved  in 
on  their  target,  they  found  the  expected 
cache  of  F-14  parts,  apparently  bound 
for  Iran.  But  they  were  astounded  to  dis- 


Rick  Gwin,  the  Pentagon  special  agent 
heading  the  continuing  investigation. 
"My  reaction,"  he  says,  "was  extreme,  to 
say  the  least." 

Each  year,  the  U.S.  military  disposes 
of  millions  of  excess  items:  boots,  boats, 
computers,  and  plane  parts  among  them. 
Those  that  aren't  destroyed  because 
they're  too  sensitive,  or  given  away  to 
other  government  agencies,  are  typically 
sold  in  eBay-like  online  auctions  run  by 


Alarming  Bargains 

Undercover  government  investigators 
have  been  able  to  buy  restricted  military 
equipment  that  should  not  have  been 
publicly  sold.  Some  examples: 


DIGITAL 
MICROCIRCUITS 

Part  of  F-14  fighter  jet 
electronics  system 

GUIDED  MISSILE 
TEST  SETS 

Check  communications 
with  air-to-ground  missile 


BODY  ARMOR 
INSERTS 

Protect  soldiers  in  Iraq 
and  elsewhere 

TIME  SELECTOR 

Synchs  battlefield 
equipment  with 
satellite 


Data:  Government  Accountability  Office 


private  contractor  Government  Liquii 
tion.  The  Pentagon  assigns  each  surp 
item  a  unique  13-digit  number  anc 
code  indicating  whether  it  should  be  < 
stroyed  or  sold.  Some  sensitive  items  c 
still  be  auctioned,  but  only  to  buyers  w 
ing  to  sign  paperwork  restricting  hi 
the  purchase  can  be  used  and  by  whor 
The  sorting,  scrapping,  and  selling 
handled  by  Government  Liquidation  a 
another  unit  of  publicly  traded  Liqu 
ity  Services  Inc.,  based  in  Washingtx 
D.C.  Since  2001,  Government  Liquic 
tion  has  had  the  exclusive  contract  to  s 
military  equipment  the  Defense  De 
no  longer  wants.  Last  year,  the  compa 
auctioned  off  about  19  million  iten 
Some  613,000  registered  users,  mos 
small  businesses,  can  bid  on  them  at  t 
Web  site  govliquidation.com.  The  coi 
pany  keeps  up  to  30.5%  of  the  proceec 
which  often  amount  to  only  pennies 
the  dollar  of  the  military's  original  co 
In  the  second  quarter  of  2007,  sales  ai; 
disposal  of  military  surplus  account' 
for  58%  of  the  parent  company  Liquid 
Services'  revenue  of  $49.3  million.  (Sal  » 
of  surplus  equipment  from  3|j  J 
corporate  clients  account  for  f 
remainder.) 

Government  Liquidation  sat* s 
that  it  scrupulously  follows  Pet 
tagon  regulations.  But  undercov\ 
investigators  from  a  special  unt 
of  the  Government  Accountabr 
ity  Office,  the  investigative  arm  i1  s 
Congress,  have  recently  demoi 
strated  just  how  easily  a  perse- 
can  obtain  sensitive  parts  from  til 
Defense  Dept. 

In  a  report  published  last  Ju 
the  GAO  said  its  investigators  man 
multiple  purchases  on  Governme  l  • 
Liquidation's  site  that  shouldrl' m 
have  been  possible.  They  acquire  eni 
body  armor  enhancements  cut 
rently  used  by  American  troop; 
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I  equipment  for  guided  missiles,  and 

jtronic  components  for  the  F-14.  All 

j,  the  investigators  identified  thou- 

ds  of  instances  in  which  restricted 

■is  that  should  have  been  retained 

<he  military  or  destroyed  had  instead 

n  sold  to  the  public  online.  In  other 

s,  GAO  investigators  posing  as  mili- 

contractors  made  purchases  in  per- 

walking  out  of  the  Defense  Dept.'s 

Mus-property  warehouses  with  metal 

ants  for  shoulder-fired  guided  mis- 

p  and  other  sensitive  equipment. 

9 'SENSITIVE  MILITARY  ITEMS' 

GAO  BLAMED  both  the  Pentagon 

its  contractor.  "Sensitive  military 

ipment  items  are  still  being  improp- 

released  by  the  Defense  Dept.  and 

I  to  the  public,  thus  posing  a  national 

irity  risk,"  the  GAO  report  concluded. 

'ernment  Liquidation,  the  GAO  said, 

i  to  verify  the  classifications  of  sensi- 

equipment  and  has  sold  items  that 


should  have  been  returned  to  the  military 
or  destroyed.  The  combined  effect  is  that 
the  government  sometimes  doesn't  know 
to  whom  if  s  selling  or  what  buyers  in- 
tend to  do  with  military  technology. 

Liquidity  Services  hinted  at  the  extent 
of  its  potential  liability  in  a  10-K  filing 
with  the  Securities  &  Exchange  Commis- 
sion on  Dec.  22, 2006.  The  company  not- 
ed law  enforcement  investigations  that 
could  involve  79  buyers  who  purchased 
2,669  items  between  November,  2005, 
and  June,  2006.  "These  buyers  may  have 
acquired  these  sensitive  military  items 
from  us,"  the  company  stated.  "If  an 
investigation  alleges  that  we  engaged  in 
improper  or  illegal  activities,  we  could  be 
subject  to  civil  and  criminal  penalties." 
The  company  nevertheless  has  denied 
any  wrongdoing. 

Responding  to  revelations  about  black 
market  F-14  parts  sales,  the  House  of 
Representatives  on  May  17  passed  leg- 
islation that  would  bar  the  Pentagon 


ON  PARADE  from  selling  any 

Iranian  soldiers  F-14  components, 

march  on  Army  Day  The  Senate  is  ex- 
near  Tehran  pected  to  take  up 
the  measure  in 
June.  In  an  Apr.  9  letter  to  Senator  Ron 
Wyden  (D-Ore.),  a  co-sponsor  of  the  leg- 
islation, Government  Liquidation  says  it 
has  decided  to  stop  selling  F-14  parts  to 
"ensure  that  Iran  does  not  receive  such 
parts  through  any  avenues,  including 
the  Defense  Dept.  surplus  sales."  The 
letter  adds  that  the  company  "always  has 
sought  to  put  national  security  ahead  of 
commercial  profit." 

The  Pentagon,  for  its  part,  has  asked 
Government  Liquidation  to  develop  bet- 
ter ways  of  tracking  inventory.  "They 
came  to  us  and  said,  can  you  help  us 
fix  this?"  says  Government  Liquidation 
spokeswoman  Julie  Davis.  Bar  code  guns 
have  replaced  hand  transcription  of  long 
classification  numbers  and  paper  records. 
New  computer  databases  and  central- 
ized warehouses  will  help  ensure  more 
consistency,  Davis  says.  "The  systems  in 
place  are  far  superior  to  anything  that's 
been  in  place  before,"  she  adds.  Spokes- 
woman Dawn  Dearden  of  the  Pentagon's 
Defense  Logistics  Agency  agrees,  say- 
ing safeguards  are  now  adequate.  The 
Pentagon  has  "significantly  reduced  the 
availability"  of  sensitive  items  and  has 
tightened  restrictions  on  who  can  walk 
away  with  parts,  she  says. 

Representative  Christopher  Shays 
(R-Conn.),  another  supporter  of  the 
F-14  parts  legislation,  isn't  convinced. 
"They've  got  a  long  way  to  go,"  he  says. 
John  P.  Ryan,  a  former  U.S.  Secret  Service 
agent  who  has  overseen  the  GAO's  inves- 
tigation of  the  Pentagon  and  Govern- 
ment Liquidation  for  four  years,  notices 
some  improvement  in  surplus  military 
sales.  But  sensitive  goods  can  still  fall 
too  easily  into  the  wrong  hands,  he  says. 
"The  system  is  vulnerable."  ■ 


SHARE  YOUR  THOUGHTS. 

Sun  believes  sharing  is  the  way  to  create  better  ideas.  That's  why  we've  teamed  up  with 
BusinessWeek  to  offer  you  an  opportunity  to  share  your  comments,  join  the  conversation  about 
this  week's  Cover  Story  at  businessweek.com/coverstory. 
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Insights 


PROXIES 


ACTIVIST  INVESTORS 
GET  MORE  RESPECT 

Boards  are  listening,  and  shareholder 
proposals  are  making  headway 


by  jena  McGregor 

HEN  HARVARD 
Law  School  profes- 
sor Lucian  A.  Beb- 
chuk  filed  a  share- 
holder proposal 
with  Home  Depot 
Inc.  on  Dec.  12,  his 
expectations  were  low.  It  asked  the  com- 
pany to  require  that  two-thirds  of  its 
board  approve  executive  compensation 
plans— a  novel  concept  that  hadn't  been 
tested  in  prior  proxy  seasons.  Bebchuk 
also  sought  to  have  the  change  written 
into  Home  Depot's  corporate  bylaws, 
something  most  companies  are  loath  to 
do.  "I  did  not  expect  [they]  would  be 
willing  to  make  changes  in  the  bylaws  in 
response  to  a  proposal  by  someone  who 
really  is  an  individual  shareholder,"  says 
Bebchuk,  who  owns  just  90  shares. 

But  Home  Depot  surprised  him.  The 
company,  smarting  from  the  thrashing  it 
took  for  its  controversial  annual  meeting 
last  year  and  fresh  from  the  ouster  of  ex- 
cessive executive-pay  poster-boy  Robert 
L.  Nardelli,  held  its  first  discussions  with 
Bebchuk  the  same  day  new  Chief  Execu- 
tive Officer  Francis  S.  Blake  took  over  in 
January.  After  a  couple  of  conversations 
and  e-mails  with  Bebchuk  and  a  discus- 
sion with  outside  counsel,  the  home-im- 
provement retailer  adopted  the  proposal 
outright.  In  exchange,  Bebchuk  agreed  to 
withdraw  the  resolution. 

It  may  come  as  little  surprise  that  Home 
Depot  is  offering  up  a  few  olive  branches. 
Its  2006  annual  meeting,  a  37-minute 
session  that  was  attended  by  none  of  the 
company's  directors  and  where  share- 
holders were  not  allowed  to  ask  Nardelli 
questions,  was  one  of  the  low  points  in 
the  history  of  corporate  governance.  But 
Home  Depot's  agreement  with  Bebchuk 
also  demonstrates  the  new  mood  of  this 
year's  proxy  season.  While  plenty  of  inves- 


tor resolutions  are  still  prompting  heated 
contention,  shareholders  and  boards  are 
negotiating  away  a  near-record  number 
of  proposals  ahead  of  meetings.  So  far  this 
year  22%  of  all  proposals  have  been  with- 
drawn by  investors,  up  from  15%  at  this 
point  last  year.  New  resolutions  that  make 
it  to  the  ballot  are  winning  soaring  vote 
tallies  (table).  And  activists  and  directors 
are  having  more  dialogue  than  ever. 

Such  trends  have  led  some  proxy  watch- 
ers to  call  this  season  a  breakthrough  year. 
"I  think  there's  no  doubt  this  will  be  the 
most  successful  proxy  season  ever,"  says 
Patrick  McGurn,  executive  vice-president 
and  special  counsel  of  proxy  adviser  Insti- 
tutional Shareholder  Services.  "The  wave 
of  constructive  engagements  between 
boards,  management,  and  the  proponents 
of  these  proposals  has  led  to  a  boatload  of 
reforms  being  adopted." 

'MERCY' 

WHILE  CEOS  USED  TO  be  able  to  shrug 
off  shareholder  activists,  now  they  do 
so  at  their  own  risk.  It  is  yet  another 
sign  that  in  the  battle  between  owners 
and  managers— the  most  fundamental 
governance  struggle  in  business— inves- 
tors are  gaining  power.  "Shareholders 
have  a  right  to  say  we  don't  think  this  is 
working,"  says  Harvey  J.  Goldschmid,  a 
professor  at  Columbia  University  School 
of  Law  and  a  former  commissioner  at 
the  Securities  &  Exchange  Commission, 
"and  [corporations]  just  haven't  been 
able  to  hold  back  the  pressures." 

The  most  widely  adopted  reform  this 
year  has  been  majority  voting.  First  in- 
troduced three  years  ago,  the  new  rule 
means  directors  must  be  elected  by  more 
than  50%  of  shareholder  votes  rather 
than  just  by  a  plurality.  For  meetings 
so  far  this  year,  57%  of  the  proposals 
on  this  topic  have  been  withdrawn  af- 
ter shareholders  either  negotiated  deals 


or  companies  agreed  to  adopt  the  mivet 
rule— up  from  25%  this  time  last  yet^ 
"On  the  issue  of  majority  voting,  boaii  tcw 
are  just  rolling  over  and  saying,  'Mercy  [„ , 
says  Jennifer  O'Dell,  assistant  director  nEt(1 
corporate  affairs  at  the  Laborer's  InttK 
national  Union  of  North  America.        ,  mp. 
But  majority  voting  isn't  the  only  iss*iar 
that  has  quickly  gained  steam.  "Say  lS(K 
pay"  proposals,  which  would  give  sha 
holders  the  right  to  make  a  nonbindi  ^ 
vote  on  executive  compensation  packag  <tJt 
were  filed  at  66  companies  this  year  afi'A 
first  finding  their  way  to  the  ballot  in  20C  w 
Although  only  two  companies,  Blockbu  [■- 
er  Inc.  and  Verizon  Communications  In  I 
have  seen  the  idea  win  more  than  5C  ! 
of  votes,  many  votes  came  flirted  with  '' 
majority.  The  average  vote  on  the  issue  t 
far  this  year  is  43%,  up  from  40%  last  ye; 
Stephen  M.  Davis,  president  of  indepe  i 
dent  governance  consulting  firm  Da^  ' 
Global  Advisors  Inc.,  says  he  has  nev 
seen  a  new  issue  be  embraced  so  quick 
"It's  taken  off  like  a  rocket,"  he  says. 
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he  the  first  year  of  a  widespread  cam- 

ign  producing  votes  with  30%  to  50% 

tcomes  is  unheard  of." 

In  one  sign  of  how  willing  companies 

to  engage  with  investors  on  this  new 

ue,  insurer  Aflac  Inc.  became  the  first 

fnpany  to  commit  to  giving  sharehold- 

a  nonbinding  vote  on  executive  pay  af- 

social  investor  Boston  Common  Asset 


Management  filed  a  pro- 
posal in  November.  Aflac 
Chairman  and  CEO  Dan- 
iel P.  Amos  placed  calls 
to  his  largest  institutional 
investors  and  longtime 
individual  shareholders 
before  adopting  the  idea. 
Some  shareholder  ac- 
tivists have  bargained 
for  other  outcomes.  The 
American  Federation  of 
State,  County  &  Munici- 
pal Employees  (AFSCME) 
filed  a  say-on-pay  pro- 
posal at  drugmaker  Bris- 
tol-Myers Squibb  Co., 
but  withdrew  it  follow- 
ing the  company's  agree- 
ment to  join  AFSCME's 
new  working  group  on 
the  topic.  The  latest  sign 
of  an  armistice:  The 
working  group  is  bring- 
ing together  more  than 
20  other  corporations, 
unions,  and  investors  to 
explore  how  giving  share- 
holders the  chance  to  vote 
on  pay  might  be  adopted 
by  U.S.  companies.  (The 
vote  is  standard  practice 
in  Britain,  Australia,  and 
the  Netherlands.) 

Such  hand-holding 
would  have  been  unthink- 
able not  long  ago.  Until 
Enron  and  Sarbanes- 
Oxley  forced  boards  to 
tighten  their  grip  on  management,  even 
shareholder  proposals  that  won  respect- 
able votes  were  often  ignored  by  compa- 
nies. A  30%  vote  for  a  resolution  would 
have  been  enormous.  Labor  unions  didn't 
have  the  sophisticated  relationships  they 
now  have  with  boards.  "A  lot  of  people 
who  made  proposals  were  kind  of  fringe 
players,"  says  Goldschmid. 


Until  recently,  says  Richard  Ferlauto, 
the  director  of  pension  and  benefits  policy 
for  AFSCME,  discussing  proposals  with 
the  board  rather  than  senior  staffers  would 
have  been  unimaginable.  "Five  years  ago 
we  would  have  never  gotten  in  a  corporate 
boardroom,"  Ferlauto  says.  "Now  we're 
regularly  meeting  with  corporate  direc- 
tors about  substantive  issues." 

SWING  VOTES 

ACTIVISTS  SUCH  AS  Ferlauto  could  have 
even  more  leverage  next  year  on  director 
elections.  That' s  because  the  SEC  is  expect- 
ed to  vote  on  a  New  York  Stock  Exchange 
proposal  to  bar  brokers  from  voting  on 
behalf  of  investors  who  don't  submit  their 
votes  on  uncontested  director  elections 
within  10  days  of  the  annual  meeting. 
According  to  Broadridge  Financial,  these 
"broker  votes"  average  about  20%  of  votes 
cast  at  U.S.  corporate  meetings.  Because 
they  usually  side  with  management,  re- 
moving them  from  the  tally  at  companies 
where  a  majority  vote  rule  is  in  place  could 
swing  the  vote  in  shareholders'  favor. 
Some  of  the  narrow  margins  now  being 
seen  in  director  elections,  such  as  the  56% 
majority  received  by  one  board  member  at 
CVS  Caremark  Corp.,  might  not  hold. 

The  change  in  the  rule  on  broker  votes 
is  just  one  reason  proxy  watchers  believe 
the  2008  season  could  be  turbulent.  Out- 
size executive  pay  revealed  in  this  year's 
new  compensation  disclosures  could 
prompt  more  resolutions  on  pay  levels 
next  year.  In  addition,  there  may  finally 
be  a  ruling  this  summer  on  whether  to 
give  large  shareholders  "proxy  access," 
or  the  right  to  nominate  their  own  can- 
didates to  the  company's  slate  of  direc- 
tors. "Next  year  is  being  set  up  as  the 
proverbial  'perfect  storm'  season,"  says 
ISS's  McGurn.  "But  I  think  boards  have 
become  good  at  sensing  changes  in  the 
weather,  and  so  it  could  be  that  before 
then  boards  will  take  steps  to  try  and  dif- 
fuse any  potential  controversies."  ■ 


lengthening  Shareholders 

e  average  percentage  of  support  for  investor  resolutions  rose 
ring  this  year's  proxy  season. 


1  End  supermajority  votes, 
le  rule  that  up  to  80%  of 
ivners  back  some  proposals: 

2006  63% 

2007  73% 


»  Reelect  all  directors  each 
year  rather  than  hold 
staggered  elections: 

2006  66% 

2007  72 


o 


»  Let  shareholders  approve 
golden  parachutes  if  they 
exceed  three  times  pay: 

2006  52  ° 

2007  66% 


»  Allow  investors  to  cast  a 
nonbinding  vote  on 
executive  pay: 

2000  40* 

2007  43% 


»  Link  executive  pay  to 
performance  of  the 
company: 

2006  30% 

2007  35% 


:  Institutional  Shareholder  Services  2007  averages  are  based  or.  r  "d  are  not  final 
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INVESTING 


THE  ULTIMATE 
FIGHT  FUHD 

UBS's  new  fund  of  funds  bets  only  with 
rabble-rousers  such  as  Icahn  and  Peltz 


BY  MATTHEW  GOLDSTEIN 

FOR  YEARS  INVESTORS  LIKE 
Carl  Icahn,  Nelson  Peltz,  and 
Robert  L.  Chapman  were 
seen  as  little  more  than  cor- 
porate shakedown  artists  op- 
erating on  the  fringe.  Now 
dozens  of  hedge  funds  take 
aggressive  stances  with  management, 
and  shareholders  of  all  types  are  putting 
the  heat  on  companies  this  proxy  season. 
Activism  is  going  mainstream. 

The  latest  sign:  a  unique  hedge  fund 
of  funds  filled  with  the  most  agitating  of 
managers.  UBS  Activist  Partners,  which 
launched  in  late  2006,  spreads  investors' 
money  across  as  many  as  12  different 
hedge  funds,  each  led  by  a  well-known 
rabble-rouser  who  pushes  for  change  at 
underperforming  companies.  So  far  the 
lineup  includes  the  usual  list  of  suspects 
such  as  Icahn  at  Icahn  Partners,  who's 
trying  to  shake  things  up  at  cell-phone 
manufacturer  Motorola  Inc.,  Pershing 
Square  Capital  Management's  William 
Ackman,  who's  battling  management  at 
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the  human  resources  firm  Ceridian  Corp., 
and  Trian  Partners'  Peltz,  who  is  taking 
aim  at  fast-food  chain  Wendy's  Interna- 
tional. Rounding  out  the  portfolio  are 
Warren  G.  Lichtenstein's  Steel  Partners 
II,  Chapman's  Chap-Cap  Activist  Part- 
ners, as  well  as  a  bit  of  international 
flavor  from  London's 
Children's  Investment 
Fund  and  Cevian  Capi- 
tal II  in  Stockholm. 

That  group  can  have 
a  big  impact.  Last  year, 
Lichtenstein  and  Icahn 
bullied  South  Korean  to- 
bacco giant  KT&G  Corp. 
into  selling  off  some  of 
its  ancillary  operations 
and  buying  back  stock. 
After  a  tense  proxy  bat- 
tle, Lichtenstein  was 
eventually  elected  to  the 
cigarette  maker's  board. 
The  company's  shares 
are  up  nearly  60%  over 
the  past  12  months. 


K 

II 


Battle-Ready 
Portfolio 

UBS  Activist  Partners 

NUMBER  OF  FUNDS 

Up  to  12 

MINIMUM  INVESTMENT 

$500,000 

MANAGEMENT  FEE 

L5% 

PLACEMENT  FEE 

0%  to  2% 

YEAR-TO-DATE  RETURN 

8.4% 


AGGRESSIVESTYLE  Thafs       v 

Stee  Partners  the  UBS  portfi 

Lichtenstein  leaves  a  r    ,. 

KT&G  board  meeting    Jf  so  appeals  Q 
m mm^mm n  the  top-tier  ac 

ists  have  a  pre 
good  history  of  keeping  their  sharehold  j 
happy  with  winning  returns.  Icahn's  m. ' 
fund  returned  25%  in  2006  and  TrJ 
Partners  37%,  compared  with  13.6% 
the  Standard  &  Poor's  500-stock  index  a 
12.89%  for  hedge  funds  overall.  Accordi 
to  people  familiar  with  the  fund,  the  V 
portfolio  is  up  8.4%  through  the  end  ^ 
April.  That  beats  the  S&P  500's  5.1%  a" 
the  same  period  and  4.86%  for  the  avers 
hedge  fund. 

At  the  same  time,  the  UBS  fund  gi\ 
investors  an  easier  way  to  get  into  some 
these  high-profile  offerings.  Some  activ 
hedge  funds  are  closed  to  new  clients.  A'J 
although  the  UBS  vehicle  has  a  minimDi 
investment  of  $500,000,  that  amount! 
considerably  less  than  the  sizable  suul 
usually  required  by  funds  of  this  natu J 
Investors  must  fork  over  $25  milllion 
get  into  Icahn  Partners  and  $10  milliu^ 
for  Steel  Partners. 

THREE-YEAR  LOCKUP 

LIKE  MOST  ACTIVIST  funds,  the  UBS  fun 
of  funds  requires  investors  to  sit  tight  for>r  h 
least  three  years  before  taking  their  monr  ops 
out.  These  types  of  managers  generally  pi>  8»m 
fer  a  longer  lockup  period  than  traditioiw , 
hedge  funds  because  their  saber  rattliii 
at  companies  can  take  years  to  produ1. 
results.  And  of  course,  such  an  investmei 
doesn't  come  cheap.  UBS  charges  most  i '  ™' 
vestors  a  placement  fee  of  up  to  2%  and  2 
annual  asset  management  fee  of  1.5%.  t 
that's  on  top  of  the  usual  20%  of  profits  tir 
managers  of  the  underlying  funds  keep  fl 
themselves.  UBS  declined  to  comment. 

For  now,  the  UBS  fund  is  a  rare  breed  Qtlit 
The  only  comparable  offering  in  til  Jip 
market  is  the  highh 
concentrated     Oppei 
heimer   Activist 
ners,  which  splits  i 
money    between    ju: 
two  firms,  Icahn  Par  - 
ners    and   Trian    Pari) 
ners.  But  with  activist 
constantly  in  the  heac 
lines,  other  Wall  Stre< 
firms  are  sure  to  follov 
Says   Damien  J.   Pari1 
president  of  consultar. 
Hedge  Fund  Solutions 
"You've   got   all   thes 
big  banks  and  wealti 
management      group 
demanding  to  invest  i 
these  activist  funds."  I 
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UGH  GAS  PRICES: 
HE  ROAD  AHEAD 

lould  we  try  to  lower  costs,  or 
,arn  to  live  with  them? 


PETER  COY 

|  m  »HEN  FUEL  PRICES  soared  in  the  1970s, both  Dem- 
Hl  ocrats  and  Republicans  embraced  government  in- 
■  W  tervention  in  the  energy  markets.  But  many  of  the 
if  ^Lff  measures  they  tried— including  shortage-inducing 
e  controls  and  the  taxpayer-funded  synfuel  boondoggle— 
ted  into  disasters.  The  result:  Lawmakers  adopted  a  more  or 
hands-off  approach  toward  Big  Oil  for  the  next  30  years, 
uddenly,  though,  intervention  in  energy  is  respectable 
in.  The  surge  in  gas  prices  has  energized  two  types  of  peo- 
The  major  group,  including  many  prominent  lawmakers,  is 
dng  for  ways  to  drag  the  price  of  gas  back  down.  A  smaller 
ip  sees  today's  high  prices  as  an  opportunity  to  rebuild  the 
lomy  for  a  future  of  permanently  expensive  energy.  What 


they  have  in  common  is  a  shared  belief    j^^j?  SHOCK  i  n 

that  today's  mostly  free  market  in  en-     ~^n  Frar'cisco- . 

ergy  isn't  working"  SJSJSS  "  '" 

%,  .     &    .  ,         ,.     vogue  again 

The  pro-intervention  camp  has  a  di-     ^^^^^^ 

verse  membership,  ranging  from  na- 
tional security  advocates  who  favor  U.S.  energy  independence, 
to  liberals  who  want  to  keep  energy  prices  low  for  the  poor,  to 
venture  capitalists  seeking  government  research  funding,  to  the 
antitrust  litigation  bar.  Trouble  is,  different  kinds  of  interven- 
tions would  work  at  cross  purposes.  Measures  to  keep  a  lid  on 
fuel  prices— if  successful— would  please  voters.  But  lower  prices 
would  encourage  more  consumption,  thus  stalling  the  cam- 
paigns to  achieve  energy  independence  and  reduce  emissions  of 
greenhouse  gases.  Here  are  some  proposals  on  the  table.  II 


IDEAS  FOR  LOWERING  PRICES 

OPOSAL 

IMPACT 

OUTLOOK 

itting  state 
soline  taxes 

Might  not  lower  the  price  at  the  pump  much 
because  demand  is  strong  and  supply  is  tight. 
As  taxes  fall,  refiners  may  be  able  to  increase 
the  price  they  charge  gas  stations. 

Could  happen  quickly.  Connecticut  Governor 
Jodi  Rell  has  asked  the  state  legislature  to  cap 
tax  receipts  below  current  levels.  The  governors 
of  Minnesota  and  Nebraska  vetoed  tax  hikes. 

ohibiting  excessively 

£h  prices 

i 

Such  "anti-gouging"  rules  would  likely  reduce 
prices.  But  if  prices  are  suppressed  too  much, 
there  could  be  long  lines  at  the  pump. 

A  gouging  bill  passed  the  House  on  May  23  and 
the  Senate  is  likely  to  pass  similar  legislation,  but 
the  White  House  has  threatened  a  veto. 

ing  to  break  up  the  oil  companies 
antitrust  grounds 

Busting  up  Big  Oil  might  have  little  or  no  effect 
on  prices.  And  courts  are  unlikely  to  order  a 
breakup  without  clear  evidence  of  illegal 
collusion  to  restrict  supply  and  raise  prices. 

Though  the  Joint  Economic  Committee  held  a 
May  23  hearing  on  the  idea,  the  Justice  Dept.  and 
Federal  Trade  Commission  aren't  likely  to  seek  a 
reversal  of  mergers  that  they  already  approved. 

IDEAS  FOR  LIVING  WITH  HIGH  PRICES 

iking  refiners  pay 
Windfall-profits  tax 

An  extra  tax  on  refiners'  profits  would  leave 
prices  high  and  would  discourage  investment  in 
refinery  expansion.  However,  it  would  encourage 
conservation  and  provide  funds  for  energy 
research  and  other  uses. 

Senators  Bob  Casey  (D-Pa.)  and  Jim  Webb  (D- 
Va.)  have  introduced  a  windfall  tax,  but  prospects 
are  considered  dim.  For  one  thing,  defining  a 
"windfall"  is  highly  controversial. 

ing  flexible  taxes  to  put  a  floor 
der  gasoline  prices 

Pump  prices  would  fall  today,  as  taxes  would  be 
cut  a  bit.  But  taxes  would  rise  as  the  price  of 
crude  fell,  ensuring  gasoline  prices  never  fell  too 
low  and  encouraging  long-term  work  on  energy 
efficiency  and  alternatives. 

Remote.  While  some  environmentalists  and 
venture  capitalists  like  the  idea,  Congress  isn't  in 
any  mood  to  put  a  floor  under  the  price  of  gas. 
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HOTELS 


ROOM  SERVICE, 
SEND  UP  SOME  SLIME 

Want  a  night  with  SpongeBob?  Marriott 
and  Nickelodeon  will  accommodate  you 


BY  SUSAN  BERFIELD 

CYMA  ZARGHAMI,  THE 
head  of  Nickelodeon,  still 
hasn't  taken  her  kids  to  the 
only  Nickelodeon  hotel  in 
existence,  which  opened 
two  years  ago  in  Orlando. 
She  doesn't  like  crowds. 
But  plenty  of  others  (500,000  to  be  ex- 
act) have  checked  in  to  eat  breakfast  with 
Dora  the  Explorer,  sleep  with  SpongeBob, 
and  slime  each  other.  Now,  Nickelodeon 
has  announced  plans  to  open  dozens  of 
upscale  hotels  around  the  world  in  part- 
nership with  Marriott  International  Inc. 
(which  will  run  them)  and  Miller  Global 
Properties  (which  will  own  them). 

The  idea  of  putting  a  brand  name  on 
a  hotel  has  attracted  everyone  from  Hard 
Rock  Cafe  and  Walt  Disney  to  Giorgio 
Armani,  L.L.  Bean,  and  possibly  Martha 
Stewart  and  Ralph  Lauren.  Is  there  room 
for  Nickelodeon? 

The  short  answer  seems  to  be  yes.  Con- 
sider the  trends:  More  families,  including 
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grandparents,  are  traveling  together.  Espe- 
cially after  September  11,  overworked  par- 
ents regard  family  vacations  as  sacrosanct. 
And  themed  hotels  attract  more  guests,  at 
higher  prices,  than  other  nearby  inns. 

Expanding  the  hotel  business  helps 
Nickelodeon  in  two  ways.  It  could  accel- 
erate merchandise  sales:  The  company 
has  licensed  its  characters  in  almost  ev- 
ery way  imaginable  (books,  DVDs,  toys, 
clothes),  and  those  fees  are  an  important 
part  of  its  estimated  $1.9  billion  revenue. 
And  it  could  help  Nickelodeon  insinuate 
itself  deeper  into  the  lives  of  its  viewers. 
The  Viacom  Inc.  network, 
now  28  years  old,  is  trying 
to  draw  in  young  parents 
who  grew  up  watching 
Nick.  "We  absolutely  don't 
want  to  be  a  nostalgic 
brand  for  parents,"  says 
Zarghami.  "But  we  want 
them  to  remember  why 
they  loved  Nickelodeon 
as  kids."  That  means  no 


THE  STAT 


FAMILY  FUN 

In  2005, 33%  of 
all  travel  included 
children,  up  from 
25%  five  years  ago. 


ROMPER  ROOM  characters  fi 

The  Nickelodeon  the   early  d 

Family  Suites  but  only  the  <1 

in  Orlando  rent  gang. 

^^^^^™  Moving     i  [ 

the  three-din:  I 
sional  world  brings  with  it  new  man? 
ment  challenges,  namely  learning  ll 
to  relinquish  control  without  muck  J 
up  the  brand.  "It  is  far  more  complica 
to  deliver  an  experience  than  to  deli 
entertainment  on  a  screen,"  says  Alle  j 
Adamson,  a  brand  expert  at  Landor 
sociates  New  York.  "You  have  to  relyj 
employees  to  do  so,  and  just  ask  any  f;  j 
food  chain  how  complicated  that  is." 

Nickelodeon's  lessons  from  its  Orl  I 
do  debut  range  from  the  strategy  chal 
ing  (do  more  to  accommodate  parer! 
to  the  mundane  (clean  the  pool  mj 
often).  What  surprised  them  early 
says  Howard  Smith,  the  head  of  Viacoi  j 
recreation  division,  was  that  some  k 
didn't  want  to  leave  the  hotel  on  outiiJ 
their  parents  had  planned.  "We  hadij 
add  more  of  everything— towels,  din'i 
options,  entertainment,"  he  says. 

RELAX  AND  ESCAPE 

THE  NEW  HOTELS,  the  first  of  wh 
will  open  in  San  Diego  in  2010  and  m 
of  which  will  have  at  least  500  roor 
will  offer  water  slides,  live  shows,  and 
manner  of  relatively  organized,  sligh 
manic  activities.  But  unlike  the  Orlan 
property,  which  is  operated  by  Holiri 
Inn,  there  will  also  be  places  for  para 
to  relax  (read:  escape).  "We  found  d 
even  though  parents  do  want  to  be 
volved  in  their  kids'  lives,  they  still  na 
their  own  space,"  says  Zarghami.  "Th: 
the  beauty  of  the  deal  with  Marric 
They  get  that  idea,  and  they  do  it  wi 
The  hotels  will  include  spas,  fitness  c 
ters,  and  real  restaurants. 

There  will  also  be  meeting  faciliti 
Smith  hopes  to  attract  business  travelers: 
groups— mosdy,  though,  those  who  mig 
bring  their  children.  Bill  Marriott,  cha 
man  of  Marriott,  says  they  will  help  fill  i 
the  hotels  during  the  week.  "We  feel  pre 
good  about  that  business,"  he  says.  "Tho 
guests  will  get  with  the  program." 

As  for  adults  witho 
kids,  they  probably  won 
"We  will  be  moduli 
ing  the  experience,"  s: 
Smith.  "Not  every  co: 
ponent  of  the  hotel  is 
ing  to  be  branded."  Wh 
about  SpongeBob?  "Hq 
be  there.  Whether  he  wi 
be  in  the  lobby  or  n< 
we're  not  sure."  ■ 


Data:  Cornell  University  School 
of  Hotel  Administration 
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name  Fidelity. 
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What  he  knows: 
His  decision  on 
which  job  to  take 
just  got  a  lot 
easier. 


Fidelity  Total  Retirement  Advantage^ 

top  talent.  That's  because  employees  value  that  their  plan  is  through  Fidelity.  Because  they  can  feel  confident 
knowing  they're  making  smarter  decisions  about  their  financial  future,  and  you  can  feel  confident  knowing 
you're  working  with  the  nation's  leader. 


FIDELITY  TOTAL 
RETIREMENT  ADVANTAGE™ 


1888  835  5091 


Smart  move: 


elity  Investments  is  one  oftHe  world's  largest  providers  offinancial  services,  with  custodied  assets  of  $3.0  trillion,  including  managed  assets  of 
>re  than  51 .4  trillion  as  of  February  28,  2007-  The'fifm  is  the/largest  mutual  fund  company  in  the  United  States,  the  No.  1  provider  of  workplace 
irement  savings  plans,  one  of  the  largest  mutual  furfd  supermarkets,  and  a  leading  online  brokerage  firm. 
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STARTUPS 


WHERE  THE  VCs 
ARE  FLOCKING  NOW 

Afewyears  ago,  Central  Europe  and  Russia 
were  shunned  by  big  investors.  Not  anymore 


BY  GAIL  EDMONDSON  AND 
JENNIFER  L.  SCHENKER 

WHAT'S  THE  HOT- 
test  place  to  invest? 
That's  always  what 
any  self-respecting 
venture  capitalist 
wants  to  know.  In 
2004,  Russian  tech 
startups  were  clearly  off  the  radar  screen, 
as  Sven  Lingjaerde  will  tell  you.  Ling- 
jaerde,  a  VC  and  founder  of  the  Europe- 
an Tech  Tour  Assn.,  organized  a  visit  to 
Moscow  for  53  venture  capitalists  from 
the  U.S.  and  Western  Europe.  At  the  time, 
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none  of  the  25  outfits  that  pitched  to  the 
group  got  funding. 

Fast-forward  three  years,  and  it's  a  dif- 
ferent story.  Today,  eight  of  those  compa- 
nies have  secured  Western  backing.  And 
by  some  estimates,  three  could  be  valued 
north  of  $1  billion. 

Finally,  investors  are  starting  to  look 
beyond  China  and  India  and  are  pouring 
more  time,  energy,  and  money  into  the 
fast-growing  economies  of  Central  and 
Eastern  Europe.  At  least  $500  million  is 
sitting  in  funds  targeting  the  region,  and 
far  more  is  coming  from  global  outfits 
that  see  potential  in  the  former  Soviet 


bloc.  With  a  deep  pool  of  creative  techno  Ho 
ogy  talent  and  a  gross  domestic  prodiii  itup: 
expanding  at  a  rate  of  6%  to  9%  per  ye; 
Eastern  Europe  is  piquing  the  interest  t  tech 
VCs  large  and  small.  Says  Yoav  Sarnrtupai 
who  oversees  business  development  lfev 
the  region  for  Cisco  Systems  Inc.:  "As  v  » 
look  globally  to  where  the  next  venture  at  :b 
set  class  is  going  to  emerge,  if  s  definite*  ffite 
Russia  and  Central  and  Eastern  Europee  Aa 

Some  VCs  even  say  the  region  coui  Hurt 
soon  rival  India  and  China  when  it  corrn 
to  spawning  tech  startups  with  global  pr  w 
tential.  While  India  has  built  a  global  hn<  R  T 
for  information  technology  outsourcinrso! 
little  of  the  business  is  core  researcr  hug 
and  development  for  cutting-edge  pro««ss.l 
ucts.  Russians,  Poles,  and  Romanian i  mes 
by  contrast,  excel  at  the  kind  of  creativ  one 
development  work  tech  startups  need  ft  ser 
breakthrough  innovations,  many  invat  is 
tors  say.  "Central  and  Eastern  Europe: 
are  already  a  better  play"  than  China  am  ogli 
India,  says  Scott  Maxwell,  co-founder  (  Tha 
OpenView,  which  has  invested  30%  of '  ttil, 
$100  million  global  technology  fund  i  »,( 
the  region.  "The  technologies  are  moi 
sophisticated." 

Venture  investors  say  the  region 
a  bargain,  with  the  potential  for 


blockbuster  hits  by  exporting  these 
tups'  wares  and  knowhow  to  custom- 
worldwide.  Some  think  valuations 
ech  companies  are  as  little  as  10%  of 
iaparable  outfits  in  the  U.S.  "You  can 
|ke  very  small  investments  with  mega- 
[lrns  if  the  technology  works  out,"  says 
hard  Stokvis,  a  partner  at  London 
estment  bank  Europa  Ventures  and  a 
dical  technology  expert  who  advises 
ture  backers  in  the  region. 

OS  AND  CONS 

R.  THE  MOMENT,  Russia  is  getting 
i  of  buzz,  thanks  in  no  small  part  to 
luge  and  increasingly  flush  consumer 
>s.  Investors  like  the  country's  vibrant 
nestic  market  for  Web  and  mobile 
me  services.  And  the  potential  profits 
serving  Russia's  150  million  consum- 
is  clear,  thanks  to  successes  such  as 
idex  and  Ozon,  Russia's  answers  to 
3gle  and  Amazon.com, 
rhat  has  investors  jumping  in  with 
h  feet.  Asset  Management  Co.  in  Palo 
3,  Calif.,  run  by  legendary  VC  Franklin 
tch"  Johnson,  has  launched  a  $104 
lion  fund  called  Bioprocess  Capital 
tners.  It  will  invest  in  Russian  biotech 
I  includes  $52  million  from  the  Krem- 


Many  investors 
say  Russians, 


Romanians 
excel  at 
creative  R&D 


lin.  Veteran  tech  executive  Roel  Pieper, 
based  in  the  Netherlands,  has  set  up  a  new 
fund  primarily  targeting  Russian  com- 
panies, including  hydrogen  technologies 
and  light  jets.  And  Alexander  Galitsky,  a 
Russian  entrepreneur  turned  investor,  is 
planning  a  fund  later  this  year  in  partner- 
ship with  unnamed  Western  VCs.  "This  is 
just  the  beginning,"  says  Joe  Bowman,  an 
American  working  for  Russian  Technolo- 
gies, a  $50  million  early-stage  fund  based 
in  Moscow.  "We're  entering  a  new  era  for 
Russian  venture  capital." 

Diving  into  Russia,  though,  still  car- 
ries plenty  of  risk,  and  for  some  the 
country  remains  strictly 
off-limits.  With  its  ram- 
pant corruption,  shifting 
legal  environment,  and 
competition  from  deep- 
pocketed   locals,  Russia     Pol6S.  cHlCi 
can  be  a  tough  place  for 
Western  VCs.  "One  rea- 
son not  to  go  to  Russia 
is  the  amount  of  Rus- 
sian   money   available," 
says  Pekka  Santeri  Maki, 
managing  director  of  3TS    ^^^^^^^ 
Capital     Partners     Ltd., 
which  shuns  Russia  for  Central  Europe 
and  is  closing  deals  with  two  tech  start- 
ups in  Romania. 

Indeed,  Central  Europe  has  no  short- 
age of  brilliant  minds  and  promising 
technologies  waiting  to  be  set  loose. 
New  York  VC  Martin  Jasinski 
visited  50  companies  in  Poland 
last  year  and  was  impressed 
with  startup  Medicalgorithmics, 
which  recently  received  Euro- 
pean approval  to  market  a  por- 
table electrocardiogram  monitor 
that  sends  data  wirelessly  to  a 
patient's  doctor.  Medicalgorith- 
mics is  the  first  investment  of 
New  Europe  Ventures,  a  $50 
million  fund  aimed  at  Eastern 
Europe. 

While  there's  plenty  of  tech 
talent  in  the  region,  its  compa- 
nies are  often  less  endowed  with 
management  chops.  So  some  in- 
vestors are  providing  financial 
and  marketing  smarts.  U.S.  and 
European  backers  of  LogMeln, 
a  maker  of  popular  software  for 
remote  access  to  PCs,  urged  the 
company  to  move  its  marketing 
headquarters  to  Boston,  which 
helped  put  sales  on  track  to  dou- 
ble this  year,  to  $40  million. 
And  Acronis,  a  Russian  software 
house  that  makes  disaster  recov- 
ery programs,  left  its  research- 


and-development  team  of  150  outside 
Moscow  but  moved  its  headquarters  to 
Burlington,  Mass.,  and  hired  an  Ameri- 
can CEO  to  pump  up  global  sales. 

One  pleasant  surprise  for  VCs  is  the 
red-hot  Warsaw  Stock  Exchange.  Last 
year,  38  companies  raised  a  total  of 
$1.9  billion  in  initial  public  offerings  in 
Warsaw— second  in  Europe  behind  the 
London  Stock  Exchange.  That  helped 
fuel  a  42%  rise  in  Warsaw's  benchmark 
index  in  2006.  Since  January,  19  more 
companies  have  gone  public  in  the  Polish 
capital,  helping  to  push  the  exchange  up 
by  an  additional  18%  so  far  this  year.  In 
October  the  bourse  will 
launch  a  secondary  mar- 
ket tailored  to  listings  for 
technology  startups  as  it 
seeks  to  extend  its  allure 
as  a  regional  exchange. 

The  winners  on  the 
Warsaw  bourse  could 
soon  be  joined  by  a 
handful  of  Russian 
startups  that  are  eyeing 
public  offerings.  One  is 
™  Yandex,    a    10-year-old 

Web  search  company 
based  in  Moscow  that  has  a  50%  mar- 
ket share  in  Russia,  vs.  Google's  15%. 
Yandex'  revenues  doubled  last  year,  to 
$72  million,  and  a  planned  IPO  could 
give  the  company  a  market  capitaliza- 
tion of  some  $1  billion.  ■ 


On  the  Frontier 

A  few  of  the  players  in  this  newly 
energized  startup  landscape 

3TS  CAPITAL:  Launched  a  $110  million  fund  focused 
on  the  region.  Investments  include  PC  remote-access 
software  house  LogMeln. 

ASSET  MANAGEMENT:  California  VC  Franklin 
"Pitch"  Johnson's  $104  million  Russia  biotech  fund 
will  get  half  its  money  from  the  Kremlin. 

RUSSIAN  TECHNOLOGIES:  The  Moscow-based  fund, 
with  $50  million  in  backing,  is  looking  to  make 
early-stage  investments. 

INTEL  CAPITAL:  Pioneered  technology  investments, 
such  as  Poland's  Wind  Telecom  and  Czech  anti-virus 
software  maker  Grisoft. 

OPENVIEW  VENTURE:  Has  poured  $30  million 

into  the  region,  and  holds  a  stake  in  Russian  software 

company  Acronis. 

CISCO  SYSTEMS:  Planning  a  $130  million  venture 
fund  for  networking  and  other  info-tech  startups. 
Owns  a  stake  in  Russian  e-commerce  player  Ozon. 
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ENTERTAINMENT 


MOUSE  EARS 
OVER  MOSCOW 

Disney,  already  a  force  in  Russia,  is  set  to 
make  local  movies  and  launch  a  TV  channel 


BY  JASON  BUSH 

YEGOR  FETISOV  HAS 
been  looking  forward  to 
this  evening  for  weeks. 
"The  duels,  the  bat- 
tles, the  cannons!"  the 
10-year-old  says  as  he 
queues  up  for  a  Moscow 
screening  of  Pirates  of  the  Caribbean:  At 
World's  End,  the  third  installment  in  Dis- 
ney's smash-hit  swords-and-surf  series. 
"If  s  great  to  see  how  pirates  fight!"  he 
gushes.  Yegor's  father,  Andrei,  isn't  quite 
as  effusive,  but  he's  not  surprised  that  the 
May  24  opening  has  attracted  a  crowd. 
"It's  an  adventure,"  he  says.  "No  one 
here  has  made  films  like  that  for  ages." 

Now,  Walt  Disney  Co.  is  getting  ready 
to  do  just  that.  The  creator  of  Mickey 
Mouse  and  Cinderella  is  planning  to 
sprinkle  its  moviemaking  fairy  dust  in 
the  land  of  Dostoyevsky  and  Tolstoy.  By 
yearend,  Disney  expects  to  start  shoot- 
ing its  first  film  in  Russia  with  Rus- 
sian-speaking actors,  likely  based  on 
traditional  children's  stories.  "We  want 
Russian  families  to  go  to  the  cinema  to 
watch  a  Disney  movie,  but  this  movie 
need  not  be  produced  in  Hollywood," 
says  Marina  Jigalova-Ozkan,  managing 
director  of  Disney's  Russian  operation. 

The  film— the  first  of  many,  the  com- 
pany says,  though  it's  not  revealing 
details— is  part  of  Disney's  new  push 
in  Russia.  The  enter-  w^^m^^^^^ 
tainment  giant  opened 
its  Moscow  office  just 
over  a  year  ago  and 
now  employs  more 
than  50  people.  A  new 
Russian-language  Dis- 
ney TV  channel  is  due 
to  be  launched  this 
autumn.  In  January 
the  company  teamed 
up  with  Sony  Pictures 
Entertainment  to  cre- 
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ate  a  joint  venture  for  distributing  Dis- 
ney films  in  Russia.  And  Disney  on 
Ice,  a  skating  show  featuring  the  likes 
of  Snow  White  and  Sleeping  Beauty, 
came  to  Russia  for  the  first  time  in  May, 
selling  out  shows  in  Moscow  and  St. 
Petersburg.  "Russia  is  a  priority  coun- 
try," says  Andy  Bird,  president  of  Walt 
mmmm ^^^^_  Disney  International. 
"We  see  the  potential 
for  growth  for  several 
years  down  the  line." 

It's  a  natural  move 
for  Disney.  Despite  de- 
cades of  anti-American 
propaganda,  the  stu- 
dio's classic  cartoons 
managed  to  sneak 
through  the  Iron  Cur- 
tain. As  early  as  the 
1930s,   selected    audi- 


42  I  BusinessWeek  I  June  11.  2007 


ences  were  allowed  to  see  Disney  fill 
and  by  the  1980s  pirated  videos  cirl 
lated  widely.  When  the  movies  fin; 
hit  Russian  TV  screens  in  the  late  'fi 
they  were  an  instant  hit.  "We  all  grew 
with  these  cartoons  and  watched  th 
in  Soviet  times,  so  we  have  the  very  b 
impressions,"  says  Yuri  Volkov,  a  thii  | 
something  Muscovite  waiting  with 
family  to  see^4f  World's  End. 

RAKING  IT  IN 

TODAY,  DISNEY  is  making  real  monej 
Russia.  Overall  box  office  sales  in  fom 
Soviet  lands  are  expected  to  hit  $5 
million  this  year,  up  from  just  $18  n 
lion  in  1999.  Disney  1 
benefited  more  than  m 
from  that  jump.  Its  b 
office  receipts  last  y» 
climbed  to  $50  million 
Pirates  of  the  Caribbei 
Dead  Man's  Chestbecx 
Russia's  best-selling  f 
eign  film  ever,  with  sa 
of  $31  million.  The  lat 
installment  promises 
do  even  better:  Help 
by  a  barrage  of  prerelet 
publicity,  including  bl 
boards  four  stories  hiji 
the  swashbuckler  attra 
ed  2.3  million  view* 
and  $14  million  in  s 
on  its  opening  weekei 
a  Russian  record. 

Mickey  &  Co.  im 
run  into  familiar  faci 
in  Russia,  though.  Nea 


PIRATES,  PART  111  The 

swashbuckler  is  a  sma: 


all  the  big  Hollywood  studios  have  set 
Russian  film  distribution  operations,  at 
Disney  isn't  alone  in  tapping  the  mark 
for  Russian-made  films.  In  April,  Twei 
tieth  Century  Fox  Film  Corp.  releas- 
Waiting  for  a  Miracle,  a  teen  comei. 
produced  by  a  local  joint  venture  ha 
owned  by  Sony.  Russia's  homegrov  ll 
film  industry  has  also  rebounded.  It  nc  i 
accounts  for  25%  of  all  box-office  sal 
as  producers  such  as  Moscow's  Chann 
One  churn  out  effects-laden  thrillers  th 
earn  tens  of  millions  of  dollars  and  ox 
score  imports. 

Still,  Disney  doesn't  seem  worrie 
about  competition.  Most  new  Russu 
films,  Jigalova-Ozkan  notes,  are  a 
tion  movies,  war  films,  or  dramas.  Th 
leaves  an  opening  for  lighter  fare.  "Tl 
niche  for  quality  family  entertainment  b 
she  says,  "is  fairly  empty  in  Russia."  I 
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edefined  for  business  by  Kyocera. 


When  you  were  a  child,  color  made  you  more  creative  and  a  better  communicator. 
1  Today,  Kyocera  printers  and  MFPs  can  do  the  same  thing.  From  desktop  printers  to 
I  high  volume  MFPs,  our  full  line  of  products  is  designed  with  one  thing  in  mind:  to  help 
produce  compelling  documents,  reliably  and  affordably.  In  addition,  Kyocera  offers 
tware  solutions  that  help  maximize  your  hardware  investment, 
erience  the  wonder  of  Kyocera  business  color.  Learn  more:  www.kyoceramita.com. 
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Not  recycling  this  magazine  will  create  more  landfill  than  our  entire  factory. 


Zero.  At  Subaru,  we  believe  there's  no  number  bigger.  That's 
because  our  automotive  plant  in 
Indiana  was  the  first  in  America  to 
achieve  Zero  Landfill  Status.  Meaning 

that  99%  of  all  our  waste  is  recycled,  and  the  remaining  one 

percent  is  turned  into  electricity.  So  we're  able  to  keep  the  land 

around  our  plant  free  and  clear  of  all 

waste.  Which  is  precisely  why  it  was 

the  first  automotive  plant  in  the  United 

States  designated  as  a  wildlife  habitat. 

So    rather    than    landfill,    our    Indiana 

automotive  plant  is  surrounded  by  800 

acres   of   land    inhabited    by   coyotes, 

beavers  and  blue  herons.  It's  all  part  of  our  belief  that  a  better 

plant  makes  for  better  cars.  Which  is  evident  in  the  fact  that 
95%   of  all  Subaru  vehicles  sold  in 
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the  past  decade  are  still  on  the  road* 
Of  course,  our  commitment  to  .the 
environment  is  also  reflected  in  our  vehicles.  In  fact,  the 
Subaru  Outback®  and  the  Subaru  Forester'"-'  are  certified  EPA 
SmartWay  vehicles"  With  these  two  and  the  Subaru  Legacy,'6 


we  have  three  Partial  Zero  Emissions  Vehicles  (PZEV)"*- 

which    in    some    instances    boast 

emissions  that  are  actually  cleaner 

than  the  air  we  breathe.  As  for  fuel 

consumption,  well,  Subaru  is  the  most  fuel-efficient  fleet  of 

All-Wheel  Drive  vehicles  in  America?  And  as  we  continue  to  do  our 
best  for  the  environment,  we  haven't  lost 
sight  of  the  assets  that  make  a  Subaru,  a 
Subaru.  We  still  believe  that  the  safety  of 
Symmetrical  All-Wheel  Drive  should  be  a 
standard  feature  on  all  our  vehicles.  For 
even  better  safety,  we  couple  standard 
All-Wheel   Drive  with   a   Subaru   Boxer 

engine  that  sits  low  and  is  centered  for  exceptional  handling.  And 

safer  still,  Subaru  is  the  only  carmaker  with  the  highest  possible 

crash  test  rating  for  every  model.n 

All  of  which  goes  to  show  that  the 

only  thing  we  care  about  as  much  as 

the  environment  is  your  safety.  To  learn  more  about  Subaru,  visit 

subaru.com.  And  if  there's  a  recycling  bin  nearby,  we'd  love  it  if 

you'd  toss  this  magazine  in  it  when  you're  done. 


si: 


Always  ready.  It's  what  makes  a  Subaru,  a  Subaru. 


L.  Polk  &  Co.  i 
certain. states.- For  complete 
models.  Subaru  model  lineup  ave 
on  2007  best  results  from.eitber  NHTSA  or 
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Is  only.  "•Partial  Zero  tm -■ 
highway,  and  combined  estimated  fuel  economy  data  for  AWD  an- 
..-;.  estimated  fuel  economy  is  27.2  mpg.  Actual  mileage  may  vary,  "i 
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Running  out  of  office  space? 


Are  you  sitting  down?  The  wall  is  now  storage 


And  storage  is  now  the  wall. 
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This  all  makes  for  a  super  efficient  footprint. 


f  your  wall  is  your  storage  and  your  storage  is  your  wall,  you  can  add  employees 
without  adding  space.  See  how  the  efficient,  durable  Reach'"  office  gets  more  floor 
out  of  your  floorplan  at  AllsteelOffice.com/rch1 . 


Allsteel' 

Designed  to  work.  Built  to  las 
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The  fragility  of  innovation— the  ease  with  which  it  can  be  lost,  even  with  the 
best  of  intentions— is  emerging  as  a  key  management  theme.  At  IN,  we've  been 
exploring  the  idea  that,  in  an  era  of  innovation-led  growth,  Six  Sigma  may  be  oh- 
so-20th-century.  In  our  last  issue,  we  showed  how  Symbol  Technologies  lost  its 
mojo  when  its  Six  Sigma  discipline  stifled  creativity.  In  this  issue,  we  examine 
3M,  one  of  the  great  innovators  of  American  business.  No  doubt  both  companies 
needed  more  process  discipline  to  cut  costs,  but  the  price  paid  proved  to  be  awfully 
high.  Managing  the  yin  and  yang  of  efficiency  and  creativity  is  one  of  the  greatest 
challenges  facing  managers  around  the  world.  The  3M  story  illustrates  that. 


BRUCE  NUSSBAUM,  EDITOR 
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Savvy  new  workplace  tools  and  trends 
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Web  strategies  that  cater  to  customers 
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3M:  CULTURE  WARS 

How  CEO  Buckley  is  managing  the 
tension  between  efficiency  and  creativity 

indepth 

Six  Sigma  is  no  cure-all,  companies  find 
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Jeneanne  Rae:  Ambidextrous'  compa- 
nies can  have  it  both  ways 

18  inprogress 

How  those  pesky  neck  hairs  led  Philips 
to  redesign  an  icon— the  Norelco  shaver 

20  inspace 

DARING  IN  DES  MOINES 

Two  leading  design  firms  shake  up 
a  staid  Midwest  insurer  with  radical 
changes  in  the  office  space 


24  invirtual 

Companies  are  finding  more  secure 
alternatives  to  virtual  world  Second  Life 

26  incars 

GREEN  CITY  CARS 

Itty-bitty  battery-powered  cars  could 
get  more  commuters  to  leave  their  big 
wheels  at  home 

28  incrowds 

Using  Web  crowds  to  invest,  design 
gifts,  and  make  movies  and  gadgets 
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TOOL:  CARBON  EMISSION 
QUIZ  FOR  CEOs 

The  Carbon  Disclosure 
Project,  an  independent 
nonprofit  based  in  London, 
has  created  the  Climate 
Leaders  Index  (cdproject. 
net/climateleaders2006. 
asp),  which  lists  self- 
reported  carbon  emissions 
from  284  top  multinationals, 
including  General  Electric 
and  Unilever.  CDP,  which 
releases  an  annual  report 
card  on  corporate  emis- 
sions for  large  investors, 
also  has  an  online  archive 
of  companies'  replies  to  a 
questionnaire  on  the  busi- 
ness risks  of  climate  change 
and  coping  strategies  (and 
discloses  who  declined  to 
respond).  The  questions  can 
serve  as  guidelines  for  man- 
agers assessing  their  own 
companies'  carbon  output. 


TOOL:  SEMANTIC  SEARCH  SOFTWARE 

New  software  tools  can  scan,  relate,  and  aggregate  data  across  different  sources— from 
Web  sites  to  databases— classified  by  semantics  (or  meaning).  Companies  such  as  Eastman 
Kodak  and  Nokia  are  among  those  experimenting  with  semantic  data-search  software.  Eli 
Lilly  is  developing  such  tools  to  compare  drug-trial  results  and  lab  reports  to  more  effi- 
ciently research  and  design  new  products.  Citigroup  is  using  a  semantic  search  tool  called 
Zepheira  to  help  analysts  relate  financial  information  across  the  Web. 


TOOL:  INNOVATION  EXCHANGE 

An  online  database  of  250  case  studies  of  corporate  innovation— from  Best  Buy  to 
YouTube— will  appear  in  the  Innovation  Exchange  developed  by  associate  profes- 
sor Vijay  Kumar  of  Chicago's  Institute  for  Design  at  the  Illinois  Institute  of  Tech- 
nology (vijay@iit.edu).  Users  can  visualize  and  compare  data  to  see  patterns.  The 
tool  also  will  include  live  chat  and  wiki  features  to  encourage  engineers,  manag- 
ers, and  designers  to  swap  analyses  of  the  archived  case  studies. 
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DESIGN  FAIRS 

Design  strategy  firms  such  as  frog  design 
(clients  Walt  Disney  and  SanDisk),  Lunar 
Design  (Johnson  &  Johnson  and  Hewlett- 
Packard),  and  Teague  (Boeing  and  Micro- 
soft), are  sending  product  designers  to 
home-furnishing  trade  shows  typically 
attended  only  by  chic  interior  decora- 
tors. Why?  To  find  inspiration  for  indus- 
trial design  projects  in  everything  from 
consumer  electronics  to  health-care 
equipment  by  surveying  the  latest  new 
trends.  Hottest  annual  design-fair  des- 
tinations include  the  Salone  Internazio- 
nale  del  Mobile  in  Milan  each  April,  the 
International  Contemporary  Furniture 
Fair  in  New  York  (May),  and  Design 
Miami  (December).  The  newest  design- 
research  hot  spot:  the  two-year-old 
Design  Miami/Basel  fair  in  Basel,  Swit- 
zerland, from  June  12-16. 


The  Milan  design  fair 
included  this  lamp 
resembling  a  sea  urchin 
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TREND:  INNOVATIVE  SERVICES-NOT  JUST  GADGETS 

When  most  of  us  think  of  innovation,  user- friendly  prod- 
ucts such  as  the  sleek  iPod  come  to  mind.  But  leading  com- 
panies, innovation  consultants,  and  academic  researchers 
are  shifting  their  focus  from  products  to  services.  Execu- 
tives at  IBM  and  Oracle  recently  founded  the  Service 
Research  &  Innovation  (SRI)  Initiative,  a  nonprofit  that 
holds  conferences  and  is  building  an  online  social- 
networking  community  where  managers  can  exchange 
anecdotes  (thesrii.org).  Consulting  firm  Peer  Insight 
(peerinsight.com)  in  Alexandria,  Va.,  has  created  propri- 
etary graphs  and  tables  illustrating  how  services  are  more 
profitable  than  products  even  for  tech  companies  such  as 
Hewlett-Packard.  A  Sept.  7-9  conference  at  Car- 
negie Mellon  will  look  at  everything  from  how  service 
strategies  spur  new  technologies  (think  self-service  kiosks) 
to  how  design  aesthetics  affect  customer  service. 


Service  Employment 
Is  Booming 

Wage-and-salary 
by  industry  type, 

employment 
in  millions 

152.1 

Thanks  to  increased  demand  for 

133.5 

services  and  the  difficulty  of  automating 

tasks,  service  industries  are  projected 

to  account  for  most  U.S.  job  growth 

between  2004  and  2014,  generating 

110.4 

129.1 

almost  19  million  new  jobs. 

Service  Providing 
Goods  Producing 

Data  U.S.  Bureau  of  Labor  Statistics 

23.0 

22.9 

2004 

2014 

Projected 

TREND:  STRUCTURING  UNSTRUCTURED  TIME 

Companies  are  increasingly  asking  employees  to  devote 
a  fraction  of  their  workday  to  being  creative.  And  that 
can  pay  off:  Google  engineers  are  asked  to  devote  20%  to 
outside  projects,  and  the  initiative  has  led  to  such  prod- 
ucts as  Google  News  and  social-networking  service  Orkut. 
IBM's  Think  Fridays  concept  requires  U.S.  staff  members 
to  spend  a  chunk  of  each  Friday  brainstorming  new  proj- 
ects unrelated  to  current  duties.  Some  IBM  software 
developers  have  extended  the  idea  to  Build  Saturdays  and 
Test  Sundays.  Intuit's  small-business  unit  asks  for  10% 
of  employees'  time  to  be  spent  cultivating  product  ideas, 
which  are  then  presented  at  informal  show-and-tell  events. 
Hmm.  Is  all  this  voluntary  work  getting  obligatory? 
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WEB  STRATEGIES  THAT  CATER  TO  CUSTOMERS 

Blogs.  Podcasts.  Video-sharing  sites.  Social  networks.  Here's  a 
word  of  advice  for  companies  scrambling  to  become  a  part  of 
these  conversations.  It's  not  enough  to  build  a  hub  in  Second  Life 
or  create  a  profile  on  MySpace.com.  It's  time  to  shift  your  focus 
away  from  trying  out  every  high-tech  platform  that  comes  across 
your  in-box.  Instead,  home  in  on  your  customers.  Almost  every 
demographic  group  you  can  think  of  is  engrossed  in  the  Web  these 
days,  and  users  are  getting  smarter  about  their  tools.  It  won't  take 
long  to  find  the  consumers  who  care  about  what  you're  doing— 
and  tune  in  to  what  they're  doing. 


Social  media  usage  is  still  small  but  growing  fast 


April  2006 


April  2007 


+668% 


■   ■ 

a  a 


Web 
Traffic 


2%  12% 

But  very  few  users  create  content 


YouTube 

Flickr 

Wikipedia 

■■■■■li 

Visits 


0.16% 


0.2% 


4.59% 


What  people  are  doing 


Who  participates  (U.S.  online  users) 


Creators  publish 
Web  pages,  write  blogs.      ■■■—■■ 
upload  videos  to  sites      BS5BKBHB! 
like  YouTube. 

■      ■■ 
■■■■ 

Critics  comment  on 
blogs  and  post 

ratings  and      ■_■ 

reviews.      ■■■■■■■■■ 
■■■■         ■ 

■■!■■■!■■ 

■■■■■■■■■ 

Collectors  use 

Really  Simple 

Syndication  (RSS) 

and  tag  Web  pages 

to  gather  information. 

Joiners  use  social 
networking  sites. 

■■■■■■■■ 

■■■      ■■■ 
■■      ■■ 


Young  Teens 

12  to  17 


Youth 

18  to  21 


Generation  Y 

22  to  26 


Generation  X    Young  Boomers   Older  Boomers         Seniors 

27  to  40  41  to  50  51  to  61  62+ 


34% 


37%  30% 


19% 


12% 


7% 


5% 


■■■■* 
■■■ 
■ 

■■■■■ 

■■■ 

■■■■■ 

■     ■ 

■  ■ 

■■  ■ 

■ 

■     ■ 

24%  37% 


34% 


25% 


18% 


15% 


■ 

11% 

— . 

11% 


IBB  ■■■! 

16% 


18% 


16% 


15% 


16% 


11% 


51% 


70% 


57% 


29% 


15% 


8% 


6% 


Spectators  read 
blogs,  watch  peer- 
generated  videos,  and 
listen  to  podcasts. 


Inactives  are 

online  but  don't  y  t 

participate  in  any 

form  of  social  media. 


Data:  Forrester  Research 


■■ 

BB 

■ 

B 

a 

BB 

■ 

BBBBBB 

as     a 

II 
B 

*s     a 

K       BB 

MMMHn 

9  ■ 

■ 
■'«.■      IB 

SIS  '■  ■■ 
S        9 


....... 


6    IN  JUNE  2007 


integrate  -  Add  electrical 


complete  digital  prototype. 


create  -  Puild  a  digital  model 
using  Autodesk"  Inventor™ 
software  to  define  form,  fit 
and  function. 


validate  -  Simulate 
real-world  performance 
before  ever  building  a 
physical  prototype. 


0&. 


Ai 


vz*. 


HOW  DIGITAL  PROTOTYPING 
ENABLES  17,000  PARTS  TO 
WORK  FLAWLESSLYBEFORE 
THEY'RE  EVER  BUILT. 


talprotatyptng- 


Image  courtesy  of  MastenbrOek  LTD 
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AT  3M,  A  STRUGGLE 

BETWEEN 

EFFICIENCY  AND  CREATIVITY 


i 


BY  BRIAN  HINDO 


Not  too  many  years  ago,  the  temple  of  management  was  General  Electric.  Former 
CEO  Jack  Welch  was  the  high  priest,  and  his  disciples  spread  the  word  to 
executive  suites  throughout  the  land.  One  of  his  most  highly  regarded  followers, 
James  McNerney,  was  quickly  snatched  up  by  3M  after  falling  short  in  the  closely 
watched  race  to  succeed  Welch.  3M's  board  considered  McNerney  a  huge  prize, 
and  the  company's  stock  jumped  nearly  20%  in  the  days  after  Dec.  5,  2000,  when 
his  selection  as  CEO  was  announced.  The  mere  mention  of  his  name  made  every- 
one richer.^  McNerney  was  the  first  outsider  to  lead  the  insular  St.  Paul  (Minn.) 
company  in  its  100-year  history.  He  had  barely  stepped  off  the  plane  before  he 
announced  he  would  change  the  DNA  of  the  place.  His  playbook  was  vintage  GE. 
McNerney  axed  8,000  workers  (about  11%  of  the  workforce),  intensified  the 


I 


performance-review  process,  and  tightened  the  purse  strings  at  a 
company  that  had  become  a  profligate  spender.  He  also  imported 
GE's  vaunted  Six  Sigma  program— a  series  of  management 
techniques  designed  to  decrease  production  defects  and  increase 
efficiency.  Thousands  of  staffers  became  trained  as  Six  Sigma  "black 
belts."  The  plan  appeared  to  work:  McNerney  jolted  3M's  moribund 
stock  back  to  iife  and  won  accolades  for  bringing  discipline  to  an 
organization  that  had  become  unwieldy,  erratic,  and  sluggish. 

Then,  four  and  a  half  years  after  arriving,  McNerney  abruptly  left 
for  a  bigger  opportunity,  the  top  job  at  Boeing.  Now  his  successors 
face  a  challenging  question:  whether  the  relentless  emphasis  on 


efficiency  had  made  3M  a  less  creative  company.  That's  a  vitally 
important  issue  for  a  company  whose  very  identity  is  built  on 
innovation.  After  all,  3M  is  the  birthplace  of  masking  tape,  Thinsulate, ) 
and  the  Post-it  note.  It  is  the  invention  machine  whose  methods  were 
consecrated  in  the  influential  1994  best-seller  Built  to  Last  by  Jim 
Collins  and  Jerry  I.  Porras.  But  those  old  hits  have  become  distant 
memories.  It  has  been  a  long  time  since  the  debut  of  3M's  last  game- 
changing  technology:  the  multilayered  optical  films  that  coat  liquid- 
crystal  display  screens.  At  the  company  that  has  always  prided  itself 
on  drawing  at  least  one-third  of  sales  from  products  released  in  the 
past  five  years,  today  that  fraction  has  slipped  to  only  one-quarter. 
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Buckley  wants 
3M,  Post-it  note 
creator,  to  be  tops  in 
innovation  again 
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Those  results  are  not  coincidental.  Efficiency  programs  such  as  Six 
Sigma  are  designed  to  identify  problems  in  work  processes— and  then 
use  rigorous  measurement  to  reduce  variation  and  eliminate  defects. 
When  these  types  of  initiatives  become  ingrained  in  a  company's 
culture,  as  they  did  at  3M,  creativity  can  easily  get  squelched.  After 
all,  a  breakthrough  innovation  is  something  that  challenges  existing 
procedures  and  norms.  "Invention  is  by  its  very  nature  a  disorderly 
process,"  says  current  CEO  George  Buckley,  who  has  dialed  back 
many  of  McNerney's  initiatives.  "You  can't  put  a  Six  Sigma  process 
into  that  area  and  say,  well,  I'm  getting  behind 
on  invention,  so  I'm  going  to  schedule  myself 
for  three  good  ideas  on  Wednesday  and  two 
on  Friday.  That's  not  how  creativity  works." 
McNerney  declined  to  comment  for  this  story. 


PROUD  CREATIVE  CULTURE 

The  tension  that  Buckley  is  trying  to  manage- 
between  innovation  and  efficiency— is  one 
that's  bedeviling  CEOs  everywhere  (page 
11).  There  is  no  doubt  that  the  application  of 
lean  and  mean  work  processes  at  thousands 
of  companies,  often  through  programs  with 
obscure-sounding  names  such  as  ISO  9000 
and  Total  Quality  Management,  has  been 
one  of  the  most  important  business  trends 
of  past  decades.  But  as  once-bloated  U.S. 
manufacturers  have  shaped  up  and  become 
profitable  global  competitors,  the  onus  shifts 
to  growth  and  innovation,  especially  in  today's 
idea-based,  design-obsessed  economy. 
While  process  excellence  demands  precision, 
consistency,  and  repetition,  innovation  calls  for 
variation,  failure,  and  serendipity. 

Indeed,  the  very  factors  that  make  Six  Sigma  effective  in  one 
context  can  make  it  ineffective  in  another.  Traditionally,  it  uses 
rigorous  statistical  analysis  to  produce  unambiguous  data  that  help 
produce  better  quality,  lower  costs,  and  more  efficiency.  That  all 
sounds  great  when  you  know  what  outcomes  you'd  like  to  control. 
But  what  about  when  there  are  few  facts  to  go  on— or  you  don't 
even  know  the  nature  of  the  problem  you're  trying  to  define? 
"New  things  look  very  bad  on  this  scale,"  says  MIT  Sloan  School 
of  Management  professor  Eric  von  Hippel,  who  has  worked  with 
3M  on  innovation  projects  that  he  says  "took  a  backseat"  once 
Six  Sigma  settled  in.  "The  more  you  hardwire  a  company  on  total 
quality  management,  [the  more]  it  is  going  to  hurt  breakthrough 
innovation,"  adds  Vijay  Govindarajan,  a  management  professor 
at  Dartmouth's  Tuck  School  of  Business.  "The  mindset  that  is 
needed,  the  capabilities  that  are  needed,  the  metrics  that  are 
needed,  the  whole  culture  that  is  needed  for  discontinuous 
innovation,  are  fundamentally  different." 

The  exigencies  of  Wall  Street  are  another  matter.  Investors 
liked  McNerney's  approach  to  boosting  earnings,  which  may  have 
sacrificed  creativity  but  made  up  for  it  in  consistency.  Profits  grew, 
on  average,  22%  a  year.  In  Buckley's  first  year,  sales  approached 


THE  CREATIVE 

TENSION  3M'S 

BUCKLEY  IS 

TRYING  TO 

MANAGE  IS 

BEDEVILING  A 

HOST  OF  CEOs 


$23  billion  and  profits  totaled  $1.4  billion,  but  two  quarterly 
earnings  misses  and  a  languishing  stock  made  it  a  rocky  ride. 
In  2007,  Buckley  seems  to  have  satisfied  many  skeptics  on  the 
Street,  convincing  them  he  can  ignite  top-line  growth  without 
killing  the  McNerney-led  productivity  improvements.  Shares  are 
up  12%  since  January. 

Buckley's  Street  cred  was  hard-won.  He's  nowhere  near  the 
management  rock  star  his  predecessor  was.  McNerney  could  play 
the  President  on  TV.  He's  tall  and  athletic,  with  charisma  to  spare. 
Buckley  is  of  average  height,  with  a  slight 
middle-age  paunch,  an  informal  demeanor, 
and  a  scientist's  natural  curiosity.  In  the  office 
he  prefers  checked  shirts  and  khakis  to  suits 
and  ties.  He's  bookish  and  puckish,  in  the  way 
of  a  tenured  professor. 

Buckley,  in  short,  is  just  the  kind  of  guy  who 
has  traditionally  thrived  at  3M.  It  was  one  of 
the  pillars  of  the  "3M  Way"  that  workers  could 
seek  out  funding  from  a  number  of  company 
sources  to  get  their  pet  projects  off  the  ground. 
Official  company  policy  allowed  employees  to 
use  15%  of  their  time  to  pursue  independent 
projects.  The  company  explicitly  encouraged 
risk  and  tolerated  failure.  3M's  creative 
culture  foreshadowed  the  one  that  is  currently 
celebrated  unanimously  at  Google. 

Perhaps  all  of  that  made  it  particularly 
painful  for  3M's  proud  workforce  to  deal  with 
the  hard  reality  the  company  faced  by  the 
late  '90s.  Profit  and  sales  growth  were  wildly 
erratic.  It  bungled  operations  in  Asia  amid  the 
1998  financial  crisis  there.  The  stock  sat  out 
the  entire  late  '90s  boom,  budging  less  than  1%  from  September, 
1997,  to  September,  2000.  The  flexibility  and  lack  of  structure, 
which  had  enabled  the  company's  success,  had  also  by  then 
produced  a  bloated  staff  and  inefficient  workflow.  So  McNerney 
had  plenty  of  cause  to  whip  things  into  shape. 

GREEN-BELT  TRAINING  REGIMEN 

One  of  his  mam  tools  was  Six  Sigma,  which  originated  at  Motorola 
in  1986  and  became  a  staple  of  corporate  life  in  the  '90s  after  it 
was  embraced  by  GE.  The  term  is  now  so  widely  and  divergently 
applied  that  it's  hard  to  pin  down  what  it  actually  means.  At  some 
companies,  Six  Sigma  is  plainly  a  euphemism  for  cost-cutting. 
Others  explain  it  as  a  tool  for  analyzing  a  problem  (high  shipping 
costs,  for  instance)  and  then  using  data  to  solve  each  component  of 
it.  But  on  a  basic  level,  Six  Sigma  seeks  to  remove  variability  from 
a  process.  In  that  way  you  avoid  errors,  or  defects,  and  increase 
predictability  (technically  speaking,  Six  Sigma  quality  has  come  to 
be  accepted  as  no  more  than  3.4  defects  per  million). 

At  3M,  McNerney  introduced  the  two  main  Six  Sigma  tools.  The 
first  and  more  traditional  version  is  an  acronym  known  as  DMAIC 
(pronounced  "dee-may-ic"),  which  stands  for:  define,  measure, 
analyze,  improve,  control.  These  five  steps  are  the  essence  of  the 
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SIX  SIGMA:  SO  YESTERDAY? 

In  an  innovation  economy,  it's  no  longer  a  cure-al 


At  Home  Depot,  ousted  Chief  Executive  Robert  Nardelli  was 
devoted  to  Six  Sigma.  "Facts  are  friendly"  was  a  favorite  mantra 
of  his,  neatly  summing  up  his  managerial  point  of  view.  Six  Sigma 
was  used  to  streamline  the  check-out  process  and  strategically 
place  vacuum-cleaner  displays,  for  example.  But  by-products  of 
the  program  irritated  many  at  the  retailer's  stores,  who  thought 
its  constant  data  measurement  and  paperwork  sapped  time  given 
to  customers.  The  bottom  line  on  Nardelli's  tenure:  Profitability 
soared,  but  worker  morale  drooped,  and  so  did  consumer 
sentiment.  Home  Depot  dropped  from  first  to  worst  among  major 
retailers  on  the  American  Customer  Satisfaction  Index  in  2005. 

Now  Nardelli's  successor,  Frank  Blake, 
another  General  Electric  alumnus,  is  dialing 
back  on  the  Six  Sigma  rigor,  giving  more 
leeway  to  store  managers  to  make  decisions 
on  their  own.  The  story  unfolding  at  Home 
Depot  echoes  closely  what's  happening  at  3M 
after  James  McNerney's  reign.  There  are  signs 
of  a  similar  pullback  at  many  companies, 
even  at  GE,  where  CEO  Jeff  Immelt  is  trying  to 
reprogram  his  management  ranks  to  innovate 
around  a  theme  of  "ecomagination,"  with 
mixed  success.  And  at  Young  &  Rubicam, 
where  GE  board  member  Ann  Fudge  flamed 
out  as  CEO  after  she  tried  to  sell  ad  execs  on 
Six  Sigma. 

So  has  the  Six  Sigma  moment  passed? 
"I  think  it  has,"  says  Babson  College 
management  professor  Tom  Davenport. 
"Process  management  is  a  good  thing.  But 
I  think  it  always  has  to  be  leavened  a  bit 
with  a  focus  on  innovation  and  [customer  relationships]."  The 
discipline  was  developed  as  a  systematic  way  to  improve  quality, 
but  the  reason  it  caught  fire  was  its  effectiveness  in  cutting  costs 
and  improving  profitability.  That  makes  it  a  powerful  tool— if  those 
are  a  company's  goals.  But  as  innovation  becomes  the  cause  du 
jour,  companies  are  increasingly  confronting  the  side  effects  of  a 
Six  Sigma  culture. 

Six  Sigma  clearly  had  a  profound  impact  on  the  corporate 
world.  According  to  the  American  Society  for  Quality,  82  of  the 
100  largest  companies  in  the  U.S.  have  embraced  it.  And  that's 
quickly  trickling  down:  Six  Sigma  consultants  are  as  busy  as  ever 
as  the  quality-improvement  system  migrates  from  its  traditional 
focus  on  U.S.  manufacturing  companies  to  the  financial-services 
industry  and  abroad.  In  recent  years,  companies  as  varied  as 


DuPont,  Textron,  Bank  of  America,  and  Sun  Microsystems  have  all 
made  Six  Sigma  bedrocks  of  their  culture.  Hybrid  formulas  have 
spawned,  such  as  Lean  Six  Sigma  and  Design  for  Six  Sigma.  WCBF, 
an  organization  that  organizes  conferences  about  the  process,  has 
14  events  planned  this  year,  up  from  seven  last  year. 

But  as  its  popularity  endures,  the  notion  of  Six  Sigma  as  a 
corporate  cure-all  is  subsiding.  Once  a  company  has  done  the 
requisite  belt-tightening,  "the  strategic  needs  of  a  business 
change,"  says  Robert  Carter,  a  consultant  at  defense  contractor 
Raytheon.  Kick-starting  the  top  line  becomes  paramount; 
the  best  way  there  apart  from  an  acquisition  is  innovation. 

At  Raytheon,  Carter  is  leading  a  Six  Sigma 
effort  to  promote  innovation.  But  while  "most 
Six  Sigma  practitioners  are  very  strong  on 
the  left  brain,  innovation  very  much  starts 
in  the  right  hemisphere,"  says  Carter.  Even 
he,  a  Six  Sigma  expert,  acknowledges  the 
"define,  measure,  analyze,  improve,  control" 
mind-set  doesn't  entirely  gel  with  the  fuzzy 
front-end  of  invention.  When  an  idea  starts 
germinating,  Carter  says,  "you  don't  want 
to  overanalyze  it,"  which  can  happen  in  a 
traditional  DMAIC  framework. 

Of  course,  Jack  Welch  has  argued  that  a 
leader  needs  to  single-mindedly  inculcate  Six 
Sigma  into  every  corner  of  an  organization. 
Should  a  CEO  hedge  and  say,  "Let's  do  both 
Six  Sigma  and  also  be  creative,"  employees 
will  tune  out  the  part  they  don't  want  to  hear. 
Welch  has  said  that  even  if  the  concept  is 
applied  in  areas  where  perhaps  it  shouldn't 
be,  it'll  be  worth  it  in  the  long  run.  It  can  always  be  fine-tuned 
once  the  workforce  gets  it.  Call  it  the  break-some-eggs-to-make- 
an-omelette  approach. 

Problem  is,  you  don't  know  which  eggs  you're  going  to  break. 
When  Steve  Bennett  left  GE  in  2000  to  take  the  CEO  post  at 
software  maker  Intuit,  he  was  eager  to  roll  out  Six  Sigma.  But  he 
did  it  gingerly,  pilot-testing  the  quality-improvement  tool  in  certain 
groups  for  a  year  to  prove  its  worth.  He  was  unsure  of  how  a  Silicon 
Valley  company  would  react,  given  its  associations  with  Six  Sigma— 
"most  of  them  bad,"  he  says.  So  he  cloaked  the  move  under  the 
benign-sounding  banner  of  "process  excellence,"  deliberately 
avoiding  using  the  name  Six  Sigma.  Says  Bennett,  "The  term  gives 
me  an  allergic  reaction." 

-By  Brian  Hindo  in  New  York,  with  Brian  Grow  in  Atlanta 
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Six  Sigma  approach  to  problem  solving.  The  other  flavor  is  called 
Design  for  Six  Sigma,  or  DFSS,  which  purports  to  systematize  a  new 
product  development  process  so  that  something  can  be  made  to  Six 
Sigma  quality  from  the  start. 

Thousands  of  3Mers  were  trained  as  black  belts,  an  honorific 
awarded  to  experts  who  often  act  as  internal  consultants  for  their 
companies.  Nearly  every  employee  participated  in  a  several-day 
"green-belt"  training  regimen,  which  explained  DMAIC  and  DFSS, 
familiarized  workers  with  statistics,  and  showed  them  how  to 
track  data  and  create  charts  and  tables  on  a  computer  program 
called  Minitab.  The  black  belts  fanned  out  and  led  bigger-scale 
"black-belt  projects,"  such  as  increasing  production  speed 
40%  by  reducing  variations  and  removing  wasted  steps  from 
manufacturing.  They  also  often  oversaw  smaller  "green-belt 
projects,"  such  as  improving  the  order  fulfillment  process.  Tnis 
Six  Sigma  drive  undoubtedly  contributed  to  3M's  astronomical 
profitability  improvements  under  McNerney;  operating  margins 
went  from  17%  in  2001  to  23%  in  2005. 

While  Six  Sigma  was  invented  as  a  way  to  improve  quality,  its 
main  value  to  corporations  now  clearly  is  its  ability  to  save  time  and 
money.  McNerney  arrived  at  a  company  that  had  been  criticized  for 
throwing  cash  at  problems.  In  his  first  full  year,  he  slashed  capital 
expenditures  22%,  from  $980  million  to  $763  million,  and  11%  more 
to  a  trough  of  $677  million  in  2003.  As  a  percentage  of  sales,  capital 
expenditures  dropped  from  6.1%  in  2001  to  just  3.7%  in  2003. 
McNerney  also  held  research  and  development  funding  constant 
from  2001  to  2005,  hovering  over  $1  billion  a  year.  "If  you  take  over 
a  company  that's  been  living  on  innovation,  clearly  you  can  squeeze 
costs  out,"  says  Charles  O'Reilly,  a  Stanford  Graduate  School  of 


Business  management  professor.  "The  question  is,  what's  the  long- 
term  damage  to  the  company?" 

Under  McNerney,  the  R&D  function  at  3M  was  systematized 
in  ways  that  were  unheard  of  and  downright  heretical  in  St.  Paul, 
even  though  the  guidelines  would  have  looked  familiar  at  many 
other  conglomerates.  Some  employees  found  the  constant  analysis 
stifling.  Steven  Boyd,  a  PhD  who  had  worked  as  a  researcher  at  3M 
for  32  years  before  his  job  was  eliminated  in  2004,  was  one  of  them 
After  a  couple  of  months  on  a  research  project,  he  would  have  to 
fill  in  a  "red  book"  with  scores  of  pages  worth  of  charts  and  tables, 
analyzing  everything  from  the  potential  commercial  application,  to 
the  size  of  the  market,  to  possible  manufacturing  concerns. 

Traditionally,  3M  had  been  a  place  where  researchers  had  been 
given  wide  latitude  to  pursue  research  down  whatever  alleys  they 
wished.  After  the  arrival  of  the  new  boss,  the  DMAIC  process  was 
laid  over  a  phase-review  process  for  innovations— a  novelty  at 
3M.  The  goal  was  to  speed  up  and  systematize  the  progress  of 
inventions  into  the  new-product  pipeline.  The  DMAIC  questions 
"are  all  wonderful  considerations,  but  are  they  appropriate  for 
somebody  who's  just  trying  to. ..develop  some  ideas?"  asks  Boyd. 
The  impact  of  the  Six  Sigma  regime,  according  to  Boyd  and  other 
former  3Mers,  was  that  more  predictable,  incremental  work  took 
precedence  over  blue-sky  research.  "You're  supposed  to  be  having 
something  that  was  going  to  be  producing  a  profit,  if  not  next 
quarter,  it  better  be  the  quarter  after  that,"  Boyd  says. 

For  a  long  time,  3M  had  allowed  researchers  to  spend  years 
testing  products.  Consider,  for  example,  the  Post-it  note.  Its 
inventor,  Art  Fry,  a  3M  scientist  who's  now  retired,  and  others 
fiddled  with  the  idea  for  several  years  before  the  product  went  into ' 


CONTROL  AND  RELEASE 

The  contrasting  styles  and  strategies  of  Jim  McNerney  and  George  Buckley 


MCNERNEY 

Huge.  Renowned  as  a  GE  iiber-manager.  Was  runner-up  REPUTATION 

to  Jeff  Immelt  in  the  bake-off  to  succeed  Jack  Welch.  UPON  ARRIVAL 


BUCKLEY 

Almost  nonexistent.  Cut  his  managerial  teeth  at 
Emerson  Electric  and  revived  boatmaker  Brunswick. 


Increase  profitability  at  a  company  that  had  become  a 
sluggish  performer  and  a  disappointment  to  investors. 


MANDATE 


Bring  back  the  legendary  creative  oomph,  while 
preserving  the  operating  efficiencies  McNerney  won. 


To  remake  the  culture  of  3M,  instigated  one  of  the  most  ATTITUDE  TOWARD Dialed  back  on  Six  Sigma  regime,  especially  in  the 

ambitious  Six  Sigma  drives  in  corporate  history.  SIX  SIGMA  research  labs,  while  preserving  it  in  manufacturing. 


Clamped  down  on  profligate  spending  to  goose  cash    CAPITAL 

flow  and  improve  operating  margins.  SPENDING 


Worried  about  underinvestment,  plowed  $1.5  billion  into 
18  new  plants  or  major  expansions. 


Held  R&D  spending  constant  and  allocated  funds  to 
promising  new  markets  such  as  pharmaceuticals. 


Instilled  a  GE-like  managerial  sensibility. 


From  central  casting.  Former  college  baseball 
player  is  tall,  athletic,  and  charismatic. 


RESEARCH 
PRIORITIES 


CULTURE 


APPEARANCE 


Boosted  R&D  budget.  Refocused  on  "core"  research 
and  away  from  ancillary  businesses  like  pharma. 


Reignited  the  innovation  machine  by 
encouraging  risk-tasking. 


From  the  research  lab.  Bespectacled  and  unassuming, 
has  an  informal  "call  me  George"  demeanor. 
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The  fear  of  liability  exposure  in  today's  regulatory  environment  can 
stifle  the  ability  of  directors  and  officers  to  make  the  decisions  needed 
to  grow  their  business.  Marsh  brings  to  bear  unmatched  diagnostic 
and  analytical  capabilities  to  structure  D&O  insurance  coverage 
tailored  to  your  company's  risk  profile.  The  upside?  Confidence  to 
execute  your  strategic  agenda,  and  the  ability  to  attract  and  retain 
the  best  leadership  talent.  To  learn  more,  visit  findtheupside.com 
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full  production  in  1980.  Early  during  the  Six  Sigma  effort,  after  a 
meeting  at  which  technical  employees  were  briefed  on  the  new 
process,  "we  all  came  to  the  conclusion  that  there  was  no  way  in 
the  world  that  anything  like  a  Post-it  note  would  ever  emerge  from 
this  new  system,"  says  Michael  Mucci,  who  worked  at  3M  for  27 
years  before  his  dismissal  in  2004.  (Mucci  has  alleged  in  a  class 
action  that  3M  engaged  in  age  discrimination;  the  company  says 
the  claims  are  without  merit.) 

There  has  been  little  formal  research  on  whether  the  tension 
between  Six  Sigma  and  innovation  is  inevitable. 
But  the  most  notable  attempt  yet,  by  Wharton 
School  professor  Mary  Benner  and  Harvard 
Business  School  professor  Michael  L.  Tushman, 
suggests  that  Six  Sigma  will  lead  to  more 
incremental  innovation  at  the  expense  of  more 
blue-sky  work.  The  two  professors  analyzed 
the  types  of  patents  granted  to  paint  and 
photography  companies  over  a  20-year  period, 
before  and  after  a  quality  improvement  drive. 
Their  work  shows  that,  after  the  quality  push, 
patents  issued  based  primarily  on  prior  work 
made  up  a  dramatically  larger  share  of  the  total, 
while  those  not  based  on  prior  work  dwindled. 

Defenders  of  Six  Sigma  at  3M  claim  that 
a  more  systematic  new-product  introduction 
process  allows  innovations  to  get  to  market 
faster.  But  Fry,  the  Post-it  note  inventor, 
disagrees.  In  fact,  he  places  the  blame  for 
3M's  recent  lack  of  innovative  sizzle  squarely 
on  Six  Sigma's  application  in  3M's  research 
labs.  Innovation,  he  says,  is  "a  numbers  game. 
You  have  to  go  through  5,000  to  6,000  raw 
ideas  to  find  one  successful  business."  Six  Sigma  would  ask,  why 
not  eliminate  all  that  waste  and  just  come  up  with  the  right  idea 
the  first  time?  That  way  of  thinking,  says  Fry,  can  have  serious 
side  effects.  "What's  remarkable  is  how  fast  a  culture  can  be  torn 
apart,"  says  Fry,  who  lives  in  Maplewood,  Minn.,  just  a  few  minutes 
south  of  the  corporate  campus  and  pops  into  the  office  regularly  to 
help  with  colleagues'  projects.  "[McNerney]  didn't  kill  it,  because 
he  wasn't  here  long  enough.  But  if  he  had  been  here  much  longer,  I 
think  he  could  have." 

REINVIGORATED  WORKFORCE 

Buckley,  a  PhD  chemical  engineer  by  training,  seems  to  recognize 
the  cultural  ramifications  of  a  process-focused  program  on  an 
organization  whose  fate  and  history  is  so  bound  up  in  inventing 
new  stuff.  "You  cannot  create  in  that  atmosphere  of  confinement 
or  sameness."  Buckley  says.  "Perhaps  one  of  the  mistakes  that  we 
made  as  a  company— it's  one  of  the  dangers  of  Six  Sigma— is  that 
when  you  value  sameness  more  than  you  value  creativity,  I  think  you 
potentially  undermine  the  heart  and  soul  of  a  company  like  3M." 

In  recent  years,  the  company's  reputation  as  an  innovator 
has  been  sliding,  in  2004,  3M  was  ranked  No.l  on  Boston 
Consulting  Group's  Most  Innovative  Companies  list  (now  the 


'WHAT'S 
REMARKABLE 
IS  HOW  FAST  A 
CULTURE  CAN 

BE  TORN 

APART,'  SAYS  A 

3M  INVENTOR 


BusinessWeek/BCG  list).  It  dropped  to  No. 2  in  2005,  to  No.  3  in 
2006,  and  down  to  No.  7  this  year.  "People  have  kind  of  forgotten 
about  these  guys,"  says  Dev  Patnaik,  managing  associate  of 
innovation  consultancy  Jump  Associates.  "When  was  the  last  time 
you  saw  something  innovative  or  experimental  coming  out  of  there? 
Buckley  has  loosened  the  reins  a  bit  by  removing  3M  research 
scientists'  obligation  to  hew  to  Six  Sigma  objectives.  There  was 
perhaps  a  one-size-fits-all  approach  to  the  application  of  Six 
Sigma  as  the  initial  implementation  got  under  way,  says  Dr.  Larry 
Wendling,  a  vice-president  who  directs  the 
"R"  in  3M's  R&D  operation.  "Since  [McNerney" 
was  driving  it  to  the  organization,  you  know, 
there  were  metrics  established  across  the 
organization  and  quite  frankly,  some  of  them 
did  not  make  as  much  sense  for  the  lab  as 
they  did  other  parts  of  the  organization," 
Wendling  says.  What  sort  of  metrics?  Keeping 
track  of  how  many  black-belt  and  green-belt 
projects  were  completed,  for  one. 

In  fact,  it's  not  uncommon  for  Six  Sigma 
to  become  an  end  unto  itself.  That  may  be 
appropriate  in  an  operations  context— at 
the  end  of  the  year,  it's  easy  enough  for  a 
line  manager  to  count  up  all  the  money  he's 
saved  by  doing  green-belt  projects.  But  what 
3Mers  came  to  realize  is  that  these  financially 
definitive  outcomes  were  much  more  elusive 
in  the  context  of  a  research  lab.  "In  some 
cases  in  the  lab  it  made  sense,  but  in  other 
cases,  people  were  going  around  dreaming 
up  green-belt  programs  to  fill  their  quota  of 
green-belt  programs  for  that  time  period," 
says  Wendling.  "We  were  letting,  I  think,  the  process  get  in  the  wayi| 
of  doing  the  actual  invention." 

To  help  get  the  creative  juices  flowing,  Buckley  is  opening  the 
money  spigot— hiking  spending  on  R&D,  acquisitions,  and  capital 
expenditures.  The  overall  R&D  budget  will  grow  20%  this  year,  to 
$1.5  billion.  Even  more  significant  than  the  increase  in  money  is 
Buckley's  reallocation  of  those  funds.  He's  tunneling  cash  into  what 
he  calls  "core"  areas  of  3M  technology,  45  in  all,  from  abrasives  to 
nanotechnology  to  flexible  electronics.  That  is  another  departure 
from  McNerney 's  priorities;  he  told  BusinessWeek  in  2004  that  the 
3M  product  with  the  most  promise  was  skin-care  cream  Aldara,  the 
centerpiece  to  a  burgeoning  pharmaceuticals  business.  In  January, 
Buckley  sold  the  pharma  business  for  $2  billion. 

Quietly,  the  McNerney  legacy  is  being  revised  at  3M.  While 
there  is  no  doubt  the  former  CEO  brought  some  positive  change 
to  the  company,  many  workers  say  they  are  reinvigorated  now  that 
the  corporate  emphasis  has  shifted  from  profitability  and  process 
discipline  to  growth  and  innovation.  Timm  Hammond,  the  director 
of  strategic  business  development,  says  "[Buckley]  has  brought 
back  a  spark  around  creativity."  Adds  Bob  Anderson,  a  business 
director  in  3M's  radio  frequency  identification  division:  "We  feel 
like  we  can  dream  again."  IN 
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VIEWPOINT 


HAVE  IT  BOTH  WAYS 

'Ambidexterous'  companies  can  handle  incremental  change  and  bold  initiatives 


The  debate:  Six  Sigma  vs.  Innovation 

"I  can't  stand  this,"  said  a  senior  executive  of  a  Standard  &  Poor's 
500  company  recently.  "One  minute  the  management  team  is  telling 
us  to  innovate,  and  the  next  minute  they  are  giving  us  our  marching 
orders  in  deploying  Six  Sigma.  It's  crazy  to  tell  people  they  should  be 
focused  on  becoming  more  efficient  while  at  the  same  time  you  want 
them  to  explore  untapped  growth  potential.  This  is  making  me  nuts." 

The  objectives  of  Six  Sigma  seem  noble  enough  for  any 
organization.  So  what's  the  rub  with  simultaneous  efforts  to 
innovate?  By  its  nature,  Six  Sigma  fosters  a  very  low  tolerance 
for  risk  because  risk  increases  variation. 

Innovation,  on  the  other  hand,  seeks  to  brave  undiscovered, 
uncertain  territory.  Such  fledgling  efforts  are  inherently  inefficient. 
Innovation  requires  a  tolerance  for  risk-taking  and  failure. 

A  corporate  culture  dominated  by  Six  Sigma  management 
theory  will  be  inclined  toward  inwardly  focused,  continuous, 
incremental  types  of  improvements  in  process,  customer  service, 
systems,  operations.  A  culture  that  fosters  disruptive  innovation 
will  be  more  entrepreneurial,  outwardly  focused  on  new  markets, 
technologies,  and  business  models.  You  explore  big  new  growth 
platforms  that  add  significant  chunks  of  revenue  and  profit. 

Given  the  huge  management  and  cultural  implications  inherent  in 
each  approach,  it  would  be  difficult  to  launch  both  efforts  at  the  same 
time.  Most  organizations,  like  General  Electric,  become  grounded  in 
one  and  then  attempt  the  other.  In  GE's  case,  Six  Sigma  came  first, 
and  its  new  innovation  initiative,  Ecomagination,  is  now  rolling  out. 

In  a  Harvard  Business  Review  article,  "The  Ambidextrous 
Organization,"  Charles  O'Reilly  III  and  Michael  Tushman, 
business  school  professors  at  Stanford  and  Harvard,  respectively, 
acknowledge  the  paradox  of  exploitative  vs.  explorative  efforts. 
They  conclude  that  smart  companies  separate  the  more 
ambitious  efforts  at  innovation  from  ongoing  efforts  at  continuous 
improvement.  That  allows  for  different  processes,  structure,  and 
cultures  to  emerge  within  the  same  company. 

An  "ambidextrous"  organization,  they  write,  has  independent 
project  teams  integrated  into  the  existing  management  hierarchy. 
A  tightly  integrated  senior  team  makes  sure  the  activities  of 


the  right  hand  don't  work  at  cross-purposes  with  the  goals 
of  the  left.  Both  the  traditional  business  and  the  fledglings 
report  to  the  same  executive  team  but  are  managed  under 
a  very  different  set  of  rules,  depending  on  where  each  is  in 
its  maturity  cycle.  Remarkably,  in  the  professors'  study  of  35 
attempts  at  breakthrough  innovation,  ambidextrous  structures 
were  successful  90%  of  the  time.  Other  models,  such  as  cross- 
functional  teams  and  unsupported  skunkworks-style  groups, 
were  successful  less  than  25%  of  the  time.  Jim  Burnick,  senior 
vice-president  for  quality  and  productivity  at  Bank  of  America 
and  leader  of  the  bank's  innovation  efforts,  says  that  if  managed 
properly  Six  Sigma  and  innovation  can  go  hand  in  hand. 
Thanks  to  Six  Sigma,  "...it  is  now  possible  for  us  to  think  as  one 
organization  across  fiefdoms  and  business  units  to  improve  every 
type  of  customer's  experience.  This  ends  up  as  business-model 
innovation,  which  in  the  banking  business  is  very  uncommon." 

Here  are  three  strategies  for  managing  incremental  and 
disruptive  innovative  initiatives  simultaneously: 

■  Separate  the  efforts.  Don't  expect  people  running  mature 
businesses  to  behave  the  same  as  those  in  charge  of  startups. 
Each  type  has  its  own  incentives,  organizations,  and  talent  needs. 
•  Appoint  an  ambidextrous  senior  manager  to  oversee  both 
efforts.  A  general  manager  with  responsibility  for  both  traditional 
and  new  businesses  will  foster  efficiency  by  sharing  such 
resources  as  HR,  marketing,  and  finance,  and  by  promoting 
integration  of  the  initiatives  when  the  time  is  right. 

■  Support  both  teams  appropriately.  Don't  shortchange 
one  over  the  other.  It  kills  me  to  see  so  much  investment  in 
reengineering,  training,  and  employee  time  being  poured  into  Six 
Sigma  initiatives  in  the  name  of  cost  savings  when  innovation 
gets  starved  for  critical  research  requirements  like  white- 
space  analysis,  ethnographic  research,  or  prototyping.  It's  as  if 
leadership  believes  companies  can  shrink  their  way  to  greatness. 

Innovation  and  Six  Sigma  are  different  methods  that  beget  different 
results  and  require  different  management  styles.  They  can  coexist. 
Just  recognize  that  each  requires  its  own  formula  for  success. 

Rae  is  co-founder  of  Peer  Insight,  an  innovation  consulting  firm. 
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With  complex  business  communications, 

reliability  is  not  optional. 
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The  more  critical  the  technology  to  your  business,  the  more  reliable  it 
must  be.  Your  operations  are  more  complicated  than  ever.  Many  users,  devices 
and  locations.  Many  technologies,  needs  and  applications.  Alcatel-Lucent 
delivers  communication  solutions  where  downtime  is  not  an  option. 
More  on  business-critical  communications  at  Alcatel-Lucent.com 
Because  the  world  is  always  on. 
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Case  Study:  Philips'  Norelco 

How  neck  hairs  led  to  the  remaking  of  an  icon 


THE  PROBLEM: 

How  do  you  dare  redesign  an  icon?  When  the  Dutch 
company  Royal  Philips  Electronics  pioneered  the  rotating 
blade  electric  razor  in  1939  and  sold  it  in  1947  in  America 
as  the  Norelco  shaver,  it  designed  a  brand  as  much  as  a 
product.  "Norelco"  stood  for  modern,  industrial,  techno- 
logical. In  the  early  1960s,  Norelco  launched  the  first  fully 
cordless  razor  and  had  18%  of  the  electric  shaver  market. 
By  1978,  it  controlled  60%. 

But  in  more  recent  years,  electric  shavers  have  been 
overshadowed  by  the  blade  wars  of  the  wet-shaving  world. 
Gillette  has  captured  the  high-tech  high 
ground 


THE  RESEARCH: 

Philips  interviewed  5,000  men  in  the  U.S.,  Europe,  and 
China.  Its  target  customer  was  between  the  ages  of  35  and 
54,  an  experienced  shaver  who  is  likely  to  spend  more 
for  a  premium  razor  that  will  last  six  to  seven  years.  The 
company  searched  for  some  undiscovered  consumer  need 
that  might  be  met  with  a  dynamite  product— and  found  an 
opportunity  in  an  unlikely  place.  It  learned  that  one  of  the 
most  common  frustrations  of  shaving  has  nothing  to  do 
with  the  face:  it's  those  pesky  few  flat-lying  hairs  on 
the  neck  under 
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with  its  multibladed  razors.  By  2004, 
though  Philips  held  50%  of  the  electric  market,  only  18% 
of  all  men  used  solely  electric  shavers,  according  to  the 
company's  market  research.  Last  year,  Philips  decided  to 
talk  to  customers  to  figure  out  how  to  redesign  the  Norelco 
electric  shaver  to  give  as  close  a  shave  as  possible. 


the  chin.  The  men  interviewed 
by  the  company  had  to  shave  over  those  hairs  six  or  seven 
times,  often  irritating  their  skin  and  leaving  welts  or 
spawning  in-grown  hairs.  Philips  decided  to  develop  a 
razor  that  closely  shaves  those  neck  hairs  the  first  time. 
To  do  so,  it  needed  to  design  an  electric  razor  with  much 
greater  maneuverability  to  navigate  the  tricky  area  around 
the  jugular  vein.  Its  research  also  led  the  company  to  a 
name  for  the  new  model:  the  "Arcitec,"  a  combination  of 
"the  arch  of  the  neck"  and  "technology." 
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'ROTOTYPING: 

hilips'  teams  of  engineers,  designers,  and  business  strat- 
gists,  led  by  Nico  Engelsman,  a  senior  vice-president  for 
usiness  management,  and  senior  design  director  Tammo 
e  Ligny  also  studied  consumer  trends  among  potential 
ustomers.  They  learned  from  interviews  that  their  cus- 
imers  wanted  materials  that  radiated  strength,  like  stain- 
■ss  steel  in  the  razor  head.  The  teams  also  looked  in  hun- 
reds  of  magazines  and  ads  showing  cars,  phones,  and 
len's  accessories.  For  color,  they  drew  inspiration  from 
le  silver  Motorola  RAZR  phone,  the  BMW  Z4  Coupe,  and 
le  Volant  silver  series  skis:  They  made  the  Arcitec  models 
lack,  charcoal,  and  silver. 

The  designers  began  working  up  rough  pictures  of  solu- 
ons  to  tackle  the  neck-shaving.  Then  they  began  proto- 
typing and  testing  plastic  models  with  consumers,  iterat- 
lg  very  quickly.  To  make  the  electric  shaver  more  flexible 
nd  maneuverable  than  previous  models,  they  created 

bigger  separation  between  the  shaving  head  and  the 
andle  that  men  grasp  as  they  shave.  That  allowed  the 
ead  to  pivot  360  degrees.  Their  testing  also  made  clear 
ley  had  to  miniaturize  the  moving  parts  to  make  the  grip 
asier  as  men  moved  the  shaver  under 
heir 


chins 
along  their  necks.  In  the  final  testing  in 
October,  2006,  the  designers  tried  out  the  razors  in  four 
essions  with  four  different  panels  of  50  participants  each, 
a  the  first,  the  blades  didn't  protrude  enough  to  give  a 
lose  shave.  The  designers  raised  the  blades,  but  went  too 
ar.  The  blades  were  too  high,  irritating  the  skin.  On  the 
bird  try,  they  got  it  right.  They  also  tested  the  razors'  per- 
armance  using  what  they  call  a  "paintbrush  test."  They 
haved  paintbrush  bristles  made  of  the  thickest  synthetic 
lair  possible  to  evaluate  how  the  shaver  would  perform  on 
he  toughest  whiskers. 


MARKETING: 

Philips  will  start  selling  the  Arcitec  in  the  U.S.  and  Britain 
in  July  and  in  the  rest  of  the  world  in  September.  Prices 
will  range  from  $169  to  $249,  depending  on  the  model. 
The  company  will  not  market  it  as  aggressively  in  India 
or  China  yet.  Why?  In  India  people  can  get  a  shave  at  the 
corner  stand  for  20  rupees,  or  50<t,  so  that  huge  market 
is  not  yet  primed  for  a  premium  product  like  the  Arcitec, 
Philips  learned. 

Chinese  men,  the  company  found  in  its  research,  gen- 
erally have  less  hair,  and  Asian  hair  tends  to  be  rounder 
in  shape  and  thicker  in  diameter  than  Caucasian  hair, 
making  it  stronger  but  slower-growing.  So  the  Chinese 
don't  necessarily  need  a  razor  with  three  rotating  blades 
like  the  Arcitec.  Electric  shaving  is  growing  in  popularity 
with  young  men  in  China,  however,  so  Philips  will  launch 
a  double-headed  razor  there  along  with  the  Arcitec  to  give 
customers  some  options. 

And  what  about  female  consumers?  Philips'  research 
shows  nearly  half  of  electric  shaver  purchases  are  gifts, 
and  75%  of  those  are  bought  by  women  for 
men. 


Yet  wives,  girlfriends,  and  moms 
don't  know  much  about  men's  razors  and  are  terrified 
of  choosing  the  wrong  one,  the  company  found.  So 
Philips  will  create  a  specific  marketing  campaign  for 
female  shoppers,  and  will  have  video  demos  online 
through  Amazon.com  showing  typical  male  shaving 
dilemmas,  like  getting  at  those  nasty  little  neck  hairs. 

The  Arcitec's  packaging  will  represent  Philips'  broader 
attempt  to  unify  all  its  products  under  one  brand  name 
worldwide.  For  decades,  the  company  sold  its  products 
in  the  U.S.  under  many  brands,  including  Norelco.  The 
Philips  logo  will  now  appear  above  the  Norelco  logo  on  the 
packaging.  And  in  the  future,  Philips  plans  to  phase  out 
the  name  "Norelco." 
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Two  leading  design  firms  shake  up  a  staid  Midwest  insurer 
with  radical  changes  in  its  office  space— to  favorable  reviews 


Tom  Graf  earned  his  corner  office  at  Principal  Finan- 
cial Group.  Now  senior  vice-president  in  charge  of 
investor  relations,  he  had  spent  35  years  at  the  Des 
Moines  insurer,  trading  formica  for  faux  mahogany  and 
cube  for  office  as  he  moved  up  from  his  first  position  as 
an  actuarial  intern.  So  it  was  with  trepidation  that  he 
greeted  the  news  of  a  radical  office  overhaul  last  year. 
"They  wanted  to  take  away  my  windows  and  door,"  he 
said.  Today,  Graf  phones  investors  from  within  a  bright 
low-walled  cubicle  just  one-quarter  the  size  of  his  old 
office.  And  surprise,  he  digs  his  new  digs. 

The  renovation  is  part  of  an  experiment  that  Chief 
Executive  Barry  Griswell  launched  in  December,  2004,  to 
rethink  how  office  design  can  affect  innovation.  Griswell 
worked  with  designers  from  Herman  Miller  and  Steelcase 
to  reconfigure  new  kinds  of  work  spaces  for  four  opera- 


tional units  within  Principal's  cluster  of  downtown  office  -J], 
buildings.  There  were  four  goals:  break  down  traditional 
hierarchy  and  improve  collaboration;  bridge  the  different  i^R[j 
working  styles  of  baby  boomers  and  the  twentysomethinj 
generation;  inspire  loyalty  in  employees;  and  cut  costs. 

Now  that  the  last  of  the  groups  has  been  working  in 
new  offices  for  more  than  six  months,  Griswell's  experi- 
ment has  yielded  some  useful  conclusions.  So  far,  they're 
mostly  positive:  The  cost  savings  are  clear.  Collabora- 
tion is  on  the  rise.  And  an  outside  survey  suggests  greater  [ 
worker  satisfaction.  However,  many  employees,  particu- 
larly older  ones,  still  grumble  about  not  having  enough 
privacy  and  needing  more  storage.  Space,  after  all,  is  a 
precious  commodity. 

Experiments  in  design  are  expected  in  innovation 
hotbeds  like  Silicon  Valley  design  shops  or  New  York 
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ity  ad  agencies.  Principal,  on  the  other  hand,  is  a 
eepy,  127-year-old  financial-services  firm  that  handles 
31(k)s  and  underwrites  insurance  policies.  Most  of  the 
,525  Iowans  who  report  for  work  daily  in  its  buildings, 
hich  dominate  the  Des  Moines  skyline,  have  spent 
leir  entire  careers  there. 

RE  THEY  GOING  TO  STACK  US?' 

?r  more  than  a  century,  Principal  was  privately  held.  That 
langed  in  2001.  Like  many  large  insurers  in  the  late  1990s, 
ie  mutual  insurance  company,  whose  shares  were  owned 
Y  its  policyholders,  went  public.  Griswell  knew  that  adding 
daily  stock  price  would  focus  management  on  profitabil- 
y  and  allow  Principal  greater  access  to  capital  markets.  It 
orked.  The  company's  profits  jumped  from  $142  million 
l  2002  to  just  over  $1  billion  in  2006.  To  get  there,  major 
■ganizational  and  cultural  changes  were  required.  The 
orkspace  of  the  Future  project,  as  Griswell  called  it,  was 
ie  way  the  company  hoped  to  foster  a  more  competitive 
llture.  "Physical  space  is  the  window  into  what  you're 
oing,"  he  says. 


GriswelPs  opinion  was  brought  into  relief  when  he 
joined  designer  Herman  Miller's  board  of  directors  at  the 
invitation  of  a  former  Principal  board  member.  The  insur- 
ance executive  spent  time  at  Herman  Miller's  Zeeland 
(Mich.)  headquarters,  where  he  witnessed  how  flex- 
ible, open  designs  promote  informal  conversations.  He 
reviewed  research  outlining  design's  impact  on  productiv- 
ity. The  CEO  then  recruited  leaders  from  four  main  operat- 
ing units  to  launch  the  pilots. 

First  up  were  the  traders  at  Principal  Global  Investors, 
some  of  the  company's  most  talented  employees.  Unlike  the 
wide-open  spaces  of  Wall  Street  firms,  Principal's  trading 
floor  had  the  individual  offices  and  quiet  hallways  of  a 
stodgy  law  firm.  Group  President  James  McCaughan  wanted 
to  get  the  traders  talking  to  one  another,  and  he  wanted  to 
save  money.  So  he  teamed  up  with  Herman  Miller  design- 
ers to  move  the  traders  from  three  to  two  floors  in  clusters  of 
open  cubes  arranged  by  investment  portfolio. 

It  sounded  like  a  smart  strategy,  but  McCaughan  didn't 
do  enough  to  involve  most  employees  in  design  decisions. 
Workers  muttered  that  the  company  was  saving  money 
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at  their  expense.  "People  were  asking,  'What's  next?  Are 
they  going  to  stack  us?' "  said  portfolio  manager  Steve 
Larson. 

As  the  renovation  got  under  way,  Principal  executives 
and  Herman  Miller  representatives  responded  by  setting 
up  a  prototype  of  the  new  office  space  and  inviting 
Larson  and  his  colleagues  to  check  it  out  and  talk  with 
the  designers.  That  helped  a  lot.  It  was  enough  to  con- 
vince Larson  that  despite  the  space  sacrifice  (he,  too, 
lost  an  office),  the  move  positioned  his  department  as 
forward-thinking. 

FURNITURE  ON  WHEELS 

To  promote  informal  collaboration,  Herman  Miller  dropped 
the  height  of  the  cubicle  walls  to  54  inches  from  the  usual  65. 
Desks  are  cut  at  120-degree  angles  rather  than  90  degrees, 
creating  more  usable  surface  space  and  angles  that  provide 
more  privacy.  All  of  the  furniture  is  on  wheels,  so  staffers  can 
pull  tables  and  chairs  over  to  sunny  corners  for  impromptu 
conversations.  Traders,  analysts,  and  administrative  teams 
work  in  circular  arrangements.  A  low  conference  table 
stretches  through  the  center  of  each  cluster. 
The  traders  worried  about  a  lack  of  privacy.  Much  of 


"When  people  saw  the  plans,  they  said,  'It's  lighter  anc 
brighter— and  there  is  a  coffee  bar.' " 

The  change  was  radical.  Everyone  had  worked  from 
within  a  dark  matrix  of  traditional,  high-sided  gray  cubes 
and  offices.  Employees  were  shifted  into  two  lines  of  cubi 
cles  that  open  onto  an  airy  main  corridor.  Cube  walls  fell 
to  60  inches.  This  allowed  the  windows  to  flood  the  entire 
floor  with  natural  light.  In  the  middle  of  the  floor,  two  tin 
conference  rooms  designed  to  be  versatile,  ad  hoc  offices 
are  flanked  by  two  diner-like  booths  and  kiosks  stocked 
with  reading  materials.  And  there's  a  kitchen  where  stool 
surround  a  long  bar,  perfect  for  the  casual  lunchtime 
conversation. 

All  the  workplaces  are  the  same  size,  reducing  the  cost  i 
moves  when  employees  are  reassigned  from  $750  to  $25C 
And  because  the  cubes  are  smaller,  Principal  can  fit  more 
people  into  less  space.  A  Herman  Miller  designer  observei 
each  of  the  50  employees  to  help  customize  the  environ- 
ment. Workers  were  invited  to  select  from  options  includ- 
ing small  storage  units,  PC  screen  setups,  bulletin  boards, 
and  even  the  number  of  cubicle  walls  (four  or  five). 

Because  the  communications  team  was  clustered  even 
more  closely  than  the  traders,  and  privacy  and  noise  were 


For  its  HR  team,  Principal 
created  low  work  spaces 
opening  into  an  airy  corridor 
with  diner-like  spaces  for 
ad  hoc  meetings.  Furniture 
on  wheels  gives  workers 
flexibility— and  a  kitchen 
brings  them  together 


their  work  is  confidential.  So  they  built  four  office-size 
rooms  where  people  can  join  a  conference  call,  call  the 
doctor,  or  just  read.  The  company  also  piped  white  noise, 
the  sound  of  a  whirring  fan,  through  a  ceiling  sound 
system  to  drown  out  distractions.  Increasingly,  employees 
also  rely  on  headphones  to  block  noise. 

The  final  pilot  project  involved  the  corporate  com- 
munications unit,  run  by  Mary  O'Keefe.  She  involved 
all  50  employees  in  the  design  process  right  from  the 
start.  But  full-scale  participation  presented  its  own  prob- 
lems. Employees  said  they  wanted  more  privacy  and 
more  storage  space.  But  to  foster  the  company's  goal  of 
increased  collaboration,  workers  needed  to  lower  their 
walls,  lose  their  doors,  and  sit  closer  together.  All  this 
made  for  less  privacy  and  storage. 

To  address  those  concerns,  Herman  Miller  designers 
visited  staffers  at  their  work  spaces,  discussing  trade- 
offs with  a  focus  on  the  best  environment  to  help  the 
department  work  together.  O'Keefe  showed  the  plans 
in  advance  and  explained  the  choices  she  had  made. 


an  even  greater  concern,  tulip-shaped  poles  emit  "pink 
noise"  (similar  to  the  sound  of  a  TV  left  on  in  another  roomn 
to  shield  conversations.  Here  and  there,  human-size  mesh 
screens  can  be  used  as  doors  for  open-sided  cubicles. 

Several  months  after  the  pilot  projects  were  completed, 
Principal  invited  professors  from  the  University  of  Iowa 
to  evaluate  the  experiment.  They  surveyed  350  employees 
split  equally  between  renovated  and  unrenovated  areas 
and  found  morale  was  up  and  retention  slightly  higher 
among  pilot  participants.  Workers  in  the  renovated  areas 
reported  more  satisfaction  with  their  co-workers  and  a 
greater  sense  of  professional  control  as  well. 

Staffers  aren't  ready  to  provide  a  ringing  endorsement. 
They  have  ongoing  concerns  about  privacy  and  remain 
uncomfortable  about  spare  storage.  But  even  the  once- 
grumbling  traders  report  they're  now  excited  to  bring  cus- 
tomers in  for  a  tour.  And  Griswell  has  begun  to  apply  Prin 
cipal's  design  lessons  to  the  rest  of  the  company.  "We  now 
have  a  template  of  what  the  workplace  of  the  future  shoul 
look  like,"'  he  says. 
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Innovations  from  Siemens  can  be  found  everywhere.  From  the  underground  substation  in 
California  to  the  advanced  clean  coal  technology  used  for  generating  power.  And  as  a  leading 
supplier  of  power  and  energy  solutions,  our  focus  is  on  developing  technology  that  is  more 
powerful,  more  efficient,  more  competitive  and  more  environmentally  compatible.  We  are 
constantly  investing  in  research  and  development  to  meet  the  country's  ever-changing 
energy  demands  and  push  our  technology  to  the  highest  possible  limits.  At  Siemens,  our 
innovations  have  the  power  to  make  a  difference  in  our  planet's  future. 

automation  &  control  •  building  technologies  •  energy  a  power  •  financial  services  •  hearing  solutions 

industrial  solutions  •  information  &  communication  •  lighting  •  medical  solutions  •  transportation  •  water  technologies 

usa.siemens.com 
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ACTIVEWORLDS 

Newburyport,  Mass. 

WHY:  ActiveWorlds'  secure,  customized 
worlds  create  branded  online 
experiences,  such  as  visiting  a  virtual 
bank  to  learn  money  management 
skills. 

CLIENTS:  Wells  Fargo,  MGA 
Entertainment 


FORTERRA  SYSTEMS 

San  Mateo,  Calif. 

WHY:  Forterra  builds  military  training, 
disaster  response,  and  retail  customer- 
service  simulations.  Using  Forterra's 
tools,  Makena  Technologies  created 
online,  3-D  extensions  of  MTV  shows 
where  fans  interact  and  alter  story  lines. 

CLIENTS:  MTV,  J.C.  Penney,  and 
military  and  corporate  customers 


PROTONMEDIA 

Lansdale,  Pa. 

WHY:  ProtonMedia  creates 
"Protospheres,"  or  3D  Web 
environments,  that  companies  use  to 
practice  industry-specific  tasks  such 
as  assessing  car  damage  or  training 
workers  in  drug  development. 

CLIENTS:  Car  insurers,  Johnson  & 
Johnson,  Novartis 


t 


Companies  thinking  twice  about  virtual  world  Second  Life 
are  finding  more  security  and  flexibility  in  alternatives 


Is  there  life  beyond  Second  Life? 
Companies  ranging  from  Walt 
Disney  to  Wells  Fargo  are  seeking 
alternative  virtual  worlds  with  both 
greater  security  against  hackers  and 
control  over  such  things  as  brand 
messaging  and  participants.  After  all, 
the  Web-based  parallel  universe  is  a 
messy  marketplace  where  you're  as 
likely  to  see  a  bare-chested,  rabbit- 
headed  avatar  trolling  for  adult- 
themed  entertainment  or  vandaliz- 
ing a  digital  store  as  a  corporate  suit 
leading  a  training  session.  And  some 
companies  want  to  target  age  groups 
younger  or  older  than  the  average  30- 
year-old  denizen  of  Second  Life. 
Even  the  earliest  adopters  of 


Second  Life  are  turning  elsewhere. 
In  September,  2005,  Wells  Fargo  was 
ahead  of  the  corporate  stampede 
into  Second  Life  when  it  launched 
a  3D  virtual  environment,  "Stage- 
coach Island,"  in  Second  Life  to 
attract  youthful,  tech-sawy  custom- 
ers and  teach  them  about  banking. 
Now  nearly  50  corporations  use 
Second  Life,  with  Royal  Philips  Elec- 
tronics, Coca-Cola,  and  News  Corp. 
among  the  latest.  But  Wells  Fargo  is 
gone.  It  pulled  its  Stagecoach  Island 
out  and  opted  to  create  its  own 
world,  a  larger,  stand-alone  online 
universe  that  it  can  monitor  more 
closely  and  customize. 

Starwood  Hotels  &  Resorts  is 


ill 
[p 
getting  ready  to  bail  now,  too.  Last 
summer,  Starwood  made  a  splashy, 
widely  publicized  entrance  into 
Second  Life,  hoping  to  draw  on  the 
wisdom  of  avatars  to  get  customer 
feedback  on  possible  real-world 
design  features  for  its  stylish  new 
brand  of  hotels  geared  toward  hip 
twenty-  and  thirtysomething  busines ,-|ii 
travelers  on  a  budget.  Although  Star- 
wood first  heralded  Second  Life  as 
an  ongoing  project,  it  will  soon  leave, 
too.  Starwood  discovered  avatars 
don't  need  to  sleep,  and  so  a  virtual 
hotel  didn't  make  much  sense  in  the 
long  run.  Unlike  Adidas  or  General 
Motors,  which  sell  digital  versions  of 
Reeboks  and  Pontiacs  in  the  online 
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MULTIVERSE  NETWORK 

Mountain  View,  Calif. 

WHY:  Anyone  can  download  its  free 
tools  to  create  a  virtual  world  and 
connect  to  other  worlds  via  the 
company's  server.  Multiverse  gets 
10%  of  any  profits  of  virtual  goods  and 
services  sold. 

CLIENTS:  Indiana  University,  20th 
Century  Fox 


:>rld,  Starwood  didn't  have  goods 
sell— and  found  itself  unable  to 
stain  avatars'  interest. 
Even  newcomer  Coke  isn't  banking 
lely  on  that  particular  patch 
cyberspace  as  its  main  online 
atform.  In  May  the  company 
ased  its  "Virtual  Thirst"  contest, 
tiich  asked  the  public  to  design  a 
nding  machine  for  Second  Life, 
le  winner  gets  500,000  "Linden 
ollars,"  the  virtual  world's  cur- 
ncy.  But  Coke  is  also  reach- 
g  out  to  potential  vending- 
achine  designers  via  a  MySpace. 
>m  social-networking  page,  del. 
io.us  keyword  tagging,  a  Flickr 
loto  page,  and  a  YouTube  video 
lp.  Coke's  multichannel  Web  2.0 
islaught  shows  the  beverage  giant 
going  anywhere  on  the  Internet 
here  the  young  can  be  found. 
MTV  Networks  started  in  Second 
fe  but  decided  to  use  Makena  Tech- 


QWAQ 

Palo  Alto,  Calif. 

WHY:  For  businesses  seeking  secure 
alternatives  to  video  conferencing, 
Qwaq  offers  online  virtual  meetings 
with  avatars  in  3D  settings. 


CLIENTS:  Hewlett-Packard  and  Intel  have 
used  Qwaq 


nologies  to  create  stand-alone  online 
environments  to  accompany  its 
Laguna  Beach  TV  series,  and  more 
recently,  The  Hills  and  Pimp  My  Ride. 
The  cybersites  weave  the  shows'  story 
lines  into  interactive  digital  environ- 
ments without  any  competing  brands. 

Disney  hired  Finnish  developer 
Sulake  to  create  its  own  Virtual  Magic 
Kingdom,  a  cartoony,  interactive  world 
that  replicates  Disney's  amusement 
parks  online.  Sulake  is  also  the  creator 
of  Habbo  Hotel,  a  seven-year-old  Web- 
based  world  aimed  at  teenagers  with 
76  million  individual  avatars  world- 
wide. Companies  without  any  pres- 
ence in  Second  Life,  including  Target 
and  Wal-Mart  Stores,  sponsor  digital 
"lounges"  and  events  at  Habbo  Hotel. 
More  than  150  avatars  can  hang  out 
simultaneously  in  these  branded  envi- 
ronments, nearly  double  the  maximum 
at  a  Second  Life  shindig. 

Linden  Lab,  the  creator  of  Second 


SULAKE 

Helsinki,  Finland 

WHY:  Sulake  designed  Habbo  Hotel, 
a  seven-year-old  virtual  world  aimed 
at  teens.  It  also  creates  customized 
digital  events,  digital  goods,  and 
environments  for  companies. 

CLIENTS:  Target,  Wal-Mart,  Kellogg's, 
Nintendo,  Walt  Disney 


Life,  doesn't  think  that  building  a 
series  of  separate  virtual  worlds  is  a 
good  strategy,  director  of  marketing 
Catherine  Smith  says.  The  company, 
however,  is  working  on  allowing  cor- 
porate players  to  increase  security  by 
hosting  their  own  servers  that  could 
keep  their  back-end  data  separate 
from  Linden  Lab's  main  server.  Last 
fall  hackers  obtained  the  credit-card 
details  of  many  Second  Lifers. 

This  growing  crop  of  Second  Life 
alternatives  is  diverse  and  highly 
specialized  but  shares  a  common 
focus  on  security,  customization, 
and  control— three  qualities  that 
are  business-friendly.  Although 
Second  Life  clearly  isn't  fading  away 
any  time  soon,  corporate  interest 
is  broadening.  Analysts  such  as  Joe 
Laszlo  of  JupiterResearch  predict 
virtual  worlds  are  poised  to  become 
the  next  hot  Web  acquisitions  for 
big  media  companies. 
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Battery-powered  CityCars  could  cut  traffic  and  smog  by 
getting  more  commuters  to  leave  their  autos  at  home 


Cities  are  hot  again.  Young  people 
and  empty-nest  boomers  are 
piling  into  urban  centers  large 
and  small.  That  means  traffic,  already 
bad,  is  getting  worse.  It's  a  conundrum 
with  no  cheap  or  easy  solutions.  New 
roads  and  subways  come  at  sky-high 
prices  and  can  take  decades.  Think  of 
Boston's  troubled  $14.6  billion,  20- 
year  Big  Dig  project  or  New  York's 
quixotic  78-year  quest  to  build  a  new 
Manhattan  subway  line. 

A  team  of  designers,  engineers,  and 
transportation  geeks  at  Massachusetts 
Institute  of  Technology's  Media  Lab 
have  come  up  with  another  solution. 
Born  of  a  collaboration  of  General 
Motors  and  architect  Frank  Gehry,  the 
group's  CityCar  project  mates  a  very 
advanced  electric  car  with  a  broader 
vision  of  vehicle  sharing. 

The  system  works  like  airport 
luggage  carts.  "Stacks"  of  CityCars 
would  be  stationed  at  subway  and  train 
stops  as  well  as  shopping  and  cultural 
centers.  When  parkeu    he  two-seaters 


charge  up  their  batteries  with  enough 
juice  for  trips  of  10  miles  or  more. 

To  check  one  out,  a  person  would 
swipe  a  preauthorized  smart  card, 
undock  the  first  car  in  the  stack,  hop 
in,  and  roll  away.  Parking  the  agile 
units  is  easier  than  a  conventional 
car— all  four  wheels  can  steer,  so 
the  cars  can  even  rotate  in  place.  To 
combat  theft,  the  1,500-pound  minis 
would  have  remotely  accessible 
digital  locks  and  GPS  tracking  units. 
They  could  be  returned  to  any  stack. 

'WHEEL  ROBOTS' 

WITH  CITYCARS,  suburbanites  could 
opt  for  the  train,  avoiding  traffic  and 
parking  troubles.  And  locals  might 
choose  a  CityCar  over  a  taxi.  One  could 
be  used  by  many  different  drivers  each 
day,  effectively  replacing  many  private 
cars  and  reducing  traffic  and  emis- 
sions. Even  when  recharged  from  coal- 
fired  electricity,  battery-powered  cars 
are  more  energy-efficient  and  cleaner 
than  gas-burning  ones. 


Rather  than  a  mechanical  drive 
train,  with  engine,  gears,  and  an  axle,r 
the  CityCar  relies  on  what  its  design- 1 
ers  call  "wheel  robots."  Each  include* 
a  high-efficiency  electric  motor,  sus-  I 
pension,  steering,  and  brake  appara- 
tus. The  wheel  robots  click  into  the 
body  on  a  standard  socket,  making 
them  easy  to  change  and  fix.  By  elimi-j 
nating  the  drive  train,  the  CityCar's   I 
chassis,  which  also  holds  the  battery 
pack,  can  fold  up.  When  nestled  in  a  I 
stack,  six  can  fit  in  the  area  of  a  normal 
parking  space. 

The  MIT  team  has  already  built 
prototypes,  and  the  technologies 
needed  to,  scale  up  production  exist: 
Cities  best  suited  for  a  CityCar 
system  are  those  where  traffic  is 
bad,  parking  is  costly,  workers 
commute  to  a  central  business  areaJ 
and  public  transportation  is  good.  I 
That  means  Chicago,  New  York, 
Portland,  Ore.,  and  San  Francisco— I 
as  well  as  most  major  metropolises  I 
in  Europe  and  Asia. 
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Introducing  the  BlackBerry@  8830  World  Edition. 

Works  around  the  world.  And  around  the  block  on  America's  most  reliable  wireless  network. 
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incrowds 


Jessi  Hempel 


A  SWARM  OF  ANGELS 

aswarmofangels.com 


This  British  open-source  film  project  takes  on  Hollywood's 

traditional  business  model  in  its  plan  to  create  cult  cinema 

for  the  Digital  Age.  Subscribers— the  "angel"  investors  who 

"swarm"  to  create,  finance,  and  write  a  movie— pay  roughly 

$50  (£25)  each  to  join. 

The  site  aims  to  draw 

50,000  angels  to  create 

a  film  with  a  $1.8  million 

budget.  Project  founder 

Matt  Hanson  has  written 

two  screenplays  that  will 

be  edited  and  refined 

based  on  feedback  from 

the  subscriber  community. 

Eventually  the  community 

will  vote  on  which  film  will  be  made.  Community  members 

will  be  paid  to  execute  the  production,  and  the  finished 

film  will  be  released  free  on  the  Internet  under  a  Creative 

Commons  license.  Viewers  will  be  invited  to  watch,  share, 

and  remix  the  movie.  So  far,  Hanson  and  his  crew  have  800 

investors.  Advisers  include  sci-fi  writer  Cory  Doctorow  and 

musicians  The  Kleptones.  Stay  tuned. 


MARKETOCRACY 

Marketocracy.com 

Launched  in  2000,  the  Web-based  investment  firm  Marketocracy 
has  since  created  a  mutual  fund  that  it  says  delivers  higher 
returns  with  less  risk  by  gathering  the  collective  knowledge 
of  investors.  Sign-up  is  free,  and  users  can  create  up  to  15 
virtual  mutual  fund  portfolios  on  the  site,  each  with  1  million 
(fake)  dollars.  The  site  has  55,000  users.  Based  on  the  virtual 
investments  of  its  100  most  successful  members,  Marketocracy 
launched  the  Masters  100  fund  in  2001.  It  now  has  $44  million  in 
(real)  assets  and  has  outperformed  the  Standard  &  Poor's  500- 
stock  index  regularly. 

In  February  this  unusual 
investment  firm  teamed  up 
with  brokerage  Foliofn.  With 
a  minimum  of  $10,000, 
clients  can  invest  in  four 
of  Marketocracy's  best 
portfolios,  those  with 
returns  that  would  place 
them  in  Morningstar's 
top  10  mutual  funds.  The      ■■■ 

managers  of  these  portfolios  began  as  amateurs,  although 
several  have  now  taken  jobs  as  money  managers. 


CROWDSPIRIT 

crowdspirit.org 

Based  in  France,  this  startup  plans  to  use  crowds  to  develop 
and  market  inexpensive  electronic  devices  such  as  CD 
players,  joysticks  for  video  games,  and  Webcams.  The 
community  will  handle  all  aspects  of  the  product  cycle, 
including  design,  engineering,  technical  specifications, 
and  even  support  after  customers  make  their  purchases. 

Crowdspirit  members 
-^  will  submit  and  vote  on 

ideas  for  products  and 
designs.  The  winners  will 
get  their  financing  from 
other  community  members 
and  will  go  on  to  create 
prototypes  and  beta-test 
the  products.  They  will 
then  earn  royalties  off 
the  products  that  are 
dSpirit  team,  along  with  folks 
tors,  will  have  a  final  say 

sen  in  development  since 
.  ;!  t-  end  of  July. 
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CAFEPRESS.COM 

cafepress.com 

Before  Barack  Obama  announced  his  plan  to  run  for  the 
Democratic  nomination  for  President  on  Feb.  10,  CafePress.com 
was  already  filled  with  T-shirts  sporting  his  name  and  election 

slogans.  This  Foster  City 
(Calif.)  online  retailer  lets 
members  create,  buy,  and  sell 
merchandise.  Entrepreneurs 
Fred  Durham  and  Maheesh 
Jain  founded  the  site  in 
1999  to  let  members— the 
site  reports  2.5  million- 
transform  their  artwork  and 
ideas  into  products  and 
sell  them  through  an  online 
storefront,  with  no  up-front  costs  or  inventory  to  manage. 
Members  can  also  personalize  their  gifts  by  adding 
touches  to  one  of  80  available  products,  such  as  mugs  and 
pens.  CafePress.com  sets  a  base  price  for  each  product  and 
takes  care  of  printing,  packaging,  processing  payments,  and 
customer  service.  Sellers  decide  how  much  to  charge.  The  site 
got  hot  in  2003  when  Phil  Collins,  Jet  Li,  and  Olympic  skater 
Tara  Lipinski  launched  online  stores.  Since  then  it  has  grown  to 
800,000  shopkeepers  and  36  million  products. 
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10  Billion  Dollars 

Contributing  to  the  Development 
of    Knowledge    and    Culture 


His  Highness  Sheikh  Mohammed  Bin  Rashid  Al  Maktoum 
announced  the  establishment  of  his  foundation  with 
an  endowment  of  10  billion  dollars,  focusing  on  human 
development  in  the  region. The  foundation  will  facilitate  and 
promote  knowledge  creation  and  dissemination,  and  will 
nurture  future  leaders,  providing  them  with  equal  opportu- 
nities with  the  aim  of  building  a  knowledge-based  society. 


Mohammed  Bin  Rashid  Al  Maktoum  foundation 
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uiiii  uj  .  mbrfoundation.ae 
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KAESONG  North 
Korean  workers  earn 
$57.50  a  month,  far 
less  than  in  China 


*ADE 


I  CAPITALIST  TOEHOLD 
N  NORTH  KOREA 

Respite  U.S.  tariffs,  more  South  Korean 
usinesses  are  setting  up  shop  in  the  North 


MOON  IHLWAN 

FROM  AFAR,  THE  NORTH 
Korean  special  economic 
zone  of  Kaesong  looks  like  a 
Cold  War  relic.  Getting  there 
from  Seoul  takes  you  down 
a  highway  with  tank  traps 
set  into  the  pavement,  past 
sckpoints  manned  by  machine-gun- 
ing  guards,  and  through  the  demili- 
ized  zone  in  a  corridor  flanked  by 
rbed-wire-topped  fences.  Finally,  you 
ich  the  barren  boulevards  and  hulking 
ildings  of  the  zone  itself. 
But  take  a  closer  look  and  you'll  find 
:  place  is  humming.  The  23  South  Ko- 
m  companies  operating  there  employ 
me  15,000  North  Korean  workers— 
uble  the  number  of  just  a  year  ago. 
March,  Kaesong's  factories  churned 
t  $13  million  worth  of  goods,  up  from 
00,000  in  January,  2005.  An  additional 
South  Korean  companies  are  prepar- 
l  to  set  up  shop  there,  while  Seoul  in 


June  is  expected  to  give  as  many  as  300 
more  the  all-clear  to  move  in.  Within 
three  years,  Kaesong  could  employ  as 
many  as  100,000  workers.  "Our  Kaesong 
plant  is  more  efficient  and  competitive 
than  any  factory  in  China,  Vietnam,  or 
anywhere  in  the  world,"  says  Park  Sung 
Chul,  chief  executive  of  apparel  maker 
Shinwon,  which  employs  900  workers 
in  the  zone  who  churn  out  60,000  shirts, 
skirts,  and  other  garments  per  month. 

There's  one  place,  though,  where  the 
competitiveness  of  Kaesong's  factories 
doesn't  count  for  much:  Washington. 


THE  STAT 


$ 


13 


MILLION 


Value  of  goods 
produced  at 
Kaesong  in  March, 
up  from  $200,000 
in  January,  2005. 


Hardliners  take  a 
dim  view  of  the 
project,  arguing 
that     the     hard 


Dala:  ■  ommittee 


currency  it  gen- 
erates for  Pyongyang  only  perpetuates 
the  rogue  regime  of  dictator  Kim  Jong  II. 
U.S.-led  pressure  on  Pyongyang  to  give 
up  its  nuclear  arms  program  forced  Seoul 
to  slow  its  investment  in  Kaesong.  That 
resulted  in  a  two-year  delay  in  the  project, 
conceived  during  a  thaw  in  North-South 
relations  in  1998  and  finally  opened  in 
2004.  Under  the  Trading  with  the  En- 
emy Act,  North  Korean  exports  to  the 
U.S.— including  those  from  Kaesong— are 
severly  restricted.  They  face  tariffs  of  up  to 
90%,  while  most  goods  from  South  Korea 
will  be  eligible  for  duty-free  entry  once 
a  free-trade  agreement  reached  in  April 
is  ratified.  "If  we  could  start  shipments 
[to  the  U.S.],  the  operation  here  would 
increase  tenfold,"  says  Park,  whose  com- 
pany makes  more  than  40%  of  its  $372 
million  in  annual  sales  to  U.S.  customers 
such  as  Wal-Mart,  Gap,  and  Target. 

Washington's  opposition  could  be  a  big 
problem  since  Seoul  has  a  lot  riding  on 
Kaesong's  success.  The  South  hopes  the 
zone  will  give  it  an  economic  boost  as  the 
country  finds  itself  squeezed  between  high- 
tech  Japan  and  low-cost  China.  The  park's 
North  Korean  workers— mosdy  women 
who  are  prescreened  by  bureaucrats  in 
Pyongyang  and  bused  in  daily  from  neigh- 
boring towns— earn  $5750  a  month  re- 
gardless of  their  job  or  experience.  That' s 
roughly  a  third  of  what  a  Chinese  factory 
worker  makes,  and  it  hasn't  increased  since 
Kaesong  opened  for  business. 

INTEGRATION 

THERE'S  MORE  THAN  simple  economics 
to  the  South's  interest  in  Kaesong.  Seoul 
sees  the  industrial  park  as  a  first  step 
toward  integration  of  the  Korean  pen- 
insula. Powered  by  Kaesong,  two-way 
trade  between  North  and  South  Korea 
jumped  43%,  to  $350  million,  in  the  first 
four  months  of  this  year.  The  South  has 
already  poured  some  $230  million  into 
the  project  and  expects  to  invest  several 
times  that  over  the  next  decade.  If  things 
pan  out,  within  10  years  Kaesong  will 
develop  into  an  economic  showcase  with 
more  than  500,000  North  Koreans  work- 
ing in  a  busding  boom  town— helping  to 
spur  reforms  in  the  North.  "There  will  be 
lots  of  hurdles,"  says  Lee  Young  Hoon, 
an  economist  at  the  Bank  of  Korea,  the 
South's  central  bank.  "But  given  the  eco- 
nomic benefits,  the  Kaesong  project  has 
great  potential  for  coaxing  Pyongyang 
out  of  its  shell."  ■ 
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Special  Report 


PEPSI: 
REPAIRING 
A  POISONED 
REPUTATION 
IN  INDIA 

HOW  THE  SODA  GIANT  FOUGHT 
CHARGES  OF  TAINTED  PRODUCTS 
IN  A  COUNTRY  FIXATED  ON  ITS 
POLLUTED  WATER 


NDRA  K.  NOOYI  SAYS  SHE  STILL  FEELS 
guilty  filling  a  bathtub  with  water.  It  sounds 
far-fetched  coming  from  the  chief  executive 
of  a  major  multinational  corporation,  until 
you  consider  her  early  years.  Nooyi,  the  chief 
executive  of  PepsiCo  Inc.,  didn't  get  much 
water  growing  up  during  the  1960s  in  the 
Indian  coastal  city  of  Chennai.  Although 
she  describes  her  family  as  "very  middle 
class,"  they  still  had  to  rise  every  morning  between  three 
and  five— the  only  hours  that  the  valves  to  the  municipal 
water  supply  were  turned  on— and  fill  every  bucket  in  the 
house.  Two  buckets  were  set  aside  for  cooking,  and  two 
each  would  go  to  Nooyi,  her  older  sister,  and  her  younger 
brother.  "You  had  to  think  about  whether  to  take  a  bath," 
says  Nooyi,  matter-of-factly.  "You  learned  to  live  your  life 
off  those  two  buckets." 

Nooyi  left  Chennai,  propelled  by  a  dream  to  build  a 
career  in  the  U.S.  She  headed  to  the  prestigious  Indian 
Institute  of  Management  and  later  Yale  University  before 
moving  into  the  corporate  sphere,  eventually  settling  at 
PepsiCo  in  1994.  When  she  was  named  CEO  in  October  of 
last  year,  India's  water  again  became  a  focus  of  her  life. 
This  time  Nooyi  was  cast  as  part  of  the  problem.  Vil- 
„   lagers  charged  that  PepsiCo— which  has  named  India 
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as  a  top  strategic  priority— consumes 
excessive  groundwater  in  their  parched 
communities.  Even  worse  was  the  re- 
peated claim  that  the  snack  and  bever- 
age company,  along  with  rival  Coca- 
Cola  Co.,  were  allowing  pesticide  residue 
from  groundwater  to  get  into  locally 
made  soda.  The  charges,  first  leveled 
in  2003,  emerged  again  two  months 
before  Nooyi  took  over  the  top  job. 
Pepsi's  soda  sales,  which  fell  by  double 
digits  in  India  when  the  scandal  first  broke, 
took  another  big  hit  last  fall.  She  braced 
herself  as  protestors  smashed  botties  on  the 
streets  while  several  states  in  India  banned 
or  restricted  sales  of  soft  drinks.  Nooyi,  now 
51,  was  livid.  "For  somebody  to  think  that 
Pepsi  would  jeopardize  its  brand— its  global 
brand— by  doing  something  stupid  in  one 
country  is  crazy." 


An  Activist  Family 

BUT  INDIAN  POLITICIANS  and  consum- 
ers took  the  charges  seriously,  in  part 
because  they  came  from  Sunita  Narain.  A 
well-known  activist  in  New  Delhi,  Narain, 
45,  was  born  into  a  family  of  freedom 
fighters  who  supported  Mahatma  Gan- 
dhi in  the  push  for  India's  independence 
in  1947.  She  idolized  her  late  father  even 
though  he  may  not  always  have  hewed  to 
Gandhi's  creed  of  nonviolence.  "I'm  told 
he  even  made  bombs,"  she  says. 

In  high  school  Narain  took  up  envi- 
ronmental causes,  campaigning  to  stop 
developers  from  cutting  down  New  Delhi 
trees.  Unlike  Nooyi,  her  ambition  was 
not  to  leave  India  but  to  save  it  from  the 


excesses  of  industrialization.  She  skipped 
college,  explaining  that  she  "was  very 
keen  to  do  a  degree  in  environmental 
issues,  but  nobody  offered  it."  Instead, 
in  1981,  she  fell  in  with  a  charismatic  ac- 
tivist named  Anil  Agarwal  who  had  just 
started  the  Centre  for  Science  &  Environ- 
ment (CSE).  Narain  became  director  of 
the  fledgling  advocacy  group  in  2002 
when  Agarwal  died.  Her  tone  in  that  role 
tends  toward  the-end-is-nigh  alarmism; 
her  savvy  tactics  often  draw  media  at- 
tention and  have  garnered  such  environ- 
mental accolades  as  the  2005  Stockholm 
Water  Prize.  Indians,  she  declares,  are 
"getting  poisoned  by  pesticides,"  and 
CSE  tests  show  Pepsi  contributes  to  this 
toxic  assault. 

On  one  level  a  tale  of  two  strong- 
minded  individuals,  Pepsi's  ongoing 
battle  over  water  in  India  also  illustrates 
an  escalating  global  backlash  against  the 
ways  multinationals  consume  natural 
resources.  Foreign  companies  have  long 
transformed  oil,  diamonds,  and  count- 


less other  raw  materials  into  pn 
that  flow  from  developing  nation; 
wealthy  ones.  Now  the  playing  fiel 
leveling.  Activists  such  as  Narain  r 
blogs,  e-mail,  and  other  cheap,  po\ 
ful  tools  for  getting  their  messages 
Consumers,  meanwhile,  are  more  av 
of  how  big  players  do  business  abr 
and  can  react  by  boycotting  the  fruit 
bad  behavior,  from  blood  diamond; 
sweatshop  sneakers. 

Even  as  companies  begin  to  take  s 
ously  the  mantra  of  social  responsi 
ity,  they  find  themselves  more  vuh 
able  to  politically  charged  onslaug 
In  recent  months,  Royal  Dutch  Shell 
cut  oil  production  in  Nigeria  amid  i 
lent  attacks  on  its  operations.  Diami 
giant  De  Beers  battled  allegations  thj 
played  a  role  in  relocating  bushmer 
Botswana  against  their  will,  and  Car 
was  forced  temporarily  to  shut  do 
its  soy  processing  and  shipping  pi 
in  Brazil  amid  public  outcry  that  it  a 
contributing  to  the  destruction  of 
Amazon  rainforest. 

The  hostility  toward  Pepsi  in  Inn 
has  been  exacerbated  by  the  partici 
meaning  water  holds  for  Indians.  Bal; 
ing  in  it  can  be  a  sacred  act.  For  ma;  xn 
death  is  not  properly  marked  until 
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NARAIN  (below): 
"Indians  are 
being  poisoned 
by  pesticides," 
and  cola  makers 
have  the  money 
to  help 


in  the  Ganges.  Iiljfci 

global  poll  last  yv! 

by     consumer 

search  group  Hen 

World,  Indians  1: 

ed   drinking  wai 

as  one  of  the  ma 

things   they  do 

improve    their   well-being.    AmericE". 

reported  taking  supplements;  Germat 

cited  sunbathing. 

Yet  Indian  water  is  some  of  the  WO' 
in  the  world,  according  to  the  U.N., 
cause  of  poor  sewage  treatment,  he: 
pesticide  use,  and  industrial  pollutic 
Availability  is  hampered  by  overpumpi 
and  poor  management.  Municipality 
usually  receive  a  pittance  from  individt 
consumers  that  doesn't  cover  the  c< 
of  delivering  water,  while  large  fan 
and  industry  essentially  pay  nothing 
all,  creating  little  incentive  to  conser 
In  this  setting,  a  foreign  company  ft 
diverts  scarce  water  to  manufacture 
sugary,  discretionary  product  is  a  ri 
target  for  critics. 

Nooyi  recognizes  the  delicacy  of  b 
ing  so  closely  associated  with  water 
her  native  land.  But  she  points  out  th 
soft  drinks  and  bottled  water  account  f 
less  than  0.04%  of  industrial  water  u 
age  in  India.  "If  we  get  attention,  it's  n 
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[HE  MAKING  OF  A  CEO 

KEEPING 
COOL 
IN  HOT 
WATER 

NDRANOOYI'S 
.MART  MOVES  HAVE 
IELPED  PEPSICO  CUT 
)OWN  ON 
UNKFOOD 

mm        t  pepsico  inc., 

MJwL        Indra  Nooyi  has  long  been 

^^^^^     known  for  two  things: 
^W^mm^  a  prescient  business 
IHi    HH  sense  and  an  irreverent 
jersonal  style.  The  combination  became 
obvious  soon  after  she  joined  the  company 
is  its  chief  strategist  13  years  ago.  She 
Jushed  Chief  Executive  Roger  Enrico  to 
•pin  off  Taco  Bell,  Pizza  Hut,  and  KFC  in 
997  because  she  didn't  feel  PepsiCo  could 
idd  enough  value  to  the  fast  food  business. 
i>he  later  was  instrumental  in  the  purchase 
)f  Tropicana,  the  spinoff  of  Pepsi's  bottling 
ousiness,  and  the  $13  billion  merger  with 
Quaker  Oats  Co.  Each  of  these  moves  has 
raid  off. 

All  the  while,  Nooyi  has  proved 
comfortable  enough  with  her  leadership 
)resence  to  patrol  the  office  barefoot  at 
limes  and  even  sing  in  the  halls,  perhaps 
a  holdover  from  her  teen  days  in  an  all-girl 
rock  band  in  her  hometown  of  Chennai, 
ndia.  She  gave  Enrico  a  karaoke  machine 
pefore  he  left  in  2001  and  hired  a  live  "Jam- 
5oke"  band  to  help  senior  executives  belt 
lout  tunes  at  a  management  conference 
earlier  this  year. 

"Indra  can  drive  as  deep  and  hard  as 
anyone  I've  ever  met,"  Enrico  says,  "but  she 
ran  do  it  with  a  sense  of  heart  and  fun." 

Nooyi  learned  early  on  to  embrace 
'ather  than  hide  her  differences  in  the 
lorporate  world.  She  headed  to  the  U.S. 
after  working  for  a  time  in  India,  long 
fascinated  by  the  opportunities  and  culture 
bf  America  (pal  Henry  Kissinger  notes  that 
Nooyi  is  "a  wild  New  York  Yankees  fan," 
recalling  a  visit  with  her  to  Prague,  where 
"she  would  pull  out  her  cell  phone  every  20 


NOOYI  Making 
"performance 
with  purpose"  her 
mission  at  PepsiCo 


minutes  to  check  the  score"). 
Coming  out  of  Yale  in  1980 
with  a  master's  in  public  and 
private  management,  Nooyi 
wore  a  sari  to  an  interview 
at  Boston  Consulting  Group 
and  was  offered  the  job.  She 
later  held  corporate  strategy 
posts  at  Motorola  Inc.  and 
what  is  now  ABB  Group.  What 
drew  her  to  PepsiCo  was  the 
chance  to  make  a  difference 
in  a  company  that  was 
struggling. 

Over  the  past  decade,  she  says, 
"PepsiCo  has  transformed  itself  to  become 
among  the  best  food  companies  and  one  of 
the  better  corporations  in  the  world."  Since 
2000,  when  she  became  chief  financial 
officer,  the  company's  annual  revenues 
have  risen  72%,  while  net  profit  more  than 


She  has 
never  tried 
to  hide  her 
differences 
in  the 
corporate 
world 


doubled,  to  $5.6  billion 
last  year.  As  chairman  and 
CEO,  Nooyi  promotes  the 
concept  of  "performance 
with  purpose,"  trying  to 
make  PepsiCo  a  ground- 
breaker  in  areas  like 
selling  healthy  food  and 
diversifying  its  workforce. 
The  slogan  may  sound 
like  the  kind  of  marketing 
ploy  that's  in  vogue  these 
days,  especially  coming 
from  a  company  that's  best 
known  for  making  soda  and  potato  chips. 
But  Nooyi  says  that  by  emphasizing  baked 
whole-grain  snacks  and  vitamin-enhanced 
water,  Pepsi  can  lead  the  industry's  push 
toward  better  nutrition.  That,  she  argues, 
would  benefit  not  just  consumers,  but 
investors,  too.  -Diane  Brady 
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because  of  the  water  we  use.  If  s  because 
of  what  we  represent,"  she  says,  pour- 
ing herself  a  glass  of  PepsiCo's  Aquafina 
water  during  an  interview  in  her  bright, 
uncluttered  office  at  company  headquar- 
ters in  Purchase,  N.Y.  Pepsi,  a  $35  billion 
corporation,  she  notes,  has  gone  to  such 
lengths  in  India  as  digging  village  wells, 
"harvesting"  rainwater,  and  even  teach- 
ing better  techniques  for  growing  rice 
and  tomatoes.  She's  intensely  aware  that 
local  perceptions  matter.  "What  we  don't 
want  is  for  people  to  think  that  industry 
is  taking  out  of  the  ground  God-given 
natural  resources  and  depleting  that 
community  of  its  livelihood  or  require- 
ments for  existence." 

Pepsi's  water  clash  in  India  took  a 
dramatic  turn  after  PepsiCo  executive 
Abhiram  Seth  visited  Narain  in  February, 
2003.  Seth,  a  chatty  and  wry  55-year-old 
who  dabbles  in  stage  acting,  serves  as 
Pepsi's  chief  navigator  through  the  com- 
plex regulatory  and  political  channels  of 
his  native  country.  As  executive  director 
of  exports  and  external  affairs,  he  also 
manages  the  eclectic  agricultural  projects 
that  may  help  to  improve  the  company's 
image.  Seth  came  to  Narain's  plant-filled 
New  Delhi  office  just  after  CSE  had  tested 
the  country's  top  10  bottled-water  brands 
for  pesticides  and  was  pressing  for  tight- 
er government  regulation. 

The  issue  touched  a  nerve  as  govern- 
ment studies  had  recently  reported  high 
pesticide  levels  in  milk,  rice,  and  other 


staples,  raising  concerns  about  toxins 
seeping  into  the  water  supply.  Indians 
rely  heavily  on  groundwater  for  drink- 
ing and  agriculture,  having  drilled  an 
estimated  21  million  wells,  most  unregu- 
lated, since  1965.  Seth  came  to  Narain, 
he  now  explains,  "to  understand  the  data 
and  see  if  we  could  work  together  to  ad- 
dress the  issues." 

Narain  recalls  it  differently.  She 
claims  that  Seth  bullied  her  and  "gave 
me  a  huge  lecture  about  nationalism  or 
some  rubbish....  He  was  clearly  trying 
to  get  me  to  back  off."  With  Aquafina 
scoring  near  the  top  in  bottled-water 
quality  in  the  country,  she  wondered 
whether  there  was  some  broader  agenda 
at  work.  Narain  suspected  Pepsi  didn't 
want  tougher  standards  for  water  be- 
cause that  might  require  more  rigorous 
treatment  of  the  water  going  into  its 
sodas.  Naturally  suspicious 
of  corporate  behavior,  she 
thought:  "Why  don't  we 
check  their  soft  drinks?" 

Over  the  next  six  months, 
Narain  had  CSE's  scientists 
test  random  samples  of  12 
major  soft-drink  brands, 
from  Diet  Pepsi  and  Coca- 
Cola  to  local  favorites  like 
Mirinda  and  Thums  Up. 
"Before  we  did  this,"  she 
insists,  "I  had  no  idea  that 
all  of  them  were  owned  by 
Pepsi  or  Coke."  Still,  with 


Testing  for 
such  small 
toxin  levels 
is  "like 
measuring 
one  second 
in  320 
years" 


an  annual  budget  of  less  than  $1  mil 
at  the  time  (it  grew  to  $1.2  million 
year),  Narain  knew  very  well  the  valu 
snagging  big-name  villains  to  pron 
her  cause.  "Looking  at  soda  draws 
tention  to  the  whole  pesticide  proble 
she  says.  What  CSE  found  were  mir 
traces  of  pesticides  such  as  lindane,  D 
malathion,  and  chlorpyrifos.  Althoi 
much  lower  than  those  CSE  had  detec  i 
in  milk,  the  residue  levels  exceeded  sti  j 
gent  European  Economic  Commiss 
standards  for  water.  Pepsi  was  36  tir 
as  high  as  the  standards,  in  CSE  te 
while  Coke  was  30  times  as  high. 
Aug.  5,  2003,  Narain  held  a  press  c 
ference  in  New  Delhi,  saying  that 
Indian-made  soft  drinks  were  "unfit 
human  consumption"  and  could  ca 
cancer  and  birth  defects  over  the  k; 
term.  As  a  further  insult  to  Indian  cjj 
sumers,  she  says,  samples  tested  from 
U.S.  contained  no  such  residue,  prom 
ing  Narain  to  accuse  Pepsi  and  Coke 
pushing  products  "they  wouldn't  d 
sell"  at  home. 


'Completely  Safe' 

PEPSI  EXECUTIVES  WERE  stunned  a 
outraged.  "When  you're  testing  in  sv 
parts  per  billion,"  Seth  says,  "it's  1 
measuring  one  second  in  320  yean 
Pepsi's  India  team  immediately  got  ( 
the  phone  with  Nooyi,  then  presidt 
and  chief  financial  officer,  and  Michl 
White,  PepsiCo  International's  CEO.  "T 
took  it  very  seriously,"  says  White,  "t 
we  also  knew  our  products  were  co 
pletely  safe."  Pepsi  held  a  rare  joint  prt 
conference  with  Coke  in  New  Delhi, 
fering  data  that  contradicted  CSE's  a 
saying  the  company  followed  the  sal 
strict  standards  all  around  the  world. 
Even  Narain  didn't  quibble  with  j 
American  companies'  argument  tl 
the  level  of  pesticides  in  soda  was  : 
lower  than  what  Indians  put  up  with 
most  other  foods.  But  she  contended  tl 
fruits,  vegetables,  and  m 
offer  important  nutritic 
whereas  carbonated  sug 
drinks  don't.  As  for  tap  w  j 
ter,  she  said,  most  India 
have  no  choice  but  to  drii 
it.  Moreover,  Narain  ad( 
multinationals  are  "a  po' 
erful  user  of  water....  \ 
wanted  to  draw  attention 
their  impact." 

She  succeeded.  Prota 
ers  in  Mumbai  and  Kolka 
defaced  Pepsi  and  Coke  ai 
and  burned  placards  d 


50  I  BusinessWeek  I  June  11.  2007 


Developing  Materials  {BA"iEJi)  Increasing  Safety 


Science  For  A  Better  Life 


In  1990,  plastics  accounted  for  about  nine  per- 
cent of  the  materials  used  in  the  average  car. 
Today,  the  figure  can  be  as  high  as  20  percent. 

Bayer  MaterialScience  is  one  of  the  world's 
largest  and  most  innovative  suppliers  to  the 
auto  industry,  playing  an  active  role  in  shaping 
the  future  of  the  automobile. 

Developing  windows  made  of  plastics,  for 
example,  which  offer  increased  safety  benefits. 
And  energy-absorbing  polyurethane,  which 
helps  protect  car  passengers  in  an  accident 
and  -  when  used  in  bumpers  -  can  reduce  the 
"risk  of  injury  to  pedestrians.  For  safer  cars  - 
and  sheer  driving  pleasure,  www.bayer.com 
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picting  soda  bottles.  Several  states  re- 
stricted or  banned  soda  sales.  Blasted 
with  e-mail  alerts  from  CSE,  journalists 
and  bloggers  worldwide  leapt  on  the 
story,  raising  the  specter  of  a  global  con- 
sumer reaction  just  when  soda  makers 
were  coming  under  harsh  scrutiny  for 
contributing  to  obesity. 

Nooyi  says  that  Indians'  sensitiv- 
ity about  both  water  quality  and  for- 
eign companies  made  Pepsi  an  inviting 
target.  But  its  marketing  strategy  had 
made  matters  worse,  she  admits.  Rather 
than  promote  the  company's  efforts  to 
improve  water  and  crops,  Pepsi  had  run 
splashy  ads  bursting  with  Indian  celebri- 
ties. It  painted  titanic  versions  of  its  red, 
white,  and  blue  logo  on  ancient  Hima- 
layan rocks  and  buildings  around  the 
country.  "Combine  the  public  seeing  the 
mercenary  side  of  us,  along  with  the  fact 
that  this  was  an  American  company," 
she  says,  and  "they  didn't  see  the  other 
things  we  were  doing." 


Spooked  and  Skeptical 

NOOYI  ALSO  APPRECIATES  the  anxiety 
many  Indians  feel  over  rapid  change, 
especially  when  it  comes  in  the  form  of 
a  big  foreign  company.  As  she  puts  it: 
"Parents  were  scared  that  their  children 
were  consuming  things  they  had  never 
consumed.  And  now  they  had  a  reason 
to  stop  it.  Pesticides  in  cola.  Nobody 
stopped  to  say:  'What  pesticides?'  Or, 
'incidentally,  your  tea  and  your  coffee  has 
many  thousand  times  that.' " 

Linking  Pepsi  with  pesticides  was 
enough  to  scare  off  even  sophisticated 
consumers  like  advertising  executive 
Manish  Sinha.  He  drank  cola  almost 
every  day  and  had  even  worked  on  Pepsi 
promotions  at  the  JWT  ad  agency  a 
few  years  earlier.  "I  was  quite  passion- 
ate about  it,"  says  Sinha,  now  36  and 


KOLKATA  Narain  s 

reports  linking  cola 
with  pesticides 
spurred  protests 

a  vice-president  at 
Bates  David  Enter- 
prise, an  advertising 
agency  in  Mumbai. 
And  it  was  fairly 
cheap,  costing  12<t  to 
15<t  a  bottle.  But  the 
CSE  study  spooked 
him.  "At  a  subliminal 
level,  I  would  rather 
be  safe,"  says  Sinha, 
who  both  filters  his 
family's  drinking  wa- 
ter and  boils  it  to  kill 
pathogens.  He  has 
his  own  memories  of 
past  shortages,  living 
off  25-liter  contain- 
ers of  bottled  water 
and  watching  others 
scrape  together  mon- 
ey to  buy  daily  supplies  from  water  tank- 
ers. He  echoes  Nooyi's  claim  that  there's 
a  tendency  to  pick  on  multinationals,  but 
he  thinks  the  soda  makers  aren't  doing 
enough  to  alleviate  India's  water  woes: 
"I  no  longer  trust  the  cola  companies." 

The  drama  that  unfolded  after  Nar- 
ain's  first  soda  report  card  in  2003  could 
hardly  have  appeased  him.  The  Indian 
government  flip-flopped  between  dis- 
missing CSE's  findings  and  supporting 
the  group's  call  for  more  stringent  stan- 
dards for  carbonated  drinks.  Pepsi  execu- 
tives joined  Narain  at  sometimes  conten- 
tious meetings  over  the  next  two  years 
aimed  at  helping  the  Bureau  of  Indian 
Standards  (BIS)  arrive  at  guidelines  on 
pesticides,  caffeine,  and  even  PH  levels 
in  soda.  Just  when  standards  were  set  to 
be  ratified  at  a  meeting  in  March  of  last 


Beyond 
India, 
More 
Battles 

Conflict  is 
intensifying  over 
multinationals  that 
profit  from  precious 
resources  in 
developing  nations 


Oil 

Royal  Dutch 
Shell  has  sharply 
reduced  its 
production  in 
Nigeria  in 
response  to 
guerrilla  attacks 
on  pipelines 


Copper 

China  Non- 
Ferrous  Metal 
Mining  has 
encountered 
protests  in 
Zambia  over 
work  conditions 
and  resource  use 


Rainforest 

Environmen- 
talists have 
interfered  with 
Cargill's 
extensive  soy 
purchases, 
saying  they 
encourage 
deforestation 


Diamonds 

De  Beers  has 
clashed  with 
tribesmen  in 
Botswana  who 
claim  they  were 
pushed  off  land 
to  make  way  for 
mines 


year,  Narain  says,  a  cola  company 
ecutive— she  forgets  which  one— arriv 
bearing  a  letter  from  the  Health  &  Farm 
Welfare  Minister  to  another  governmt 
official.  In  it,  the  minister  said  the  n«i 
standards  should  be  deferred  becau 
further  research  was  under  way. 

Narain  was  furious  at  what  she  pn 
licly  labeled  a  corporate  power  play.  "I' 
clear  the  letter  was  written  for  the  cv 
companies,"  she  says.  "They  managed' 
get  the  standards  killed  by  governmen- 
Pepsi  executives  dismiss  the  notion  i 
ridiculous.  Narain  countered  with  hi 
most  effective  ammunition:  another  ( 
plosive  national  study  that  was  releas 
in  August,  2006.  This  time,  Pepsi  was  I 
times  as  high  as  the  unadopted  Indii 
government  standards;  Coke  was  ', 
The  southern  state  of  Kerala  banned  t 
manufacture  and  sale  of  all  Coke  ar 
Pepsi  products  while  other  states  Ql 
soft-drink  sales  in  schools,  colleges,  ai< 
hospitals.  "Everyone  carried  the  sto:< 
especially  on  TV,"  Seth  says  with  a  sig 
Protests  revved  up  again,  with  son^1 
demonstrators  pouring  cola  down  ti 
throats  of  donkeys  to  show  that  the  drii 
was  unfit  for  humans.  Sales  dipped 
Narain's  campaign  again  played  to  tl  $ 
conflicted  attitude  that  Indian  consume 
have  toward  powerful  foreign  brands 
especially  those  portrayed  as  profiting 
their  expense. 

Even  the  beneficiaries  of  Pepsi's  g 
erosity  seem  ambivalent.  In  the  tiny  K 
ala  village  of  Chullimada,  Pepsi  recenl 
funded  the  construction  of  a  well,  pipe 
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and  taps  that  bring  water  to 
about  50  homes.  The  dusty 
hamlet,  many  of  whose 
residents  eke  out  a  living 
as  day  laborers,  is  where 
organizers  met  to  plan  an 
anti-Pepsi  march  targeting 
a  company  plant  in  nearby 
Palakkad  last  October.  As 
a  result  of  Pepsi's  improve- 
ments, the  households  have 
ready  access  to  water  where 
they  once  had  to  walk  three 
hours  a  day  to  get  it. 

But  good  deeds  can  stimulate  new 
demands.  When  Pepsi  managers  visited 
recently,  about  a  dozen  women  presented 
the  customary  flowers  of  greeting  and 
then  got  down  to  business.  The  local  gov- 
erning council  won't  pay  for  the  added 
electricity  to  pump  water,  one  woman 
complained.  As  a  result,  the  pumps  run 
only  once  a  day,  forcing  residents  to 
hoard.  It  would  help,  she  suggested, 
if  Pepsi  covered  the  extra  costs.  Annie 
Kishen,  PepsiCo's  director  of  corporate 
communications  for  India  and  a  native  of 
Kerala,  smiled  and  offered  sympathetic 
words.  After  leaving,  she  confided  that 
the  company  isn't  eager  to  pick  up  villag- 
ers'utility  bills. 

In  the  neighboring  palm-fringed  vil- 
lage of  Ganeshpuram,  where  Pepsi  also 
installed  a  well  late  last  year,  different 
complaints  surfaced.  About  a  third  of 
the  125  families  don't  have  taps  near 
their  homes,  an  older  villager  said  as 


Pepsi 

concedes  it 
has  to  do 
more  than 
be  stingy 
with  its  own 
water  use 


Kishen     leaned     forward 
with  a  furrowed  brow.  All 
the  women  used  to  spend 
about  two  hours  a  day  get- 
ting water.  Now,  there  are 
haves  and  have-nots.  What 
Pepsi  needs  to  do,  the  local 
woman   insisted,  is  bring 
water  to  every  home  in  the 
village.    Looking    a   touch 
embarrassed,    Kishen    ex- 
plained later  that  in  Kerala 
"the  people  always  speak 
their  minds." 
After  Narain's  fresh  burst  of  pesticide 
allegations  in  August,  Pepsi  chose  to 
ignore  her  and  go  straight  to  the  Indian 
media.  The  company  met  with  editorial 
boards,  presented  its  own  data  in  press 
conferences,  and  ran  TV  commercials 
featuring  its  then-president  in   India, 
Rajeev  Bakshi,  walking  through  a  gleam- 
ing laboratory. 


Cartoons  and  Stick  Figures 

THE  COMPANY  ALSO  stepped  up  efforts 
to  reduce  water  usage  in  its  plants,  a  cause 
that  factory  manager  Ashwini  Singla  has 
embraced  with  almost  religious  zeal.  His 
bottling  facility,  in  the  city  of  Panipat,  near 
New  Delhi,  has  reduced  water  usage  to  8.6 
liters  for  every  case  of  two  dozen  8-oz.  bot- 
des,  down  from  35  liters  at  the  start  of  2005. 
Workers  have  organized  themselves  into 
teams  with  names  like  Golden  Lion  and 
Ambition.  They  post  Japanese-inspired  kai- 


zens,  or  suggested  improvements,  to  n 
waste,  illustrating  the  ideas  with  can 
and  stick  figures  for  added  clarity.  "W 
1,200  kaizens  last  year,"  Singla  boasts. 

Amid  all  the  well-digging,  kal 
posting,  and  local  government  lobb  I 
Nooyi  ascended  to  the  Pepsi  CEO  jol 
October.  One  of  her  first  priorities:  i 
to  India  in  December,  where  she  s 
widely  of  Pepsi's  initiatives  to  imr. 
water  and  the  environment,  as  we 
her  own  fond  memories  of  growin  ] 
in  the  country.  One  of  her  main  the 
"This  is  a  company  with  a  soul."  In 
newspapers  and  television  covered 
tour  lavishly  and  with  praise.  Soda  : 
improved,  although  they  ended  200( 
compared  with  rapid  double-digit  gn 
in  China.  While  the  worst  of  the  pest 
scandal  seems  to  be  behind  Pepsi,  a  c 
remains,  as  the  government  still  hi 
set  contaminant  standards. 

Narain,   meanwhile,  has   notice^ 
toned  down  her  rhetoric,  even  the 
the  contents  of  a  bottle  of  Indian  F 
remain  the  same.  Some  of  her  sol 
ing  may  relate  to  a  grudging  pride 
Nooyi's  ascension.  "I  think  it's  g 
to  have  an  Indian  woman  in  suol 
high-profile  position,"  Narain  says.  P^ 
officials  "seem  to  be  doing  sometl 
serious  about  water  now."  But  she 
turned  down  an  invitation  to  meet  N« 
and  emphasizes  that  any  shift  at  Pi- 
reflects  less  a  change  of  heart  than 
sistent  outside  pressure.  "American  r  i 
tinationals  have  forgotten  what  it's  lill 
be  in  a  democracy,"  she  chides. 

Looking  back,  Nooyi  turns  some  of 
blame  on  herself  for  letting  things  get  i 
of  hand.  "One  thing  I  should  have  d 
was  appear  in  India  three  years  ago 
say:  'Cut  it  out.  These  products  are 
safest  in  the  world,  bar  none.  And  j 
tests  are  wrong.' "  Still,  she  realizes  1 
PepsiCo  will  have  to  continue  to  do  vr.' 
than  simply  be  stingy  with  its  own  wa 
use.  "We  have  to  invest,  too,  in  educat 
communities  in  how  to  farm  better,  i, 
lect  water,  and  then  work  with  indu; 
to  retrofit  plants  and  recycle."  As  h 
as  PepsiCo  is  in  the  beverage  busines; 
places  like  India,  it  will  remind  poten 
customers  of  a  resource  that' s  inert 
ingly  in  short  supply.  ■ 
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businessweek.com/extras 

ON  THE  GROUND  IN  INDIA 

ONLINE:  SENIOR  WRITER  DIANE  BRADY  nar- 
rates  a  slide  show  of  Pepsi's  experiences  in  !ndi£ 
and  offers  a  timeline  of  the  company's  history  th 
at  busmessweek.com/extras 
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You  and  TSMC. 
The  Power  of 


Whether  you're  developing  innovative  new  products  or  seizing  opportunities  in 
existing  markets,  TSMC's  proven  approach  to  partnership  can  help  you  reduce  risk, 
accelerate  time-to-market,  and  improve  yields. 

Our  unique  brand  of  close  collaboration,  involving  multiple  levels  of  both  your 
organization  and  ours,  ensures  you  get  the  full  benefit  of  our  collective  experience- 
applied  across  a  broad  variety  of  technology  platforms,  including  90nm,  65nm, 
and  45nm. 

As  the  world's  largest  foundry,  committed  to  increasing  capacity  for  advanced  and 
mature  technologies,  our  worldwide  manufacturing  facilities  are  100%  dedicated  to  our 
customers.  Which  means,  our  partnership  begins  with  our  integrated  design  services 
and  ends  only  when  you  achieve  business  success. 

Find  out  why  the  world's  leading  semiconductor  companies  trust  TSMC  with  their 
most  important  innovations.  Visit  www.tsmc.com 


IP 

The  Proven  Path  to  Success" 


.  i  Id  All  rights  reserved. 
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InfoTech  Gadgets 

Is  It  a  Smartphone 
Or  a  Laptop/ 

Neither.  It's  a  'tweener— and  electronics  makers 
are  betting  you'll  want  to  stuff  one  in  your  bag 


BY  STEVE  HAMM  AND 
CLIFF  EDWARDS 

WHEN  JEFF  HAWK- 
ins  speaks,  people 
in  the  tech  busi- 
ness take  heed.  Af- 
ter all,  Hawkins, 
founder  of  Palm 
Inc.,  has  invented 
three  breakthrough  gizmos— GRiDPad, 
one  of  the  first  tablet  computers;  PalmPi- 
lot,  the  first  hit  personal  digital  assistant; 
and  the  Treo  smartphone.  So  the  tech 
world  was  buzzing  when  Hawkins  strode 
onstage  at  the  D:  All  Things  Digital  con- 
ference on  May  30  in  Carlsbad,  Calif.,  to 
reveal  his  latest  brainstorm:  Foleo. 

It's  an  ultracompact  computer  with  a 
twist.  Palm  is  positioning  the  sleek  clam- 
shell device,  which  will  sell  for  $499  after 
a  rebate,  as  an  alternative  to  carrying  a 
larger,  conventional  laptop.  It  offers  a 
nearly  full-size  keyboard,  a  10-inch  dis- 
play, and  comes  with  a  selection  of  appli- 
cations including  a  word  processor  and 
spreadsheet.  But  Hawkins  believes  it  will 
be  most  useful  when  people  also  carry 
smartphones,  like  Treos  or  BlackBerrys, 
and  transfer  e-mail  to  Foleo  when  they're 
in  sit-down  mode.  "It's  a  companion 
to  your  phone  and  companion  to  you," 
Hawkins  says. 

Ready  or  not,  here  come  the  'tween- 
ers.  Palm  and  its  Foleo  are  just  the  latest 
evidence  that  the  electronics  industry 
is  determined  to  create  a  new  category 
of  mobile  computing  devices.  Samsung 
Group,  Sony,  Nokia  Corp.,  HTC,  Fujitsu, 
and  Vulcan  Portals  have  also  introduced 
or  previewed  products  that  are  smaller 
than  laptops  yet  larger  than  smartphones. 
The  idea:  offer  businesspeople  something 
very  small— pocketable,  in  some  cases— 
that's  an  alternative  to  carrying  a  laptop 
around  town  or  on  a  short  business  trip. 
With  our  pockets  and  carryall  bags 
already  bulging  with  cell  phones  and 
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BlackBerrys,  do  we  really  need  a  whole 
new  species  of  gadget?  The  electron- 
ics industry  is  betting  we  do.  Laptop 
computers  are  more  popular  than  ever, 
far  outpacing  the  sales  growth  of  desk- 
tops, with  more  than  81  million  sold 
in  2006.  The  smallest  laptops,  called 
subnotebooks,  weigh  as  little  as  2  lbs. 
Smartphone  sales  are  soaring,  with  more 
than  71  million  sold  last  year.  Meantime, 
demand  is  plummeting  for  PDAs  because 
they  can't  make  phone  calls  or  run  many 
desktop  computing  applications. 

SEEKING  NOVELTY 

BUT  IT'S  NOT  CLEAR  at  all  which  of 
these  gadgets,  if  any,  the  'tweeners  will 
replace.  Most  of  the  new  machines  are 
still  too  large  to  fit  into  a  pocket  or  not 
capable  enough  to  replace  a  notebook  PC. 
The  priciest  top  $2,900— far  more  than 
the  average  subnotebook.  And  Hawkins' 
presentation  for  the  Foleo,  impressive  as 
it  was,  left  some  of  the  computing  cogno- 
scenti scratching  their  heads:  Are  people 
really  looking  for  a  companion  to  their 
phone?  Will  hard-core  business  types 
choose  a  computer  that  runs  the  Linux 
open-source  operating  systems  rather 
than  Microsoft's  Windows?  "The  yet-an- 
other-device  philosophy  doesn't  carry,  so 
to  speak,  and  it's  sure  as  hell  not  the  fu- 
ture of  mobile  computing,"  sniffed  blog- 
ger  Ryan  Block  on  the  popular  Engadget 
technology  Web  site. 

There's  no  mystery  about  what's  driv- 
ing the  'tweener  phenomenon.  The  com- 
puter industry  is  looking  for  new  things 
to  sell  as  the  traditional  PC  market  ma- 
tures, revenue  growth  slows,  and  profit 
margins  become  even  thinner.  At  the 
same  time,  mobile-phone  makers  want  to 
develop  products  that  fetch  higher  mar- 
gins than  commodity  phones.  So  they 
all  need  new  gadgets  to  get  customers 
excited  enough  to  open  up  their  wallets. 

As  is  often  the  case  with  new  tech 


Not  Too  Big, 
Not  Too 
Small,  But 
Just  Right? 


Computer  and 
phone  makers 
hope  the  new 
'tweeners  can 
ignite  interest — 
and  profits 


SAMSUNG  Ql 
ULTRA  UMP 
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Display:  7-in.  tou , 
Weight:  1.5  lb. 
Input:  Split  thurr 
board,  stylus 
Communication 
data,  Wi-Fi,  Blue- 
Storage:  8  gigab  ^ 
Battery  life:  5  he 
Available:  May '( L 
Price:  $1,499 
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product  cycles,  the  backroom  power  br 
kers  are  Microsoft  and  Intel.  They 
pushing  a  new  format  called  Ultra  M 
bile  PC  (UMPC).  These  devices,  a  subs  L 
of  the  overall  'tweener  universe,  weij  L 
less  than  three  pounds,  have  displa;  . 
smaller  than  7  in.  across  diagonally,  ar  .. 
run  Windows.  Microsoft  added  featun   . 
to  Windows  Vista  aimed  at  improvir  L 
the  small-screen  experience.  Intel  is  d  | 
signing  a  new  processor  from  the  groui  L 
up  to  boost  performance  while  consul)  i 
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in.  screen 
[ ounces 
rib  keyboard 
ation:  Cell  phone, 
:ooth,  infrared 
gigabyte  removable 

5  hours 
Third  quarter '07 
ut  $1,000 


SONYVAIOUX 
PREMIUM  MICRO  PC 

Display:  4.5-in.  touch  screen 

Weight:  1.2  lb. 

Input:  Thumb  keyboard,  stylus 

Communication:  Cell  phone, 

Wi-Fi,  Bluetooth 

Storage:  32-gigabyte  flash 

memory 

Battery  life:  3.5  hours 

Available:  February  '07 

Price:  $2,349 


PALM 
FOLEO 

Display:  10-in.  screen 
Weight:  2.5  lb. 
Input:  Standard  keyboard 
Communication:  Wi-Fi, 
Bluetooth 
Storage:  N/A 
Battery  life:  5  hours 
Available:  June  '07 
Price:  $499  after 
$100  rebate 


rery  little  power,  a  must  for  extend- 
lattery  life. 

itil  that  chip  is  available  next  year, 
:  observers  believe  UMPCs  will  at- 
only  the  most  hard-core  gadget 
"We're  still  in  the  evolutionary 
;,"  says  Anand  Chandrasekher,  gen- 
manager  of  Intel's  Ultra  Mobile 
lip.  "The  second-generation  ones  are 
h.  better  than  the  first  generation, 
the  third  generation  will  be  much 
;r  than  the  second."  Indeed,  so  far, 


UMPC  sales  haven't  made  a  blip  on  the 
industry  radar  screen.  "We  are  talking  a 
fraction  of  a  percent  of  the  total  PC  mar- 
ket. Noise,"  says  analyst  Leslie  Fiering  of 
Gartner  Inc. 

The  major  hangup  is  Windows.  De- 
vices loaded  with  Vista  are  expensive,  op- 
erate sluggishly,  and  have  short  battery 
lives.  That's  because  the  huge  operating 
system  is  designed  to  run  desktop  com- 
puters, not  small  portables.  "We  have 
suggested  that  if  they  offer  something 


pared  down  from  Vista,  that  might  be  a 
way  to  go,"  says  Bret  Berg,  senior  product 
marketing  manager  for  Samsung,  which 
just  released  its  Ql  Ultra  UMPC,  running 
Windows  Vista.  So  far  the  software  giant 
is  mum  about  its  plans:  "We're  looking 
at  adjustments,  but  I  can't  comment  on 
it  right  now,"  says  Greg  Amrofell,  a  prod- 
uct manager  for  Microsoft's  Windows 
Mobile  group. 

SMALL  FRY 

ALL  THE  LARGEST  PC  companies- 
Hewlett-Packard,  Dell,  and  Lenovo— have 
been  sizing  up  the  'tweener  opportunity, 
yet  none  has  taken  the  plunge.  "At  the 
moment,  we  have  decided  there's  no 
balance  between  weight,  screen  size,  bat- 
tery life,  and  price  that  would  give  us 
something  that' s  meaningful  to  the  end 
user,"  says  Marc  Godin,  vice-president 
of  product  development  for  Lenovo's 
portable  division. 

That  leaves  mainly  smaller  PC  players 
and  mobile-phone  producers  to  experi- 
ment with  new  shapes  and  sizes.  Nokia 
is  convinced  its  expertise  in  designing 
low-power  devices  with  little  screens 
will  win  out.  For  one  thing,  Nokia  por- 
tables, such  as  the  E90  Communicator 
that  is  expected  in  the  late  summer, 
won't  run  Windows. 

Palm's  Hawkins  has  faced  skepticism 
about  the  Foleo  concept  ever  since  he 
began  talking  it  up  to  colleagues  five  years 
ago.  "People  would  just  say,  'It's  a  stupid 
idea,  who's  going  to  buy  this?' "  he  recalls. 
But  Hawkins  was  so  convinced  he  was 
right  that  he  made  the  project' s  survival  a 
precondition  in  the  2003  sale  of  his  com- 
pany, Handspring,  to  Palm.  That  paved 
the  way  for  Hawkins'  return  to  Palm, 
which  he  started  a  decade  earlier. 

Until  a  clear  leader  emerges  to  define 
the  boundaries  between  these  devices, 
as  Hawkins'  PalmPilot  did  with  PDAs, 
confusion  will  reign.  For  now,  pity  anyone 
who  has  to  distinguish  one  mobile  device 
from  another.  Recendy,  at  San  Francisco 
International  Airport,  a  Transportation 
Security  Administration  employee  scan- 
ning carry-on  bags  stopped  the  conveyor 
and  stared  intently  at  an  unidentifiable 
object  on  her  screen.  "Is  that  a  laptop?" 
she  asked  a  traveler.  "No,  it's  a  UMPC,"  he 
answered.  "Ifs  not  a  laptop?"  she  asked. 
"No."  She  stared  for  a  few  seconds  more 
and  then,  with  a  look  of  bewilderment, 
waved  him  through.  II 
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MORE  GIZMOS:  For  a  slide  show  featuring  the 
latest  mobile  computing  gadgets,  go  to 
www.businessweek.com/extras 
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Pirate-Proofing 
Hollywood 

Video  fingerprinting  could  remove 
a  lot  of  the  guesswork  for  npviemakers 


BY  PETER  BURROWS 

RIGHT  NOW,  TINSELTOWN 
is  all  agog  over  Johnny 
Depp's  latest,  Pirates  of  the 
Caribbean:  At  World's  End. 
But  a  different  piracy  saga 
may  have  a  more  lasting 
impact  on  the  industry.  By 
the  end  of  May,  the  Motion  Picture  Asso- 
ciation of  America  (MPAA)  will  report  to 
its  member  studios  the  results  of  tests  of  a 
dozen  computerized  video-fingerprinting 
systems.  This  technology  is  designed  to 
identify  pirated  movies  wherever  they  ex- 
ist on  the  Internet,  automating  a  job  that 
is  now  done  by  staffers  who  look  for  in- 
fringing clips  with  their  own  eyes. 

Fingerprinting  systems  could  be  a 
crucial  link  in  the  battle  to  control  video 
content  on  the  Net.  Most  studios  and  TV 
networks  have  come  to  terms  with  the 
idea  that  they  need  to  make  shows  avail- 
able on  the  Net.  However,  tensions  over 
whether  they  get  paid  for  clips  recently 
led  Viacom  to  slap  Google  Inc.'s  video 
site  YouTube  with  a  $1  billion  copyright- 
infringement  lawsuit.  The  MPAA  is  ex- 
pected to  report  that  the  technology,  after 
years  of  testing,  is  now  ready  for  prime 
time.  Says  MPAA  Vice-President  Dean 
Garfield:  "This  technology  works." 

But  that  doesn't  guarantee  video  Web 
sites  will  agree  to  deploy  it.  Many  of 
the  Web  giants,  including  MySpace.com 
(owned  by  media  giant  News  Corp.),  Mi- 
crosoft, and  Yahoo!,  have  said  they  plan  to 
do  so.  But  others— particularly  YouTube— 
are    moving    more 


slowly,  say  sources 
in  the  industry.  One 
reason  is  if  s  still  not 
clear  who  will  pay 
for  video  search.  The 
systems  must  be  de- 
ployed both  by  the 
studios,  which  cre- 
ate a  database  of  film 


THE  STAT 
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"fingerprints"  or  markers,  and  by  the 
video  sites,  which  run  user-uploaded  vid- 
eos through  software  to  find  matches. 

TIPS  FOR  CLIPS 

THE  HUNT  FOR  viable  video-fingerprinting 
technology  is  akin  to  an  episode  of  CSI: 
Crime  Scene  Investigation.  In  recent  years, 
many  video  sites  have  done  deals  with 
Audible  Magic  Corp.  in  hopes  of  using  its 
music-search  technology  to  spot  pirated 
films  and  TV  shows  by  analyzing  sound 
tracks.  But  what  if  they've  been  dubbed 
into  Chinese  or  Ital- 
ian? Also,  hackers 
have  plenty  of  ways 
to  disguise  pirated 
video.  To  throw  off 
studio  screeners, 
they  may  change  the 
name  of  a  clip  or  start 
with  a  few  seconds  of 
a  home  movie.  Many 


U.S.  Tilm  studios' 

estimate  for  their 
losses  due  to  all 
piracy  in  2005. 

Data:  L  £  K  Consulting 


older  fingerprinting  technologies  ca 
duped  by  tilting  the  image  slightly  sc  | 
the  bits  are  harder  to  recognize. 

But  screening  companies  are  maj 
progress.  Two-year-old  Vobile  Ini 
Santa  Clara,  Calif.,  did  well  in  the  IV 
tests,  with  technology  that  extracts  - 
it  calls  "video  DNA"  from  a  movie 
ecutives  won't  say  what  that  DNA  ii 
say  it  lets  them  spot  even  a  few  sea 
of  a  fingerprinted  film.  In  a  demon 
tion,  CEO  Yangbin  Wang  shows  hov 
software  identified  a  fuzzy  scene  of 
Disney  Co.'s  The  Jungle  Book  shot  e 
angle  with  a  camcorder. 

Instead  of  just  using  the  fingerprir 
technology  to 
vent  access  to  pit 
material,  the  film 
dios  say  they  ) 
to  strike  deals 
would  squeeze 
lars  out  of  clips/, 
suggest  some 
who  tries  to  dd 
load  a  pirated  epir 
of  a  hot  show  like 
could  be  asked  to 
$2.99.  Or  a  site  m 
let  viewers  watch 
car-chase  scene 
Bullitt  free  of  chzi 
so  long  as  they  pit 
with  a  Chrysler 
Ad  revenues 
be  shared  by  the 
and  the  cop; 
holding  studio. 

Google  has  sa^ 
is  working  on  its  <■ 
video-fingerprini 
technology  but  hasn't  announced  a  ti 
table  for  deployment.  In  the  meanti 
YouTube  has  limited  technology  to  k 
offending  clips  from  popping  backi' 
once  they've  been  identified.  And  its 
minute  limit  on  clips  prevents  the  loa6 
of  whole  shows.  "We're  always  worli 
on  whatever  we  can  think  of  to  help  cc 
right  holders  protect  their  rights,"  i 
Glenn  Brown,  a  Google  lawyer. 

But  studio  executives  and  suppl 
of  fingerprinting  systems  complain  t 
the  search  giant  is  singularly  resistan 
negotiations.  Google  has  a  partners 
with  Audible  Magic,  but  industry  ins 
ers  say  that  company's  technology 
fingerprinting  music  is  not  yet  up  to 
task  of  identifying  video. 

Or,  as  some  industry  officials  sugg 
the  hurdle  may  not  be  technological 
all.  Google  may  not  have  decided  yeth 
much  of  the  online  box  office  it  want' 
share  with  Hollywood.  ■ 
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10-Year  Corporate  Average  Fuel  Economy 


Honda  Average 
30.1  mpg 


Industry  Average 
24.8  mpg 
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The  results  of  a  higher  mission. 

Over  the  past  ten  years,  Honda  has  achieved  the  highest  average 
fuel  economy  of  any  automaker*  Which  makes  for  better  cars. 
Increased  competition  to  create  better  technology.  And,  our 
ultimate  goal,  a  cleaner  environment. 
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"Based  upon  the  average  sales-weighted  fuel  consumption  for  I996-2005  model  year  passenger  car  and 
light-truck  fleets  sold  in  the  U.S..  based  on  CAFF,  reports  ©  21  K)7  American  I  londa  Motor  Co..  Inc.  honda  com 


The  Power  of  Dreams 
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Feedback  I  Extreme  Investing 

Hail 
Colombia 

An  outpouring  of  reactions-from  gratitude  to 
revulsion-to  a  recent  BusinessWeek  story 


BusinessWeek 


Our  May  28  Cover  Story,  "Extreme  Investing:  Inside 
Colombia,"  turned  out  to  be  both  timely  and,  to  many 
readers,  counterintuitive.  Some  20  Colombian  lawmakers  and 
businessmen  had  just  been  arrested  for  their  alleged  links  to 
paramilitaries  who  murdered  hundreds  of  citizens,  including 
labor-union  activists.  President  Alvaro  Uribe  strongly  denied 
accusations  that  he  was  involved  in  the  affair.  Meanwhile, 
the  nation's  police  chief  and  head  of  police  intelligence  were  ousted  amid 
suspicions  that  they  had  illegally  wiretapped  opposition  politicians  and 
journalists.  This  was  the  Colombia  that  most  people  knew:  violent,  corrupt, 
unstable.  Our  story  shed  light  on  the  awkward  first  steps  of  the  journey 
toward  a  new  Colombia— a  free-market  bastion  on  an  increasingly  leftist 
continent,  an  emerging  market  swept  up  by  a  surge  of  foreign  investment 
unleashed  in  large  part  by  Uribe's  passionate  embrace  of  global  trade.  As  our 
story  made  its  way  to  the  Internet  portals,  it  stood  out  starkly  amid  the  dozens 
of  intensely  negative  headlines.  JWe  didn't  expect  the  deluge  of  feedback 
we  received,  so  heavy  it  took  our  online  team  several  days  to  read  through 
the  first  batch  of  responses  before  posting  them,  sometimes  translating  from 
Spanish.  The  story  aroused  two  basic  feelings:  gratitude  and  revulsion.  The 
gratitude  came  mostly  from  Colombians  and  Colombian  expats  moved  by  our 
surprisingly  upbeat  portrait  of  their  war-torn  homeland.  The  revulsion  came 
mostly  from  outsiders  who  thought  we  were  glossing  over  Colombia's  many 
problems.  The  polarization  seems  entirely  fitting,  for  Colombia  is  a  nation  of 
ever  starker  contradictions.  J  Here  are  some  edited  excerpts: 


»  I  am  one  of  millions  of  Colombians 
who  fled  the  country  to  find  a  better 
future.  Today  I  live  in  Chile.  I  just 
wanted  to  thank  you,  as  I  am  sure  many 
Colombians  would,  for  showing  the 
rest  of  the  world  that  our  country  is 
not  only  about  drugs  and  guerrillas  but 
also  offers  increasing  opportunities  for 
investment.  Soon  I  will  be  going  back. 
Articles  like  yours  reinforce  my  idea  of 
working  for  my  country.  Thank  you! 

Ana  Carolina  Duque  F. 


and  then  watching  the  slide  show 
[businessweek.com/magazine/toc/07- 
22/B4036magazine.htm]  made  tears 
run  down  my  face.  jViva  Colombia! 

Oscar  J.  Diaz 


»  As  a  Colombian,  I  have  a  lot  of  hope 
about  our  future.  For  this  reason,  my 


wife  and  I  are  planning  to  move  back-* ; 
to  Colombia  in  a  couple  of  years,  even  I 
though  there  are  great  opportunities 
in  the  U.S.  We  have  received  the  best 
education  in  the  world,  but  we  feel  th.i  3 
we  can  make  a  better  contribution  in 
Colombia. 

Carlos  A.  Arbol'i 


i 


»  The  company  I  work  for  in  Minnest-  ml 
has  been  investing  in  Colombia  for  thi1 1 
past  two  years.  Doing  business  there 
is  the  best-kept  secret  in  the  industry. 
Everybody  else  goes  to  China,  but 
we  have  a  closer  source  and  ally  with 
excellent  products  and  human  values 
Colombia. 

Screen  name:  Eri  o 


»  I  have  lived  in  Colombia  for  almost  I 
all  my  life  and  have  seen  the  damage 
that  drug  production  and  consumptio 
have  done  to  our  country.  At  the  same 
time,  I  see  the  unbelievable  change  an 
dramatic  improvement  this  country 
has  made  in  security,  investment,  soci 


»  Thank  you  so  much  for  giving  my 
nation  a  name  that  can  be  seen  as 
respectful,  not  shameful.  In  all  honesty, 
listening  to  your  online  commentary 
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All  of  it— the  stock  market  gains,  the  development, 
the  rising  living  standards— rests  on  confianza. 
Foreigners'  view  of  Colombia  as  a  lawless,  violent, 
riven  land  won't  change  quickly.' 

-from  ''Extreme  Investing:  Inside  Colombia  \ 


;s,  economic  growth,  confidence, 
lity,  and  so  on.  It  will  take  time  to 
the  problems.  But  with  the  help 
arnalists  like  you,  the  world  will 
|;nize  Colombia  as  a  fantastic  place 
sit  and  invest. 

Carlos  Enrique  Moreno  M. 


is  past  January  I  went  back  to 
nbia  with  some  American  friends, 
(ike  you,  they  were  all  victims  of 
Colombian  bug.  This  is  the  idea  that 

after  you  step  out  of  the  airplane, 
pegin  to  fall  in  love  with  the 
ith  of  the  people  and  the  spirit  of  a 
;gling  nation.  Then  you  realize  that 

stereotype  is  no  longer  valid.  You 
prrect:  The  people  of  Colombia  are 
proud.  Their  pride  and  their  spirit 
given  them  the  energy,  willpower, 
Datience  to  be  the  only  nation  in  the 
i  to  survive  what  many  have  called 
fyear  civil  war. 

Jorge  M.  Montoya  II 


J^^   Medellm  in  particular 

I  is  undergoing 

I  one  of  the  most 
extraordinary  urban 
makeovers  in  modern  times. 
"Our  trucks,  drivers,  and 
distributors  were  attacked 
at  least  once  a  day,"  recalls 
[one  executive],  of  the  scene 
seven  years  ago.  "Now  it  just 
doesn't  happen." 

-from  "Extreme  Investing" 

impact  on  countries  like  ours.  Too  many 
Colombians  are  good  people  for  so  few 
bad,  money-hungry  people  to  continue 
damaging  our  country. 

Screen  name:  Roberto 


|i  underestimate  and  underdescribe 
pectacular  country.  Go  to  the 
s,  the  coffee  zone,  the  coast.  It  is 
lgh  people  like  you  that  we  can  help 
ange  the  negative  perception  of 
tnbia.  We  have  only  one  problem: 
.consumption.  If  the  rest  of  the 
i  works  on  educating  potential  users 
1st  consumption,  we  will  solve  a  huge 
d  problem  that  has  its  most  negative 


»  This  article  is  obviously  trying  to 
paint  a  pretty  picture  of  a  grim  reality. 
Anyone  who  thinks  things  are  turning 
around  is  delusional.  Just  visit  any  of  the 
millions  of  people  who  live  in  the  slums, 
and  they'll  tell  you  about  the  economic 
"turnaround."  Colombia's  peace  is 
artificially  kept  by  the  U.S.'s  helping 
economic  arm.  If  the  aid  were  to  stop, 
say  goodbye  to  peace  and  prosperity. 
Screen  name:  YJ 


»  I  am  married  to  a  Colombian,  and  my 
in-laws  suggest  that  while  Colombia 
is  safer  than  it  used  to  be,  it  is  not 
particularly  safe.  The  murder  and 
kidnapping  rates  are  still  quite  high. 
I  have  been  warned  that  because  my 
appearance  is  clearly  non-Colombian, 
kidnapping  is  a  concern.  I  hope  the 
problems  continue  to  diminish  to  the 
point  one  can  feel  comfortable  going 
there.  I'd  love  to  return  and  be  able  to 
walk  around  without  always  looking 
over  my  shoulder. 

Screen  name:  OLC 


»  The  article  is  full  of  warnings,  yet 
omits  to  mention  three  Americans- 
Marc  Golsalves,  Thomas  Howes,  and 
Keith  Stansell— who  have  been  held  by 
Marxist  rebels  since  2003.  The  irony 
there  was  that  a  B W  editor  appeared 
on  ABC's  America  This  Morning  (May 
21)  to  discuss  the  article,  and  right 
after,  the  newscast  switched  to  the 
report  of  the  three  MIAs.  Had  to  make 
any  investor  this  side  of  Evel  Knievel 
think  twice. 

Steve  Cohn 
Media  Industry  Newsletter  (May  25) 


»  When  will  the  world  and  the  U.S. 
drug  users  understand  that  their 
cocaine  and  other  drug  "highs"  mean 
misery,  death,  and  corruption  for  the 
Colombian  people?  The  country's 
natural  resources  such  as  the  Amazon 
jungle  and  its  once  lush  forests  have 
been  cleared  to  grow  poppy  and  other 
plants  used  to  manufacture  illegal 
drugs.  Also,  efforts  to  eradicate  such 
plantations  have  made  it  necessary 
to  use  powerful  chemicals  that 
might  result  in  even  more  harm  to 
the  environment.  Rivers  are  being 
contaminated  as  well.  As  long  as  there 
are  consumers,  there  will  be  producers 
and  the  people  of  Colombia  will 
continue  to  suffer  from  the  resulting 
tragic  and  unfair  consequences. 

Screen  name:  Julia  Brociner 


»  Thank  you  for  your  sincere  effort  to 
keep  at  bay  damaging  preconceptions 
and  stereotypes  about  Colombia.  I 
wish  the  reality  of  the  country  were 
such  that,  apart  from  reporting  on  the 
success  of  the  new  twentysomething 
yuppies,  you  could  have  written  also 
about  less  inequality  and  corruption  at 
all  levels. 

Screen  name:  Luixxav 


*All  comments  signed  by  screen  names 
are  from  BusinessWeek.com. 
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TheCorporation  Energy 

All  Charged  Up 
In  California 

No  longer  just  a  utility,  Sempra  Energy  is 
moving  into  booming,  unregulated  markets 


BY  ADAM  ASTON 

REMEMBER  CALIFORNIA'S 
long,  hot  summer  of 
2000?  The  state  was 
struggling  with  sky-high 
energy  prices,  steamy 
temperatures,  failed  de- 
regulation, and  Enron-led 
market  manipulation.  The  markets  sup- 
plying its  vast  power  grid  were  hurled 
into  chaos,  leading  to  a  statewide  drive  to 
boost  efficiency  and  promote  alternative 
energy.  Today,  California  utilities  and  en- 
ergy generators  face  some  of  the  strictest 
green  rules  in  the  country. 

But  what  others  saw  as  onerous,  Sem- 
pra Energy  saw  as  opportunity.  Chairman 
and  CEO  Donald  E.  Felsinger  seized  the 
moment  to  reinvent  the  company,  turn- 
ing it  into  a  fast-growing  energy  utility 
with  few  parallels.  Building  on  Sempra's 
stable  business  selling  power  in  Southern 
California,  Felsinger  has  been  on  an  $11 
billion  spending  spree  that  will  extend 
the  company's  reach  into  booming  mar- 
kets in  energy  trading,  gas  pipelines,  and 
offshore  liquefied  natural  gas  terminals. 
Last  year,  Sempra  netted  $1.4  billion  on 
sales  of  $11.8  billion,  and  returns  from 
the  new  investments  could  add  $1  billion 
in  pretax  earnings  by  2011.  Its  stock  is  up 
40%,  to  over  60,  in  the  year  to  May  30. 

Lately,  Sempra's  regulated  utilities  are 
focused  on  efficiency,  using  advanced 
technology  to  coax  millions  of  custom- 
ers to  consume  less  energy.  For  instance, 
its  San  Diego  Gas  &  Electric  utility  is 
replacing  1.3  million  "spinning  disc" 
meters— a  century-old  analog  technol- 
ogy—with  wireless  digital  versions  that 
relay  data  back  to  util- 
ity managers.  For  $572 
million,  the  smart  sen- 
sors will  help  Sempra 
keep  track  of  demand 
spikes  and  see  early 
signs  of  outages.  Down 


RE-INVENTOR 

Felsinger  saw 
California's 
strict  green 
rules  as  an 
opportunity 


the  road,  they  can  be  linked  to 
big  household  energy  hogs  such 
as  central  air  conditioners.  Then 
Sempra  will  be  able  to  offer  a 
discount  to  customers  who  allow 
the  utility  to  reach  in  remotely  and 
nudge  their  thermostats  up  when 
power  demand  peaks. 

Sempra's  unregulated  activities  are  the 
real  growth  engine.  The  biggest  success  is 
a  trading  operation  that  takes  positions  in 
natural  gas,  oil,  electricity,  and  other  com- 
modities. If  s  a  high-risk  business  that 
has  leveled  the  likes  of  Enron  and  Dyn- 
egy, which  is  why  Felsinger  has  labored 
to  keep  the  trading  unit  from  outgrowing 
Sempra's  regulated  businesses.  Even  so, 
that  division  is  now  the  largest  nonbank- 
ing  player  in  many  of  the  energy  markets 
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where  it  trades,  and  it  has  delivere 
consecutive  quarters  of  profitability, 
other  energy  player  has  been  as  sua 
ful  with  this,"  says  Swami  Venkatarai 
a  utilities  analyst  at  Standard  &  Pc 
which,  like  BusinessWeek,  is  a  unit  of 
McGraw-Hill  Companies. 

The  trading  business  has  helped  S 
pra  pinpoint  opportunities.  A  few  y 
ago,  when  natural  gas  sold  for  just  a  t 
as  much  as  it  does  today,  Sempra  tra 
began  to  see  price  spikes  and  spot  si 
ages.  The  signals  guided  Felsinge 
make  some  of  the  industry's  biggest 
on  natural  gas  infrastructure  in  dec 
In  Mexican  waters  off  the  coast  of 
California,  just  south  of 
Diego,  and  in  the  Gu 
Mexico,  Sempra  will  s 
complete  two  multibill 
dollar  terminals  able 
hook  up  to  high-tech  si 
carrying  liquefied  nat 
gas  to  U.S.  markets.  "' 
traders  help  us  see  further  out  than  I 
competitors,"  says  Felsinger. 

These  LNG  terminals  come  at  a  t 
when  U.S.  demand  for  natural  ga 
surging,  and  North  American  sources 
drying  up.  Of  more  than  50  gas  termbi 
proposed,  only  Sempra  and  Cheniere  e 
ergy  Inc.  have  been  able  to  start  build 
new  facilities. 

Sempra  is  also  plowing  investm 
into  gas  storage  facilities  and  has  a  i 
stake  in  a  pipeline  that  taps  some  of 
last  big  reserves  of  nn 
ral  gas  in  the  U.S.  V> 
Kinder  Morgan  Ene 
Partners  and  ConocoPI 
lips,  Sempra  is  build  \ 
the  $4.4  billion  "Rod 
^^L  Express"  pipeline,  a  l,flj 
mile  link  from  the  Rod 
to  Ohio  that  will  feed  \ 
gas-starved  Northeast.' 
I      »  *  From  now  through  2C 

]2_j5^  natural  gas  consumpt 
will  rise  by  15.8%  natii 
ally.  The  Energy  Dept. 
ures  the  share  met  byy 
ports  will  rise  to  21%  ft' 
16%  today.  Most  of  the  r 
imports  will  come  via  L 
terminals,  like  Sempr 
Meanwhile,  Merrill  Lyi 
&  Co.  expects  natural , 
prices  to  hit  near-reo 
highs  in  the  year  ahe 
With  stakes  in  pipelir 
storage  tanks,  and  imp 
terminals,  Sempra  is  poL 
to  profit  no  matter  wh 
the  gas  comes  from.  ■  I 
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We  know  what  it  takes  to  be  a  Tiger. 

While  all  embrace  the  idea  of  continuous  improvement, 
high  performers  are  the  ones  who  actually  practice  it, 
often  viewing  change  itself  as  a  core  competency.  So 
says  Accenture's  ongoing  research  on  over  500  of  the 
world's  most  successful  companies.  For  an  in-depth 
look  at  our  study  of  and  experience  With  high'  performers, 
visit  accenture.com/research 

Consulting  •  Technology  •  Outsourcing 
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accenture 

High  performance.  Delivered. 


TheCorporation  Strategies 

A  Smoothie 
You  Can  Chew  On 

To  appeal  to  diners  as  well  as  drinkers, 
Jamba  Juice  is  adding  heft  to  its  concoctions 


in 


&? 


BY  LOUISE  LEE 

THE  FUTURE  OF  THE 
smoothie  is  chunky.  At 
least,  that's  what  Brian  Ng 
thinks.  For  months  now, 
he's  been  in  hot  pursuit  of 
the  perfect  combination 
of  chunkiness  and  cold, 
pureed  fruit.  In  this  quest,  Ng,  a  prod- 
uct-development manager  at  smoothie 
chain  Jamba  Juice,  has  traveled  a  bumpy 
road.  He's  tested  all  kinds  of  ingredi- 
ents in  search  of  the  ones  that,  when  put 
through  a  blender  with  fruit,  yield  no 
glops,  no  mush,  no  graininess.  Just 
honest-to-goodness  chunks. 

Long  known  for  staples  includ- 
ing Banana  Berry  and  Strawberries 
Wild,  Jamba  is  busy  bulking  up  its 
menu  as  part  of  its  bid  to  be 
come  the  Starbucks  of  the 
smoothie.  The  600-store 
chain,  which  in  the  most 
recent  fiscal  year  posted 
net  income  of  $2.9  million 
on  sales  of  $253  million, 
is  on  the  cusp  of  its  most 
aggressive  expansion  ever, 
both  in  its  products  and  its 
physical  presence.  Jamba 
plans  to  boost  store  count 
to  as  many  as  1,095  over 
the  coming  three  years. 
"Just  as  Starbucks  defined 
the  category  of  coffee,  Jam- 
ba has  die  opportunity  to 
define  the  category  of  the 
healthy  snack,"  says  Brian 
Moore,  analyst  at  Wed- 
bush  Morgan  Securities. 
He  thinks  Jamba  could 
eventually  expand  to  as 
many  as  5,000  locations. 

Privately  held  since  its 
1990  founding,  the  chain 
went  public  last  Novem- 
ber when  it  was  acquired 
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by  Services  Acquisition  Corp.  Interna- 
tional, a  so-called  blank  check  company 
formed  solely  to  raise  funds  to  acquire 
an  existing  business.  Major  shareholders 
of  newly  christened  Jamba  Inc.  include 
Soros  Fund  Management  and  venture 
firm  Benchmark  Capital  Management 
Co.  The  chain  does  not  lack  for  experi- 
ence at  the  top:  Its  chairman  is  former 
AutoNation  and  Blockbuster  CEO  Steven 
R.  Berrard.  CEO  Paul  E.  Clayton  was 
president  of  Burger  King  Holdings  Inc.'s 
U.S.  operations  before  joining  Jamba  in 
2000.  Now,  with  $85  million  in  cash  and 
little  debt,  Jamba  is  filling  out  its  ranks, 
laying  out  $3  million  this  year,  in  part  to 
hire  and  train  such  crucial  employees 
and  district  managers,  real 
estate  analysts,  and  product- 
development  experts. 


Expanding  the  definition  of 
smoothie,  and  adding  a  warm  prodi 
perhaps,  executives  say,  a  "hot,  sa 
pocket"— is  key  to  the  chain's  ambit 
plans.  Its  current  smoothies  are,  ' 
smooth,  since  they're  marketed  as  b« 
ages.  Typically,  they're  a  blend  of  f 
fruit  juice,  and  ice.  Some  contain  yo 
or  peanut  butter.  But  Jamba  has  a  pi 
ing  business  reason  to  add  new  text  u 
and  ingredients  to  the  mix:  As  part  c 
sales  strategy,  the  chain  wants  to  b 
the  frequency  of  customer  visits.  V 
total  fewer  than  two  a  month  for  air 
80%  of  Jamba  customers.  If  Jamba 
make  some  products  more  filling,  it  c< 
attract  not  just  thirsty  customers 
also  hungry  ones.  Since  any  ingred 
that  requires  some  chewing  likely  i 
calories  and  feels  more  filling,  "tex 
is  part  of  how  we'll  get  there,"  says  1 
Coletta,  Jamba's  senior  vice-presk 
for  marketing.  That's  what  makes  1 
experimentation  in  Jamba's  food  lab  s- 
a  vital  strategic  effort  for  the  compair 

CHIC  EATS 

JUST  AS  FASHION  HOUSES  must  sta;i  , 
top  of  the  latest  trends  in  clothing  stjt 
Jamba  must  scope  out  the  coming  trei  J 
in  taste.  Once  it  spots  the  next  hot  fla; 
nutritional  trend,  or  texture,  it  must  i 
ure  out  how,  and  when,  to  incorpo 
it  into  products.  It  must  excel  at  juii  Z 
ing  on  nascent  trends— if  not  launch  ( 
them— before  rivals. 

In  food  circles,  adding  more  texta  j" 
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Juice 


The  Search  for 
Substance 

Texture,  flavor,  nutritional  value-they're 
part  of  the  quest  for  a  killer  smoothie 

TANGY  Tart  is  in,  so  Jamba's  developed  a  drink  with  the 
Brazilian  acai  berry  (lower  left),  but  the  company  says 
pomegranates  (right)  are  "on  trend"  right  now. 

CHUNKY  Addinggrains  like  oatmeal  or  adding 
nuts  like  almonds  could  make  a  smoothie 
substantial  enough  to  be  marketed  as  a  light 
meal  in  itself. 

INFECTION-FIGHTING  Mixing  in  more  yogurt  or  other  probiotic 
substances  that  encourage  the  growth  of  disease-fighting  bacteria 
may  appeal  to  increasingly  health-conscious  consumers. 


A 


CHOLESTEROL-CURBING 

Mixing  flaxseed  (right),  a  good 
form  of  oil  such  as  saff  lower,  or 
other  unsaturated  fat  in  a  drink 
could  whet  boomers'  appetites. 
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nutritional  value  to  products  is  in. 
became  obvious  on  a  trend-spot- 
trip  to  Manhattan  that  Coletta  and 
nembers  of  his  staff  took  in  mid- 
1.  The  group  sampled  the  menu  at 
dozen  eateries  and  noted  grains 
as  flaxseed  added  to  beverages 
baked  goods. 

it  what  texture  would  work  in  a 
>a  smoothie?  Chunky  is  in  synch 
1  the  current  consumer  desire  for 
ural"  products  that  seem  "organic 
wholesome  and  real,"  says  Co- 
letta. Over  the  last  sev- 
eral years  Jamba  has 
toyed  with  the  concept 
unsuccessfully.   Ng,  a 

k  lanky  27-year-old  with 

spiky  black  hair,  spent 
months  experiment- 
ing with  peanut  and 
cheesecake  smoothies. 
But  the  ground  peanuts 
felt  too  gritty  and  didn't 
even  taste  like  peanuts 
when  mixed  with  the 
other  ingredients.  The 
dsecake  smoothie,  which  contained 
'of  graham  cracker,  failed,  too.  "It 
^d  some  chunkiness,  but  after  15 
jutes  it  just  turned  mushy,"  says  Ng. 
ymied,  Jamba  put  chunkiness 
tald.  Ng  turned  to  other  projects, 
king  on  low-calorie  fruit-and- 
:  smoothies  and  low-carbohydrate 
othies.  But  late  last  year,  the  need 
inker  with  the  original  smoothie 
mla  became  more  urgent,  largely 
tuse  Jamba  wanted  to  introduce  a 
iuct  substantial  enough  to  serve  as 
ht  meal.  In  a  brainstorming  session, 
■president  for  product  innovation 
n  Lee,  Ng,  and  a  few  others  kicked 
ind  ideas  for  ingredients,  suggest- 
luts,  corn  meal,  carrots,  even  beans, 
nola  seemed  the  most  promising 
me,  so  Ng  scooped  up  a  few  pounds 
very  kind  of  granola  he  could  find. 
le  made  the  mixture  too  thick;  add- 
more  liquid  made  them  too  runny, 
ard-to-pour  smoothie  is  heresy  at 
ba,  since  Lee  says  that  watching  a 
othie  being  poured  from  the  pitcher 
the  cup  with  a  grand  flourish  is  part 
le  thrill. 

Itimately,  Ng  narrowed  down  his 
pes  to  a  handful  to  test  in  a  few 
es.  Jamba  won't  disclose  the  actual 
'edients,  although  Lee  says  that  the 
luct  contains  "a  variant  of  granola 
cereal."  If  consumers  like  it,  Jamba 
have  made  a  big  step  forward.  If  not, 
:an  look  forward  to  a  lot  of  long  days 
1e  food  lab.  ■ 


KA-CHING  The  Rothko 
sold  for  $73  million 


The  Art 

Of  the  Art  Deal 

Sotheby's  and  Christie's  are  taking  on  more  risk 
as  they  find  new  ways  to  profit  in  ahot  market 


BY  CHRISTOPHER  PALMERI 

NORMALLY  AT  AN  AUO 
tion,  it's  the  bidders 
who  sweat.  But  there 
must  have  been  a  tiny 
bead  on  the  brow  of 
every  Sotheby's  execu- 
tive when  Mark  Roth- 
ko's  White  Center  came  up  for  sale  on 
May  15.  Sotheby's  won't  confirm  it,  but  a 
source  close  to  the  transaction  says  the 
auction  house  won  the  right  to  sell  the 


painting  by  taking  a  serious  gamble:  It 
guaranteed  owner  David  Rockefeller  a 
sale  price  of  at  least  $46  million.  What  if 
the  artwork  sold  for  just  $22  million,  the 
previous  record  for  a  Rothko?  Sotheby's 
was  on  the  hook  for  the  difference. 

The  contemporary  art  market  is  red 
hot,  but  even  so,  guaranteeing  a  record 
price  is  one  huge,  unhedged  risk.  The 
potential  payoff  was  also  large:  In  ad- 
dition to  a  commission  from  the  buyer, 
Sotheby's  would  get  a  cut,  estimated  at 
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Jeff  Weinstein 

Founder  and  CEO, 

The  Counter  Restaurants 

Custom  built  burgers 


Ask  Jeff  Weinstein  Why  He  Loves  His  BlackBerry 

"The  Counter  offers  over  300,000  burger  combinations.  I've  seen  people  put  some  pretty  crazy 
toppings  on  their  burgers  and  that's  fine  with  me.  We're  moving  into  an  age  of  customization. 
That's  what  inspired  The  Counter  Restaurants.  It's  like  my  BlackBerry.®  I  can  set  it  up  how  I  want. 

,  It  really  is  all  about  the  individual.  And  as  our  restaurant  concept  expands  nationally,  my  BlackBerry 
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ince 


The  Art  Market 


of  every  dollar  over  the  $46  million 
When  the  gavel  struck,  the  gamble 
>ff:  Sotheby's  sold  the  1950  abstract 
ng  to  an  anonymous  bidder  for 
million.  Sotheby's  estimated  take: 
million.  To  put  that  in  context,  ana- 
xistine  Koerber  of  JMP  Securities 
s  it  works  out  to  12<t  per  Sotheby's 
in  aftertax  earnings, 
heby's  and  Christie's  International 
ire  undoubtedly  raking  in  some 
ommissions  during  this  boom.  But 
e  also  profiting  in  unique  ways,  as 
Dckefeller  deal  illustrates.  They  are 
;:nting  themselves  by  taking  owner- 
stakes  in  paintings,  financing  pur- 
s,  and  buying  art  galleries.  "They've 
e  auction  market,  they've  expanded 
private  sales,  they 
te  galleries,"  says 
Stern,  a  longtime 
y  owner  in  Los  An- 
"TheyVe  got  their 
les  everywhere." 
a  time  when  many 
ics  were  predicting 
t  bubble  was  about 
3,  and  several  well- 
n  collectors  were 
g,  both  Sotheby's 
Christie's  have  bet 
other    way.    They 
more  guarantees, 
essentially  turn 
into  partners  with 
s,  than  ever.  The 
was  well-timed— 
jpring's  auction  sea- 
battered  all  sorts  of  records.  During 
ireeks  in  May,  the  two  houses  sold  a 
ined  $1.3  billion  worth  of  art,  a  50% 
aver  2006  spring  sales.  Internation- 
rers  played  a  part:  At  Christies'  May 
pressionist  and  Modern  auction, 
iicans  made  up  29%  of  buyers,  down 
51%  in  2006. 

PELLING  DEALS' 

OUGH  SOTHEBY'S  and  Christie's 
offered  guaranteed  prices  for  years, 
•ractice  has  accelerated  as  prices 
soared.  "The  auction  houses  have 
offering  very  compelling  deals," 
Adam  Lindeman,  a  collector  and 
ir  of  Collecting  Contemporary.  "They 
to  hit  hard  what's  in  demand  that 
n."  Going  into  the  spring  sales, 
toy's  had  promised  to  pay  sellers 
ist  $326  million  in  guarantees,  up 
$185  million  in  the  same  period 
ear.  Christie's  doesn't  release  many 
3ers,  but  based  on  notes  in  its  sales 
igs,  about  a  third  of  the  156  pieces  it 
p  for  sale  at  its  two  big  auctions  in 


THE  STAT 


New  York  in  May  had  a  guaranteed  price 
behind  them. 

Sotheby's  has  also  expanded  its  busi- 
ness of  making  loans  to  dealers  and 
collectors,  with  the  intent  that  the  cli- 
ents will  auction  their  works  through 
Sotheby's.  At  the  end  of  the  first  quarter, 
the  company  had  $231  million  in  such 
loans,  up  from  $167  million  in  the  same 
period  last  year.  In  the  15  years  ending  in 
2006,  the  company  says,  it  has  made  $2.1 
billion  in  loans  and  recognized  less  than 
$12  million  in  losses.  "Sotheby's  has  a 
very  good  track  record  of  managing  this 
risk  prudently,"  says  Chief  Financial  Of- 
ficer William  S.  Sheridan. 

Another  strategic  shift  has  both  art 
houses  acquiring  galleries.  Sotheby's 
paid  $55  million  last 
year  for  Noortman  Mas- 
ter Paintings,  a  Dutch 
dealer  in  Old  Masters. 
This  year  Christie's  paid 
an  undisclosed  sum  for 
Haunch  of  Venison,  a 
contemporary  art  gallery 
with  offices  in  London, 
Berlin,  and  Zurich. 
Owning  galleries  gives 
the  auction  houses  en- 
tree into  art  fairs,  such 
as  Art  Basel  Miami 
Beach.  Those  events 
are  a  fast-growing  part 
of  the  market  because 
they  allow  collectors  to 
shop  many  galleries  at 
once.  In  Christie's  case, 
the  acquisition  also  allows  it  to  establish 
relationships  with  up-and-coming  art- 
ists who  historically  sold  only  through 
galleries.  Business  is  "as  competitive  as 
ever,"  says  Marc  Porter,  head  of  Christie's 
Americas  unit,  "both  to  get  property  and 
on  the  auction  floor." 

Despite  the  keen  competition,  the  busi- 
ness remains  lucrative.  Sotheby's  revenues 
doubled  over  the  past  four  years,  topping 
$660  million.  After  losing  money  in  2003, 
when  its  stock  traded  as  low  as  7,  it  earned 
$107  million  last  year;  its  shares  now 
trade  at  47.  The  privately  owned  Christie's 
does  not  release  financial  results,  but  is 
thought  to  be  performing  at  least  as  well. 
With  the  unhedged  bets  and  lending, 
auction  houses  are  starting  to  seem 
more  like  financial-services  firms  than 
elite  art  purveyors.  Sotheby's,  in  fact, 
is  launching  a  credit  card.  Purchasers 
earn  points  to  be  redeemed  for  perks 
such  as  a  Sotheby's  auctioneer  for  a 
charity  event.  Putting  a  Picasso  on  plas- 
tic? In  the  fevered  art  world,  anything 
seems  possible.  ■ 
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SciTech 


Geriatrics 


;ht  Cure  for 
Ider  Care? 


The  Ri 
Ailing 

Nurse  practitioners  could  save  the  nation 
money— while  providing  quality  service 


BY  CATHERINE  ARNST 

AT  THE  END  OF  OUR 
lives,  we  can  only  hope 
to  see  the  face  of  some- 
one like  Renee  Roberts. 
She  is  a  42-year-old  ge- 
riatric nurse  practitio- 
ner employed  by  Ever- 
care,  a  division  of  UnitedHealth  Group 
Inc.  that  coordinates  care  for  elderly  cli- 
ents. She  also  represents  a  possible  solu- 
tion to  the  worsening  shortage  of  doctors 
trained  to  treat  the  elderly.  A  health-care 
model  that  relied  heavily  on  nurse  prac- 
titioners for  senior  citizens  rather  than 
physicians  could  save  the  nation  mon- 
ey—a lot  of  money— arguably  without 
compromising  quality.  "We  know  that 
investing  in  an  NP  up  front  leads  to  bet- 
ter care  and  a  lower  cost  at  the  back  end," 
says  Evercare  Chief  Execu- 
tive Dr.  John  Mach,  him- 
self a  geriatrician.  "We've 
achieved  a  45%  reduction 
in  hospitalizations  with  no 
negative  impact." 

Roberts  has  a  caseload 
of  80  to  100  very  old  pa- 
tients around  Augusta, 
Ga.  Most  of  them  live  in 
nursing  homes,  although 
she  tries  to  keep  patients 
out  of  institutions  as  long 
as  possible.  Her  mission 
is  to  see  that  her  patients 
get  the  best  medical  at- 
tention possible,  the  kind 
of  care  nursing-home  staff 
and  primary-care  doctors 
might  be  too  busy  to  pro- 
vide. She  visits  up  to  10  patients  each 
day,  five  days  a  week,  spending  some  45 
minutes  to  an  hour  per  visit— three  or 
more  times  the  length  of  a  typical  doc- 
tor visit.  She  deals  with  a  multiplicity 
of  chronic  illnesses,  and  because  many 
of  her  patients  are  suffering  from  de- 
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mentia,  she  can't  count  on  their  input 
to  guide  her.  "I  look  for  the  geriatric 
symptoms  they  can't  tell  me  about," 
says  Roberts.  "If  they  are  leaning  to 
one  side,  for  example,  that  might  mean 
they  have  a  urinary  tract  infection." 

Roberts  also  meets  frequently  with 
the  families  of  her  clients,  discussing 
such  uncomfortable  issues  as  end-of- 
life  directives,  frequently  left  unad- 
dressed  until  the  patient  is  in  crisis. 
"I'm  more  than  a  nurse  practitioner," 
she  says.  "I'm  a  clinician,  I'm  a  coun- 
selor, coach,  communicator,  manager, 
collaborator.  For  me,  geriatrics  is  a  very, 
very  rewarding  field." 

Those  last  few  words  are  rarely  heard 
from  physicians.  Each  year,  U.S.  medical 
schools  graduate  about  16,000  students, 
and  only  2%  seek  careers  in  geriatrics. 


Can  Nurse  Practitioners 
Improve  Geriatric  Care? 

To  find  out,  Medicare  funded  a  study  of  3,653  nursing  home 
residents,  half  of  whom  are  managed  by  nurse  practitioners* 

PATIENTS  WITH 

CARE  MANAGED  BY 

NURSE  PRACITIONERS 

STANDARD 

NURSING-HOME 

CARE 

Average  number  of  hospital 
admissions  per  100  residents 

2.4 

4.6 

Average  hospital  length 
of  stay  per  resident 

4.6  days 

5.4 

Hospital  cost  savings  per  NP  per  year  4>lUo,UU(J 

"  Under  the  auspices  of  Evercare,  a  unit  of  UnitedHealth  Group  Inc 
Data:  Journal  of  the  American  Geriatrics  Society 


In  a  2006  survey,  only  49%  of  medical 
school  graduates  said  they  received  any 
geriatrics  training  as  part  of  their  medical 
education.  Those  numbers  translate  into 
a  looming  health-care  crisis  as  the  Baby 
Boom  generation  starts  hitting  old  age. 
Based  on  Census  Bureau  projections,  the 


number  of  Americans  aged  65  and 
will  double  in  size,  from  35  millij 
2000  to  70  million  in  2030,  while 
85  and  older,  already  the  fastest-gn 
age  group,  are  expected  to  increase 
4.2  million  to  almost  9.6  million. 

As  a  result,  the  Alliance  for  Agin 
search  estimates  there  will  be  a  ne^ 
36,000  geriatricians  by  2030.  In 
there  were  only  6,615  of  these  ce: 
specialists  for  the  aged— one  for 
2,500  people  over  75.  By  2030  thei 
likely  be  only  one  per  3,600.  "Geri 
is  a  lost  cause,"  says  Dr.  Robert  L. 
director  of  the  University  of  Minne 
Center  on  Aging.  "There  are  just  to 
[geriatricians]  now,  and  no  sign 
there  is  any  growing  interest"  a;i! 
medical  students. 

WELL-PREPARED 

NURSE  PRACTITIONERS,  already* 
to  serving  poor  and  rural  popula 
where  doctors  are  scarce,  may  be 
inclined  to  take  on  the  aged.  I 
are  filling  in  the  gaps  and  are  \\ 
much  on  the  front  lines  in  takings 
of  elders,"  says  Dr.  Wayne  S.  Salts* 
chairman  of  geriatric  medicine  I 
Lahey  Clinic  in  Burlington,  Mass.- 
class  of  highly  trained  nurses,  whc 
ally  hold  master's  degrees,  are  ni 
to  work  in  collaboration  with  a 
tor,  although  in  16  states  they  a; 
lowed  to  practice  independently, 
can  diagnose  and  manage  acute 
chronic  illnesses  and  can  write, 
scriptions  in  all  50  s? 
They  can  also  spec 
in  geriatrics. 

Doctors,    however, 
not  keen  on  the  iddi 
turning  elder  care  ov\| 
NPs.  "I  love  nurse  prac 
ners,  but  that's  like  s.s 
old  people  should  get 
trained  caregivers,"  say  at 
Robert  N.  Butler,  pres^  B 
of  the  non-profit  Int. 
tional  Longevity  Cent!  it 
New  York,  and  found  I  noi 
1982  of  the  first  geri;!; 
department  in   a  me 
school,  New  York's  M  : 
Sinai  Medical  Center. 

Even  Evercare  insist  '« 
500  NPs  it  employs  ii 
states  are  not  meant  to  replace  do 
but  to  work  with  them.  Yet  study 
study  has  found  the  primary  care 
vided  by  NPs  is  as  good  as  that  of  a  it 
tor.  The  federal  Office  of  Technolog 
sessment  determined  back  in  1987 


NPs  can  effectively  treat  80%  of  all 


•c 
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Snts,  and  "outcomes  are  equal  to  or 
^r  than  care  by  physicians." 
bme  of  the  most  persuasive  argu- 
es for  boosting  reliance  on  NPs  are 
lomic  in  nature.  A  2003  study  by 
University  of  Minnesota,  performed 
[he  federal  agency  that  administers 
licare,  found  that  Evercare's  greater 
of  NPs  reduced  hospitalizations  by 
[when  compared  with  an  equivalent 
ulation  of  nursing  home  patients 
enrolled.  "On  average,  using  an  NP 
Stimated  to  save  about  $103,000  a 
'  in  hospital  costs  per  [nurse],"  con- 
led  the  study,  led  by  Kane.  Plus,  the 
ses  themselves  are  compensated 
Medicare  at  only  85%  of  the  rate 
bctors. 


Cutting  the  cost  of  elder  care  is  no 
small  matter  because,  while  some  Amer- 
ican hospitals  have  top-notch  geriat- 
ric programs,  they  usually  lose  money. 
Mount  Sinai's  Brookdale  Geriatrics 
Dept,  considered  one  of  the  best  in 
the  nation,  has  24  doctors,  14  medical 
students,  and  two  NPs  to  handle  12,000 
visits  per  year  from  1,500  patients  with 
a  mean  age  of  84.  These  are  not  in-and- 
out  checkups;  80%  of  senior  citizens 
have  one  chronic  disease  and  50%  have 
at  least  two.  Visits  usually  last  at  least 
30  minutes,  and  an  initial  visit  is  always 
at  least  an  hour.  "This  clinic  is  not  eco- 
nomically viable,"  acknowledges  Brook- 
dale  Chairman  Dr.  Albert  L.  Siu.  "It's 
almost  impossible  to  practice  geriatric 


care  under  Medicare  and  make  money" 
Given  that  a  third  of  all  hospital  pa- 
tients are  on  Medicare,  and  count  for 
almost  half  of  all  hospital  charges,  any 
inpatient  reduction  in  this  population 
could  represent  a  huge  savings.  The 
problem  is,  there's  a  shortage  of  nurses 
as  well  as  doctors.  There  are  currently 
about  145,000  nurse  practitioners  in  the 
U.S.,  and  only  some  4,000  have  a  special- 
ization in  geriatrics. 

'SYMPTOM  MANAGEMENT' 

THE  JOHN  A.  HARTFORD  Foundation, 
a  New  York-based  nonprofit  focused  on 
improving  elder  care,  is  trying  to  re- 
duce this  deficit,  with  some  success.  For 
the  past  seven  years,  the  foundation 
has  been  funding  geriatric  nurse  train- 
ing centers  and  scholarships.  "There's 
been  a  huge  increase  in  graduates  as 
a  result,"  says  Kathleen  Dracup,  dean 
of  the  University  of  California  at  San 
Francisco's  nursing  school.  These  NPs 
are  not  being  trained  as  almost-doc- 
tors,  she  says.  "Medical  school  cur- 
ricula are  still  focused  on  making  the 
diagnosis.  But  nurses  don't  come  from 
that.  Their  training  is  focused  on  symp- 
tom management." 

As  it  happens,  symptom  management 
is  just  what  aging  patients  with  a  multi- 
tude of  ailments  often  require.  And  NPs 
are  often  better  prepared,  logistically 
and  mentally,  to  provide  it.  "The  whole 
history  of  nurse  practitioners  is  that  we 
go  where  doctors  don't  want  to  go.  We 
go  where  we're  most 
needed,"  says  Carolyn 
Auerhahn,  director 
of  the  geriatric  nurse 
practitioner  program 
at  New  York  Universi- 
ty's College  of  Nursing. 
Her  own  institution 
is  doing  its  bit.  Last 
October,  NYU  opened  an  NP-managed 
health-care  center  primarily  for  older 
adults  without  primary  care  doctors,  on 
the  theory  that  regular  preventive  care 
would  keep  them  out  of  hospitals  and 
nursing  homes. 

Whether  there  will  ultimately  be 
enough  NPs  to  staff  such  clinics,  and  doc- 
tors to  back  them  up,  is  still  a  question.  A 
handful  of  states  are  increasing  funding 
for  geriatric  training,  but  the  federal 
government  has  done  little  to  nothing. 
Laments  Kane:  "My  guess  is  we'll  push 
things  to  the  precipice,  panic,  and  then 
come  up  with  a  draconian  solution  and 
pump  a  lot  of  money  into  something  that 
we  could  have  solved  much  more  cheaply 
years  earlier."  ■ 


TAKING  CARE 

NP  Roberts: 
"I'm  a  clinician, 
a  counselor, 
coach, 

communicator, 
manager" 
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Tech 


Developments  to  Watch 


f  sugary  fuels 
id  fluorescent 
atermarks 


Sugar  might  be  the  fuel 
:hoice  for  tomorrow's 
s,  says  a  team  of 
entists  from  Oak  Ridge 
tional  Laboratory  and  two 
versifies.  They're  working 
turning  sugars  known  as 
ysaccha rides  into  low- 
it  hydrogen  with  the  help 
jnzymes.  It's  not  such  a 
3tch.  Plants,  after  all,  use 
ysaccharides  to  store 
jrgy.  But  here  enzymes 
ak  the  mix  of  sugars  and 
ter  into  hydrogen  and 
bon  dioxide.  The  scientists 
/a  tank  containing  such  a 
x,  with  the  right  enzymes, 
jld  power  a  car  for  more 
in  300  miles.  And  at  a 
>duction  cost  of  about 
per  pound,  it  could  be 
;aperthan  generating 
irogen  from  natural  gas. 


►  Researchers  at  Xerox 
ve  developed  a  new  way 
print  fluorescent  codes 
documents  to  help  prove 
sy're  authentic.  The  system 

work  with  any  digital 
inter— no  special  ink 
ipred.  White  printer  paper 
teady  has  fluorescent 
ents  in  it,  so  the  scientists 
nply  mixed  and  matched 
lers  until  they  came  up 
th  a  combo  that  would 
ake  the  fluorescence 
p  out  when  exposed 
ultraviolet  light.  The 
:hnology  could  be  used  to 
int  fluorescent  signature 
ips  on  checks,  say,  to 
otect  against  forgery. 


AGRI  BIZ 

THE  SKINNY 
ON  A  SKIM 
MILK  COW 


A  COW  in  New  Zealand 
named  Marge  was  born 
with  the  ability  to  produce 
nonfat  milk  naturally.  Now 
scientists  there  are  studying 
Marge  to  figure  out  how 
i0  breed  an  entire  herd  of 
skim-milk-producing  cows. 
Such  herds  would  not  only 
make  it  easier  to  meet  the 
growing  demand  for  fat-free 
dairy  products,  but  they 
might  also  help  producers 


DIABETES 

AN  EASIER  INJECTION 


DIABETICS  WHO  require 

insulin  have  two  options 
right  now:  They  can  give 
themselves  daily  injections 
or  rely  on  a  small,  pager- 
sized  pump,  usually  worn 
on  a  belt,  that  delivers  the 
necessary  dose  through  a 
needle  in  the  skin.  Patients 
who  prefer  the  convenience 
of  a  pump  will  soon  have  a 
new  alternative.  Chipmaker 
STMicroelectronics  and 
its  medical  research 
partner,  DeBiotech,  hope  to 
commercialize  a  flat  pump 
about  the  size  of  Apple's  iPod 
Nano  that  could  be  worn 
under  the  patient' s  clothing 
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TERRORISM 

TRACKING 
DOWN  BUGS 
IN-FLIGHT 

AIRPLANES  are  particularly 
vulnerable  to  bioterror 
attacks  because  they  present 
a  sealed  environment 
with  poor  air  circulation. 
Soon  it  may  be  possible  to 
hunt  down  pathogens  on 
planes  using  technology 
developed  by  Qingyan  Chen, 
a  mechanical  engineering 
professor  at  Purdue 
University.  The  technique, 
called  inverse  simulation, 
uses  sensors  to  track 
contaminants  as  they  move 
through  the  air  in  the  cabin, 
and  then  runs  that  flow 
progression  backward  to  find 
the  source. 

Inverse  simulation  can 
track  a  pathogen  to  within 
two  feet  of  the  original 
source,  but  it  requires 
crunching  some  complex 
math,  which  can  take  hours. 
Chen  hopes  to  shorten  the 
process  so  flight  crews  can 
spot  the  bug  with  the  help  of 
on-board  computers,  track 
it  back,  and  take  steps  to 
protect  passengers.  He  is 
also  developing  technologies 
similar  to  the  drop-down 
oxygen  masks  in  planes  that 
would  allow  passengers  to 
breathe  pathogen-free  air. 
And  Chen  has  even  bigger 
plans  for  the  future.  In 
addition  to  airplanes,  "this 
could  be  used  for  subways 
and  buildings,"  he  says. 

-Lauren  Groetch 


reduce  the  mountains  of 
wasted  fat  that's  skimmed 
from  milk  and  then 
discarded. 

A  biotech  subsidiary  of 
New  Zealand's  largest  dairy, 
Fonterra,  discovered  Marge 
and  mapped  her  genetic 
makeup  after  screening 
the  milk  from  all  4  million 
cows  in  the  country.  The 
May  28  issue  of  Chemistry 
&  Industry  reports  that 
Fonterra  has  already  made 
some  good-tasting  dairy 
products  from  Marge's  milk. 
Now  if  only  she  could  make 
chocolate  milk. 


and  deliver  more  precise 
doses  of  insulin. 

The  pump  would  still  be 
connected  to  a  needle,  which 
would  have  to  be  moved  to  a 
new  location  on  the  patient's 
body  every  two  to  three  days, 
as  with  existing  pumps.  But 
instead  of  refilling  the  unit 
when  the  insulin  is  used  up, 
patients  would  simply  replace 
the  disposable  reservoir 
and  pumping  mechanism 
with  a  new  one.  This  would 
significantly  reduce  the 
cost  of  the  device.  The  two 
companies  hope  to  have  their 
invention  on  the  market  by 
the  end  of  2008.     -Neil  Gross 
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ExecutiveLife  Working  Out 


A  Different 
Stroke 

Forget  golf.  Investment  adviser  Michael  Stolper 
finds  the  "perfect  sport."  bylauren  young 


MICHAEL  STOLPER  IS  AN  Ivy  League  grad  (Penn) 
and  founder  of  a  consulting  firm  that  ad- 
vises the  superrich  on  their  investments. 
With  that  kind  of  pedigree,  you'd  think  that 
Stolper  would  be  a  golfer,  so  he  could  cut 
deals  on  the  course.  Actually,  he  has  only 
played  golf  once.  Stolper's  passion  is  row- 
ing, and  the  51-year-old  is  a  top  finisher  for  his  age  group  in  the  U.S. 
5  Rowing,  Stolper  says,  "has  all  the  ingredients  to  be  a  perfect  sport." 
To  him,  the  main  attraction  is  the  focus  it  takes  to  train:  "I'm  very 

methodical  and  disciplined."  The  sport      team,  which  he  now  regrets.  Stolper  got 


is  holistic,  too,  because  it  offers  aerobic 
intensity  as  well  as  a  grueling  total  body 
workout. 

The  results  are  hard  to  miss  as  Stol- 
per stands  on  the  dock  of  the  Undine 
Barge  Club  on  the  Schuylkill  River  near 
downtown  Philadelphia.  Clad  in  a  rower's 
form-fitting  spandex,  his  lanky  6-foot,  5- 
inch  frame  reveals  a  man  that  fat  forgot. 
(He  weighs  205  pounds.)  Dripping  in 
sweat  and  panting  hard  after  a  rigorous 
afternoon  row,  Stolper  points  to  Undine, 
the  Frank  Furness-designed  building  on 
famed  Boathouse  Row.  "This  is  my  tem- 
ple," he  says.  It  is  early  in  the  season,  so  his 
hands  are  still  forming  calluses,  and  he  is 
just  getting  his  stroke  into  a  good  groove. 

Despite  his  success  in  competitions, 
Stolper  is  a  relative  newcomer  to  the 
sport.  He  rowed  as  a  lightweight  during 
his  freshman  year  in  college,  but  lost 
interest  and  didn't  try  out  again  for  the 
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passionate  about  the  sport  14  years  ago 
after  purchasing  a  Concept2  rowing  ma- 
chine on  a  whim. 

Stolper  halfheartedly  expected  the 
$750  piece  of  equipment  to  collect  dust 
in  his  living  room,  but  he  couldn't  stop 
using  it.  Then  Stolper  mentioned  his 
obsession  with  the  Concepts  to  Frank 
Rowe,  a  former  U.S.  national  rowing 
champion,  who  persuaded  him  to  try 
rowing  on  the  water.  Stolper  also  trained 
with  Jim  Barker,  one  of  the  world's  most 
renowned  rowing  coaches. 

Instead  of  shorter  1,000-  and  1,500- 
meter  sprint  races,  Stolper  prefers  "head 
races,"  which  are  closer  to  5,000  meters. 
(The  name  comes  from  the  fact  that  they 
once  started  at  the  headwaters  of  rivers.) 
"It  turns  out  I'm  pretty  good,"  Stolper 
says.  He  rows  in  a  one-man  "singles"  scull 
and  has  placed  in  the  top  five  at  local 
races  including  the  Head  of  the  Schuylkill 


■vii 


Regatta.  Stolper  competes  in  the  Mas-  ™ 
category,  also  known  as  the  "old  g 
group,"  where  rowers  are  broken  dd 
into  age  groups.  (He  races  in  the  50 
age  group.) 

Stolper,  of  course,  has  a  day  job.  t\ M 
founding  partner  at  Veritable  LP  in  W '" 
town  Square,  Pa.,  he  oversees  80  emp  H 
ees  and  $9  billion  in  assets.  (He  sho  " 
not  be  confused  with  the  other  Micl  I  ° 
Stolper,  who  runs  Stolper  &  Co.,  am 
vestment  advisory  firm  in  San  Diego.}  j 

To  train  for  the  5,000-meter  rt 
which  takes  about  20  minutes  to  cc 
plete,  Stolper's  rower's  workout  bu: 
endurance  and,  as  an  added  bonus,  bui 
fat.  During  the  April-to-  October  rowvL 
season,  Stolper  tries  to  get  out  on  the  \ 
ter  four  times  a  week  (table).  He  doe; 
have  a  set  workout  time.  Some  days 
arrives  at  the  boathouse  as  early  as  6 
a.m.;  on  others  he  will  schedule  a  lui 
meeting  in  downtown  Philadelphia  so 
can  swing  by  in  the  afternoon. 

INSTRUMENTS  OF  TERROR' 

STOLPER  OWNS  TWO  28-foot  Empad 
boats,  each  of  which  "cost  the  price  c 
small  Korean  car,"  according  to  one 
the  high  school  crew  coaches  who  hai 


-'-. 


ad  the  boathouse.  Stolper  keeps  one 
at  Undine,  which  costs  $450  in  an- 

membership  and  $200  a  year  for 
[storage.  He  keeps  the  second  boat  at 
bmmer  home  on  New  Hampshire's 
fm  Lake,  where  the  movie  On  Golden 
■  was  filmed. 

you  live  in  the  Northeast,  you  can't 
n  the  water  all  year  long.  During  the 
onths— November  to  March— Stolper 

trains  on  one  of  the  seven  Concepts 
^  machines  in  Veritable's  gym.  (He 


» 


calls  the  machines  "instruments  of  terror" 
and  logs  about  1,500  miles  annually.) 

While  Veritable's  staff  includes  several 
other  rowers,  boating  is  not  a  passion 
shared  by  Stolper's  wife,  Jane,  who  was 
attacked  by  a  swarm  of  black  flies  the 
last  time  he  took  her  out  on  the  water.  All 
four  of  his  daughters,  ages  9  to  20,  how- 
ever, are  interested  in  the  sport. 

On  the  water  or  on  a  machine,  row- 
ing takes  so  much  time  that  Stolper 
doesn't  have  much  room  in  his  schedule 


to  lift  weights  or  crunch  abs.  But  he  makes 
stretching  a  priority,  spending  15  minutes 
before  and  after  each  workout  loosening 
up.  Stolper  pays  attention  to  his  quadri- 
ceps, since  they  do  75%  of  the  work  when 
he  rows,  along  with  his  "aching  back." 

Another  sign  of  aging  is  that  he  is 
slowing  down.  Still,  Stolper  says  his 
technique  improves  year  after  year.  In  a 
couple  of  decades,  his  race  times  will  not 
be  as  good  as  they  are  now,  but  his  form 
should  be  perfect.  ■ 


Stolper's  Rowing  Regimen 


A  ROWING  MACHINE 

50  to  75  minutes  at  70%  of  maximum 
irt  rate,  three  days  per  week 

fwice-per-month  test  days  (ask  your 
/sician  if  you  are  up  to  these),  one  of 
i  following: 

50  minutes  at  100%  of  maximum 
art  rate 

5,000  meters  at  100%  of  maximum 
irt  rate 

?,000  meters  as  fast  as  you  can  go 


ON  THE  WATER 

45  to  90  minutes  at  70%  of 
maximum  heart  rate,  three  days 
per  week 

Six  1,000-meter,  four  2,000-meter, 
or  two  5,000-meter  pieces  at  full 
power  with  several  minutes  of  rest 
between  to  build  endurance,  one  day 
per  week 

"20  on,  20  off":  60  minutes  of  20 
strokes  at  100%  power,  followed  by 
20  strokes  at  a  paddle 


ExecutiveLife  Business  Traveler 


From  Your  House  to  Bauhavd 

This  summer  is  an  ideal  time  to  feast  your  eyes  on  architectural  masterpiec 
by  Philip  Johnson  and  Louis  Kahn.  When  vou're  in  New  York  on  business, 
make  room  in  your  schedule  for  a  trip  to  Connecticut,  bydoug royalty 


Amid  the  quaint  town 
greens  and  colonial- 
style  homes  in 
Connecticut  are 
pockets  of  20th 
century  modernism 
where  you  can  see 
some  of  the  most 
celebrated  and 
groundbreaking 
architecture  of  the 
postwar  era.  They're 
not  far  off  that  other 
modern,  uh,  marvel, 
Interstate  95. 

NEW  CANAAN: 
THE  GLASS  HOUSE 

"All  architects  want 
to  live  beyond  their 
death,"  Philip  Johnson 
once  said,  and  so  be  it. 
On  June  23,  Johnson's 
famous  Glass  House, 
owned  by  the  National 
Trust  for  Historic 
Preservation,  officially 
opens  to  the  public. 
(Johnson  gave  the 
house  to  the  Trust 
in  1986  but 
continued  to 
live  in  it  part- 
time  until  his 
death  in  2005 
at  age  98.) 

The  56-by-32- 
foot  Bauhaus-inspired 
box,  built  in  1949, 
seems  like  a  mirage, 
even  when  you're  in  it. 
The  walls  are  quarter- 
inch-thick  glass 
sheets  affixed  to  steel 
columns.  Inside,  only 
a  brick-clad  cylinder, 
with  a  bathroom  built 
into  one  side  and  a 
fireplace  set  into  the 
other,  interrupts  the 
space.  No  matter 
where  you  turn, 


you're  enveloped  by 
the  landscape. 

It's  some  scenery, 
too:  47  wooded  acres 
dotted  with  fantastic 
structures  created  by 
Johnson  and  his 
partner,  the  late 
David  Whitney, 
an  art  dealer  and 
collector.  Along 
with  the  Glass 
House,  a  few 
outbuildings,  some 
displaying  art  by  the 
likes  of  Frank  Stella 
and  Julian  Schnabel, 
will  be  open. 

You  can  take  a 
90-minutetour($25, 
no  photography)  or  a 
two-hour,  end-of-day 
tour  ($40,  sketching 
and  photography 
encouraged).  The 
tours,  which  are  sold 
out  through  July,  leave 
from  the  Glass  House 
Visitors  Center,  199 


Elm  St.,  in  downtown 
New  Canaan  (45 
miles  from  New  York 
in  suburban  Fairfield 
County).  The  site  is 
closed  from 
November  to  April. 
For  more  information, 
gotophilipjohnson- 
glasshouse.org. 

NEW  HAVEN:  THE 
LEGACY  OF  KAHN 

This  city  on  Long 
Island  Sound,  80 
miles  from  New  York, 
is  rich  in  modern 


JOHNSON'S  HOUSE 


architecture,  with 
landmarks  by  giants 
such  as  Johnson, 
Eero  Saarinen,  Paul 
Rudolph,  and  Louis 
Kahn.  Currently  all 
eyes  are  on  Kahn, 
the  iconoclastic 
genius  whose  1953 
Yale  University  Art 
Gallery  (1111  Chapel 
St.)  recently 
reopened  after  a 
three-year,  $44 
million  renovation. 
Behind  the  mute, 
windowless  facade, 
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gallery  spaces  flo  ^ 
light  plays  off  the  ^ 
tetrahedral  ceilinj  tn 
forms,  and  the 
concrete  and  steef( 
surprisingly  sensK  i 
(artgallery.yale.ee  10 

Across  the  stree 
Kahn's  Yale  Center 
British  Art  (1080  sf 
Chapel  St.),  an  ^ 
elegant  concrete, 
metal,  and  glass  b; "' 
completed  in  1977;  ' 
three  years  after  tlt!™ 
architect's  death. ! '  ■ 
you'll  find  light-filHin 
spaces  and  rich,  |  tt 
tactile  surfaces  of 
travertine  marble,,  j 
oak,  and  linen  as  v^ 
as  concrete  and  stl,  lf 
(yale.edu/ycba). 

The  icing  on  thd  E 
cake:  Kahn's  floats 
arts  center,  the  Pec  t« 
Counterpoint  II,      3 
finished  in  1976,  v*  in 
dock  in  New  Have'  j| 
June  16-23.  The      | 
195-by-38-foot  ba; 
has  a  stage  with  a  ief 
retractable  acousl 
shell  and,  below  df 
a  theater  and  art 
gallery.  As  part  of 
New  Haven's 
International  Fest 
of  Arts  &  Ideas 
(artidea.org),  ther'|t 
will  betou 
concerts, 
talks,  and 
screening: 
MyArchiti  * 
theacclair  f; 
2003 
document 
about  Kah 
made  by 
his  son, 
Nathaniel. 
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BY  ROBERT  PARKER 


In  Spain,  a  Revival 
On  Rocky  Terrain 


ORAT  WAS  AN  HISTORIC  but  largely  defunct  Spanish  wine  region  until 
Dut  20  years  ago.  That's  when  a  new  generation  of  winemakers  began  to 
urrect  these  steep  hillside  vineyards  near  Barcelona.  Now,  Priorat  wines 
:  considered  world-class,  especially  the  2004  and  2005  vintages.  The 
owing  notes  are  based  on  tastings  by  my  colleague,  Jay  Miller. 


;rs  Pasanau  2005  Pasanau 

Nous 
ints.  This  purple-colored  wine  exhibits 
rant  bouquet  of  smoked  meat,  lead 

blueberry,  blackberry,  and  licorice, 
pdied,  the  wine  is  layered  and  packed 
inouth-filling  black  fruits  intertwined  with 
annins.  Enjoy  it  now  and  over  the  next  six 
|ht  years.  $22 

Galena  2004  Galena 
lints.  The  organically  farmed  estate 
ins  a  mix  of  both  old  vines  and  new 
ngs.  Its  2004  Galena  is  dark  ruby  in  color, 
picy  red  currant  and  black  cherry  aromas 
touch  of  vanilla.  Medium-  to  full-bodied, 
a  supple  texture,  layers  of  sweet,  ripe 
and  a  long,  heady  finish.  Allow  another 
I  four  years  for  aging  in  the  bottle,  and 
lit  over  the  following  10  years.  $24 

pr  de  I'Encastell  2005  Marge 
Wilts.  This  blend  of  60%  garnacha, 
yrah,  13%  merlot,  and  13%  cabernet 
gnon  spends  eight  months  in  French 
American  oak.  It  reveals  a  lovely  perfume 
)per,  spice  box,  black  cherry,  and  black 
nts.  It's  ready  to  drink  now  but  will  also 
Scely  for  six  to  eight  years.  $25 

•eria  d'Scala  Dei  2006 
Brugueres 

tints.  This  white  wine,  a  rarity  in  Priorat, 
de  entirely  from  garnacha  blanca 
s.  It  comes  from  a  single  vineyard  with 
Iry-old  vines  planted  on  the  schist  soil  for 
i  Priorat  is  famous.  A  light  gold,  it  emits 
iant  aromas  of  minerals  and  melon.  This 


is  followed  by  a  full-bodied  taste  with  good 
ripeness,  balanced  acidity,  and  medium 
length.  Drink  it  over  the  next  two  years.  $28 

Celler  Cal  Pla  2004  Mas  d'En 
Compte  Tinto 

95  points.  The  2004  is  50%  garnacha,  40% 
Carinena,  and  10%  cabernet  sauvignon,  aged 
14  months  in  new  French  and  American  oak. 
Purple/black  in  color,  the  wine  offers  aromas 
of  scorched  earth,  espresso,  kirsch,  and  wild 
blackberries.  It  is  full-bodied,  with  intense, 
spicy  flavors  and  terrific  balance.  Enjoy  this 
bottle  over  the  next  8  to  10  years.  $40 

Viticultors  Mas  d'En  Gil  2001 
Coma  Vella 

94  points.  This  full-bodied  wine  was  aged  12 
months  in  French  oak.  It  is  opaque  purple  in 
color  with  seductive  notes  of  smoke,  meat, 
and  game,  as  well  as  black  cherry,  licorice, 
and  minerals.  Opulent,  thick,  and  rich,  it  will 
drink  well  for  six  to  eight  years.  $40-$49 

Clos  Mogador  2004 
96+  points.  This  tour  de  force  of  winemaking 
has  an  expressive  perfume  of  mocha,  coffee, 
and  violets  in  addition  to  notes  of  toasty  oak, 
earth,  and  blue  and  black  fruits.  It  demands  a 
decade  of  cellaring  and  should  drink  well  for 
an  additional  20  years.  $65-$110  ■ 


Robert  Parker  is  the  world's 
most  influential  wine  critic.  Visit 
eRobertParker.com  to  see  tens  of 
thousands  of  tasting  notes,  buy  his 
books,  or  subscribe  to  his  newsletter, 
The  Wine  Advocate. 


i  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
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Detente  at 
The  Cottage 

Strategies  for  keeping  a  co-owned  vacation  home 
from  tearing  the  family  apart,  by deborahl  Jacobs 


FOR  ALICE  BYERS,  SHARING  ownership  of  a  two-bed- 
room beach  cottage  in  Grayland,  Wash.,  that  she  and 
her  four  siblings  inherited  from  their  father  in  1985 
was  "like  being  consigned  to  hell."  They  disagreed 
about  everything  from  scheduling  visits  to  whether  to 
exterminate  carpenter  ants.  After  10  years  of  bickering, 
Byers  had  had  enough  and  proposed  that  the  others 
buy  her  out  of  the  property,  which  also  included  adjoining  beach  and 
marshland  parcels.  They  refused,  so  she  handed  over  her  one-fifth 
interest— worth  at  least  $30,000  at  the  time— to  her  brother  and 


bought  a  house  on  Lummi  Island,  a  com- 
fortable distance  away. 

Whether  it's  a  cottage  on  the  Pacific  or  a 
chateau  in  Normandy,  what's  meant  to  be 
a  dream  legacy  can  turn  into  a  nightmare. 
To  avoid  that,  families  need  a  system  for 
running  and  maintaining  the  house,  pay- 
ing for  all  the  associated  expenses,  and  an 
exit  strategy  for  those  who  want  out. 


The  best  way  to  keep  the  property  and 
the  family  intact  starts  with  the  original 
owners.  Rather  than  make  heirs  joint 
owners,  most  lawyers  recommend  leav- 
ing the  property  to  an  independent  entity, 
such  as  a  trust  or  a  limited  liability  com- 
pany (LLC),  and  giving  the  heirs  shares  in 
the  enterprise.  The  plans  should  also  in- 
clude a  way  to  sell  or  transfer  shares.  For 


tax  reasons,  property  should  not  be  pi 
in  a  corporation,  says  Stuart  Holland 
lawyer  in  Suttons  Bay,  Mich.,  and  au 
of  the  forthcoming  Saving  the  Fa 
Cottage:  A  Guide  to  Succession  Plaw 
which  he  is  self-publishing. 

Whatever  the  vehicle,  the  biggest  i 
is:  "How  is  the  family  going  to  be  ab 
afford  to  keep  this  property  intact?" 
Stephen  Small,  a  Boston  lawyer  w 
an  expert  on  family-held  lands.  S  J 
benefactors  set  up  an  endowment  fur  J 
with  cash,  securities,  business  inter  \ 
or  the  proceeds  of  a  life  insurance  pc  J 
Jane  Allen  Fenster  and  her  brother,  j  j 
owners  of  a  Hilton  Head  (S.C.)  h( 
they  inherited  from  their  father,  ] 
to  put  the  property  in  a  trust  for  t 
adult  children  (they  each  have  two), j 
enough  money  for  a  year's  expenses 
trust  will  permit  them  to  buy  out  ( 
other  or  sell  the  property  to  a  third  pi 

A  simpler  approach  is  to  leave 
property  to  the  estate  and  give  fai 
members  a  right  of  first  refusal  to 
it,  says  Howard  McCue  III,  a  trusts 
estates  lawyer  with  Mayer,  Brown,  R 
&  Maw  in  Chicago.  You  can  limit  that 
tion  for,  say,  one  year,  and  give  a  pre 
ence  to  people  who  want  to  purchase 
house  as  a  group,  says  McCue. 


TWO  CABINS,  16  RELATIVES 

THERE  ARE   MYRIAD   solutions  to  >| 
problem.  Consider  the  descendant; 
Theodore  Sedgwick,  a  senator,  congr 
man,  and  judge  whose  Federal-style  he 
in  Stockbridge,  Mass.,  has  been  in 
family  for  more  than  200  years.  Root; 
Sedgwick,  a  New  York  lawyer,  says  hiiijn 
ther  and  a  couple  of  other  family  memhjid 
bought  the  house  from  a  cousin  in  11  s 
for  a  nominal  sum  and  put  it  in  a  truii  e 
benefit  all  the  judge's  descendants. 

From  then  on,  bequests  and  lifetit 
gifts   from   generous   family  meml  k 
have  supplied  its  primary  endowmi'i 


ji 


P..I 


etting  Ground  Rules 


/ou're  sharing  ownership 
d  the  use  of  a  vacation 
ime  with  family  members, 
5  a  good  idea  to  draft  a 
'mal  agreement  for  all 
sign.  Here  are  some  key 
iues  to  cover: 


•  How  do  you  decide  who  gets  to  use 
the  house  and  when? 

•  Will  you  hire  people  to  maintain  the 
property  or  rely  on  family  members  to 
do  the  work? 

•  How  will  you  pay  for  repairs  and 
improvements? 


•  What  decisions  require  all  owners' 
input,  and  how  will  you  allocate  votes? 
By  individual  or  by  family  branch? 

•  How  will  you  distribute  any  income 
from  the  property? 

■  What  is  the  mechanism  for  resolving 
disputes? 


a  member  of  the  Sedgwick  family 
jworks  in  the  arts  has  occupied  it. 
change  for  a  modest  rent,  this  ten- 
p  responsible  for  maintaining  the 

and  the  family  graveyard  nearby, 
tig  family  weddings  and  funerals 

home,  and  booking  visits  by  other 
cks  who  can  spend  weekends  and 

ons  in  the  guest  wing. 


The  more  owners,  the  more  organiza- 
tion you  need.  Harry  Drucker,  who  man- 
ages apartment  buildings  in  the  Chicago 
area,  and  15  other  siblings  and  cousins 
own  two  lakefront  homes  in  Michigan, 
one  of  which  his  maternal  grandfather 
built  in  the  1930s.  Today  the  two  cabins 
are  run  like  a  small  business,  with  use  fees 
from  family  members  and  other  guests 


financing  their  operation  and  covering  an- 
nual property  taxes  of  $20,000  a  year. 

It  wasn't  always  like  that,  says  Drucker, 
who  has  childhood  memories  of  cavort- 
ing at  the  cabin.  Drucker's  grandmother 
left  the  properties  in  a  trust  that  had  no 
other  assets.  When  the  grandchildren 
were  young,  their  parents,  several  of 
whom  were  trustees,  kicked  in  funds  as 


If  good  things  come  to  those  who  wait, 
agine  what  might  come  to  those  who  prepare. 
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necessary— to  update  the  wiring  or  fix 
the  roof.  There  was  no  mechanism  for 
making  decisions  or  for  dealing  with 
the  aftermath  of  a  beneficiary  who 
died  or  got  divorced. 

Nearly  20  years  after  his  grand- 
mother's death,  the  grandchildren,  by 
then  grown,  agreed  with  the  trustees 
to  correct  these  flaws.  They  transferred 
tide  to  an  LLC  with  an  elaborate  oper- 
ating agreement.  Among  other  things, 
it  provides  that  the  grandchildren  can 
only  sell  or  give  their  LLC  interests  to 
their  grandmother's  descendants— a 
provision  that  rules  out  ownership  by 
people  who  marry  into  the  family. 

THE  MECHANICS  OF  HARMONY 

FOR  HOUSES  ACTIVELY  shared  by 
many  family  members,  lawyers  rec- 
ommend an  agreement  anticipating 
all  the  issues  that  may  arise.  Settle 
in  advance  how  you'll  allocate  time 
slots— whether  you'll  draw  straws  or 
rotate  use  for  popular  periods,  says 
Wendy  Goffe,  a  lawyer  with  Graham  & 
Dunn  in  Seattle.  Even  soft  issues,  like 
whether  you  hire  a  maid  and  a  gar- 
dener, "have  the  potential  for  causing 
family  conflicts  just  as  much  as  money 
does,"  Goffe  says.  You  can  distinguish 
between  decisions  that  require  a  vote 
(such  as  capital  expenditures  costing 
more  than  a  certain  amount)  and 
those  that  don't  (like  emergency  re- 
pairs or  basic  maintenance). 

Inevitably,  there  are  disparities  in 
how  much  people  use  the  house.  In 
Drucker's  family,  any  grandchild  can 
rent  the  cabins  at  market  rate,  but 
to  vote  about  their  day-to-day  man- 
agement they  must  have  been  there 
for  three  weeks  in  the  preceding  five 
years.  Mike  Riley,  who  inherited  a 
house  last  year  on  Vancouver  Island, 
B.C.,  with  his  two  brothers,  anticipates 
that  he  will  oversee  the  property  and 
be  there  the  most.  So  far  it's  unclear 
whether  his  siblings  will  compensate 
him  for  caretaking.  One  possibility  is 
for  him  to  accrue  sweat  equity  that 
would  entitle  him  to  a  bigger  share  if 
they  ever  sell  the  house. 

Another  potentially  thorny  issue 
is  what  to  do  if  one  inheritor  wants 
out.  The  possibilities  range  from  hav- 
ing other  family  members  pay  the 
full  share  of  the  appraised  value  to 
imposing  a  discount  and  installment 
payment  plan,  says  Hollander.  Having 
a  family-friendly  buyout  clause  fosters 
tradition  but  still  allows  for  a  graceful 
exit.  It  certainly  would  have  saved 
Alice  Byers  a  lot  of  grief.  ■ 
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PersonalFinance  Web  Sites 


Let's  Play 
'Name  That  Yield' 

Zionsdirect.com's  online  CD  auctions  routinely 
net  bidders  top  returns,  byannetergesen 


\ 


LIKE  MANY  RETIR- 
ees,    John    Urban 
J2  ifjlll    shops  for  the  best 

■  Km^SS&l  rates  on  the  CDs 
|^L~^^I  and    money-mar- 

V  ^^Vftv     ^et  accounts   tnat 

tH>S     make    up    a    large 

^B       h^^ftp^     chunk    of  his    port- 

^^^^^^  folio.  The  65-year-old 
Bristol  (R.I.)  resident  scours  the  Internet 
looking  for  banks  offering  the  highest 
yields,  but  lately  he  often  finds  the  best 
deals  at  an  online  auction  run  by  Zions 
Direct,  a  division  of  Salt  Lake  City-based 
Zions  First  National  Bank. 

At  Zionsdirect.com,  the  company  gen- 
erally runs  five  auctions  a  week  of  $1,000 
CDs,  typically  with  1-  to  18-month  ma- 
turities. Since  debuting  on  Feb.  27,  it 
has  conducted  59  auctions,  approximately 
60%  of  which  have  netted  participants 
rates  above  the  highest  available  at  the 
time  on  Bankrate.com,  which  tracks  rates 
nationwide,  according  to  Bankrate's  own 
analysis.  Urban,  who  purchased  CDs  in  six 
auctions  so  far,  says  he  checks  advertised 
rates  at  local  banks  and  on  Bankrate. 
com  and  then  submits  a  bid  for  a  slightiy 
higher  yield.  "You  win  some  and  you  lose 
some,  but  the  rates  I've  gotten  I 
wasn't  able  to  find  elsewhere." 


H 


coupon.  The  auction  attracted  25 
Zions  filled  the  $1  million  allotmei 
accepting  those  offering  to  pay  the  hi{ 
prices.  In  this  case,  there  were  17  win 
bids  ranging  from  $999.26  to  $l,00i 
CD.  The  bank  awards  the  lowest  win; 
price— and  thus  highest  yield— to  aliijpn 
successful  bidders.  So  the  winners 
$999.26  for  a  $1,000  CD  with  a  5 
coupon.  That  discount  might  seem  s*^s 
but  if  s  the  equivalent  of  0.45%  o 
annualized  basis.  That,  plus  the  5i 
coupon,  produced  an  annualized  yiecjie 
5.50%.  In  contrast,  on  the  same  day 
highest  yield  available  on  a  two-montr  s 
at  Bankrate.com  was  5.0%.  (Zions  j[  ita 
to  introduce  similar  auctions  for  mu  p 
pal  bonds  this  summer.) 

To  bid,  you  have  to  register  witlflii 
site.  Winners  also  must  open  an  acci 
at  Zions  Direct,  although  there  an  h 
fees,  and  you're  free  to  transfer  theet  in 
to  other  institutions.  For  each  aua  » 
the  bidding  remains  open  for  a  weefe  h 
winners  are  listed  on  the  auction 
site  (by  their  bidder  IDs)  and  are 
notified  by  e-mail  within  10  minutnliis 
an  auction's  close.  The  downside?  ( l|fl 
you  bid,  you  can't  back  out.  ■ 


PLACE  YOUR  BETS 

HERE'S  HOW  THE  auctions 
work:  Zions  sets  a  competi- 
tive interest  rate,  or  "coupon" 
rate,  on  the  CDs.  The  simplest 
way  to  bid  is  to  name  the  yield 
you  would  like  to  receive.  You 
can  also  bid  the  price  you 
would  pay  for  a  $1,000  CD 
with  that  coupon. 

Look  at  Zions'  May  22  auc- 
tion of  $1  million  worth  of 
two-month  CDs  with  a  5.05% 


The  Payoff 


Participants  in  Zionsdirect.com's  auctions  of  CD: 
have  generally  received  yields  that  are  competiti\ 
with  the  highest  available  at  the  time  nationwide. 


MAY  25 


MAY  24 


MAY  23 


MAY  22 


MAY  21 


CD  MATURITY 


1YEAR 


6  MONTHS 


3  MONTHS 


2  MONTHS 


1  MONTH 


AUCTION  YIELD 


5.40% 


5.396 


5.487 


5.50 


5.55 


5.40' 


5.45   J 


5.35 


5.00 


'Based  on  Bankrate  corn's  nationwide  survey  Data:  Zions  Direct,  Bankrate  con     L 
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ow  to  Handle 
Tiat  Pink  Slip 

prepared,  and  don't  be  afraid  to  negotiate,  says 
co-author  of  /  Didn't  See  It  Coming 


ver  her  two  de- 
cades at  ABC  Tele- 
vision, Amy  Dorn 
Kopelan  rose 
through  the  ranks 
until  she  became 
^resident  for  direct  market- 
lien  her  division  was  shut 
i.  ABC  wanted  her  out  in  a 
yeeks,  but  Kopelan  negoti- 
Ito  stay  a  year,  helping  her 
find  jobs  and  going  into 
less  for  herself.  Now  presi- 
of  New  York  conference 
igement  company  Bedlam 
tainment  and  founder  of 
CH  ME,  Kopelan  recendy 
ithored  a  book  with  Nancy 
dmann  and  Elaine  J.  Eisen- 
called  /  Didn't  See  It  Com- 
fhe  speaks  with  senior  writ- 
ane  Brady  about  strategies 
)tect  yourself  when  you  get 
tslip. 

are  so  many  people 
ised  when  they're  fired  or 
iff? 

don't  see  it  coming  be- 
;  they  love  social  and  pro- 
»nal  predictability.  In  your 

if  something   were   to 
lie  because  of  problems  at 
rould  know- 
•e  it. 


work, 
-but  the  tendency  is  to 


meet  are  meeting,  that  too  could 
be  a  sign. 


are  the  common  signs? 

re's  a  merger  or  acquisition,  that's 
To  expect  that  anything  will  be 
al  is  wrong.  If  a  new  boss  comes 
pour  division,  that's  a  big  sign.  A 
)bvious  sign  may  be  when  a  coach 
aught  in  to  help  with  some  of  your 
ssion  or  management  issues.  If  you 
lat  adversaries  who  don't  normally 


How  do  you  prepare  yourself  for 
when  you  are  let  go? 

Any  time  you  start  a  new 
job  or  get  a  new  tide  at  work,  the 
first  thing  you  want  to  think  about  is 
"What  is  my  exit  strategy?"  Always 
have  some  money  tucked  aside  in 
an  exit  fund.  The  goal  is,  if  possible, 
to  cover  a  year's  worth  of  expenses. 
You  have  to  think  about  your  market- 
ability. What  are  you  doing  to  be  your 


KOPELAN 

Ask  yourself: 
"What  is  my 
exit  strategy? 


own  best  press  agent?  Another  thing  is 
to  be  constantiy  networking— inside  and 
outside  your  company,  as  well  as  inside 
and  outside  your  industry.  You  should 
have  your  own  personal  board  of  direc- 
tors. They  don't  have  to  meet,  but  those 
are  people  you  can  go  to  for  advice. 

When  you're  fired,  should  you  leave  on 
the  spot? 

If  somebody  grabs  you  under  the  arm  and 
escorts  you  from  the  building,  wresding 
them  to  the  floor  probably  isn't  a  good 
idea.  But  it  doesn't  mean  you  have  to 
leave  and  never  come  back.  There  is  usu- 
ally an  opportunity  the  very  next  day  to 
have  a  meeting  to  review  what  you  have 
accomplished  and  to  ask  to  renegotiate 
the  standard  severance  policy. 
You  never  have  to  sign  any- 
thing or  take  the  package  that's 
offered.  It  gives  you  a  sense  of 
control.  I  don't  know  anybody 
who  has  accepted  the  first  offer 
on  a  severance  policy. 

What  if  you're  let  go  and  told  to 
be  out  in  two  weeks? 

Now  you  can  say  I'm  not  ready 
to  leave.  You  can  say  I  don't 
want  to  go  until  all  the  pieces 
are  in  place.  Is  the  package 
one  I  like?  Should  I  come  back 
as  a  consultant?  Should  the 
company  become  my  client  if  I 
decide  to  go  on  my  own? 

You  have  a  lot  of  negotiating 
power  at  that  point.  The  com- 
pany can  always  do  better.  They 
don't  want  gossip,  innuendo,  or 
lower  productivity  if  your  deal 
isn't  consummated  quickly. 

People  don't  like  to  admit  they 
were  fired.  Can  you  ref rame  the 
reasons  for  your  exit  for  your 
new  workplace? 

It  comes  back  to  what  happened 
when  you  left.  You  should  insist 
on  controlling  how  your  de- 
parture is  framed.  You  should 
also  insist  that  you  are  the  one 
to  address  your  staff  and  your 
colleagues  before  anyone  else. 
You  can  say  that  you're  leaving 
to  explore  other  opportunities, 
for  example,  and  there  need  not  be  more 
explanation.  If  you  control  the  official  ex- 
planation for  your  exit,  then  wherever  else 
you  go,  if  s  not  an  issue.  You  can  walk  into 
any  new  role  and  everything  has  already 
been  laid  out  in  such  a  cordial  and  profes- 
sional way  that  there's  no  story  you  have 
to  fabricate.  ■ 
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PersonalFinance  Inside  Wall  Street 


BY  MARA  DER  HOVANESIAN 

BUSINESS  IS  BARRELING  AHEAD  FOR  AMERICA'S  RAILROADS. 
CONOCOPHILLIPS'  SAVVY  DEALS  ARE  PAYING  OFF  NICELY. 
ARE  NERVOUS  SEPRACOR  INVESTORS  OVERDOING  THE  DOOM? 


ALL 
ABOARD 


Hop  On  That  Fast  Freight 

RAILROAD  STOCKS  have  been  on  a  roll  all  year,  partly 
because  of  news  that  champ  investor  Warren  Buffett 
is  buying.  The  four  names  that  make  up  the  Standard 
&  Poor's  rail  index  have  shot  up  25%  through  May  30,  but 
William  Greene  of  Morgan  Stanley 
says  earnings  growth  alone  may  justify 
a  further  35%  rise  through  2009. 
He  initiated  coverage  of  five  North 
American  railroads  on  May  7,  saying 
that  railroads  have  pricing  power, 
strong  balance  sheets,  and  the  capacity 
to  raise  dividends.  Rising  cash  flows 
and  higher  multiples  could  lead  to 
returns  of  more  than  20%  for  a  few 
years  out,  even  in  a  slowing  economy, 
he  says.  Greene  sees  Norfolk  Southern 
(NSC)  at  70  by  2009,  up  from  57  And 
his  target  for  Union  Pacific  (UNP),  now  at  118,  is  154. 

Daniel  Scalzi  of  Matrix  Investment  Research  in  New  York 
adds  that  Norfolk's  profit  margins  beat  74%  of  the  Russell  3000 
stocks,  yet  nearly  71%  of  the  index  trades  at  higher  p-e  ratios.  He 
also  says  Kansas  City  Southern  (KSU)  is  well  positioned  because 
it  runs  1,200  miles  of  track  from  Kansas  City,  Mo.,  to  Lazaro 
Cardenas,  a  port  on  Mexico's  Pacific  Coast.  That's  important 
because  there's  a  long  wait  for  cargo  to  unload  in  California.  One 
big  reason:  U.S.  longshoremen  don't  work  night  shifts,  which 
isn't  a  problem  south  of  the  border.  "There's  a  huge  bottleneck," 
says  Michael  Donahue,  also  of  Matrix.  KSU  is  "providing  an 
interesting  alternative  that  connects  from  Mexico  right  to  the 
middle  of  America."  He  figures  the  40  stock  is  worth  53. 


DEC.  29.  '06       MAY  30,  07 
Data:  Bloomberg  Financial  Markets 


A  Full  Tank 

At  ConocoPhillips 


SMART  ACQUISITIONS  have  catapulted  ConocoPhillips 
(COP)  into  third  place  among  U.S.  energy  companies,  up 
from  10th  some  seven  years  ago.  Consider  the 
$7.5  billion  it  paid  in  2005  for  a  20%  stake  in  Russia's  Lukoil. 
The  deal  vastly  expanded  ConocoPhillips'  international  reach, 
and  the  original  investment  is  now  worth  $12  billion.  Last  year 
the  company's  $36  billion  purchase  of  Burlington  Resources 
for  its  natural  gas  assets  wasn't  as  well  received  by  investors  or 
analysts,  but  this  deal  may  also  prove  lucrative— especially  if 
the  summer  is  as  much  of  a  scorcher  as  the  experts  predict.  "If 
the  forecasts  are  correct,  we  could  be  looking  at  tremendous 
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demand  for  natural  gas,"  says  Bernard 
Picchi  of  researcher  Wall  Street  Access. 
Picchi,  who  has  a  "conservative"  85 
target  a  year  from  now  for  the  77.35 
stock,  says  the  company  will  also 
generate  $10  billion  in  cash  through 
2012.  "The  goal  this  year  is  to  pay 
down  debt  and  focus  on  buybacks," 
adds  Philip  Weiss  of  Argus  Research, 
who  has  a  price  target  of  82.  "I  like 
management/ s  focus." 


STEADILY^ 
RISING 


STOCK  PRICE  (DOLLAR 
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A  RUDE 
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STOCK  PRICE  (DOLLAR 


Why  Sepracor  May  j 

Surprise  the  Naysayers       j 

SENTIMENT  IS  MIXED  on  Wall  Street  about  Sepracoi 
(SEPR),  the  Marlborough  (Mass.)  pharmaceutical  bl 
known  for  its  sleep  drug,  Lunesta.  Launched  in  Apr 
2005,  Sepracor  had  $567  million  in  revenues  from  the  di 
last  year.  This  year  the  figure  is  expected  to  hit  $685  mill 
In  2006  Sepracor  saw  its  first  year  of  operating  profits—  ■ 
$185  million— and  it  has  accumulated  $1  billion  in  cash.) 
investors  have  been  punishing  the 
volatile  stock,  worried  that  Lunesta's 
market  will  be  gnawed  on  by  generic 
rivals.  Then  on  May  21  the  stock  got 
hit  by  news  that  Medicare  would  cut 
reimbursement  levels  for  its  asthma 
drug,  Xopenex,  which  accounts  for 
half  the  company's  total  sales.  The 
stock,  at  49.07,  is  down  more  than 
20%  this  year.  Robert  Hazlett  of  BMO 
Capital  Markets  says  the  gloom  and 
doom  are  overdone  and  thinks  the 
stock  will  hit  68  in  12  to  18  months. 
"This  company  is  growing  rapidly,  and  it's  going  to  be  m 
profitable  than  analysts  estimate,"  he  says.  Lawrence  Nei 
of  Robert  W  Baird  agrees.  His  12-month  target  is  67.  ■ 

-Gene  Marcial  is  on  vacat 
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ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  tharv 
350.000  companies— public  and  private— worldwide.  Find  the  best  comps 
resource  on  the  free  Web  at  investing.businessweek.com 

Gene  Marcial's  Inside  Wall  Street  Is  posted  at  businessweek.com/investor 
p.m.  EST  on  the  magazine's  publication  day,  usually  Thursdays. 
Note:  Unless  otherwise  noted,  neither  the  sources  cited  in  Inside  Wall  Street  nor  the 
firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investme 
banking  or  other  financial  relationships  with  them. 
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MAXIMIZE 
YOUR  CASH. 
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APY 


COMPLETE  SAVINGS  ACCOUNT 


E  ttraordinary 


E  J-TRADE 


OVER 


THE  NATIONAL  AVERAGE. 


No  minimums. 

No  account  fees. 

No  gimmicks. 
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FREE 

TRANSFER 

Transfers  to  and  from 
any  institution.3 


Open  an  account 
in  minutes 


(877)  929-2434 
etrade.com/maximize 


Click         Call         Visit 


■Lial  Percentage  Yield  is  effective  5/9/07  and  is  subject  to  change.  A  $1  minimum  deposit  is  required  to  open  a  new  account.  Withdrawal  limits  apply.  Online  statements  required. 

[Annual  Percentage  Yield  (APY)  of  the  Complete  Savings  Account  as  of  5/9/07  is  more  than  8  times  the  national  average  APY  for  savings  accounts  with  balances  of  $25,000. 

I:  Informa  Research  Services,  Inc.,  Calabasas,  CA.  www.informars.com.  Although  the  information  has  been  obtained  from  the  various  institutions  themselves,  the  accuracy 
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PersonalFinance  Figures  of  the  Week 


STOCKS 


S&P  500 

MAY      NOV.      MAY    MAY  24-30 


1530.2 


COMMENTARY 

Both  the  S&P  500  and  the  Dow 
Jones  Industrials  hit  all-time 
highs  this  week.  The  markets 
perked  up  after  detecting  an 
optimistic  tone  in  the  minutes 
of  the  recent  Federal  Open 
Market  Committee  meeting.  In 
M&A  news,  Archstone-Smith 
Trust  agreed  to  be  acquired, 
while  Avaya  is  a  rumored 
buyout  candidate;  shares  rose 
19%  and  13%,  respectively. 

Data:  Bloomberg  Financial  Markets,  Reuters 

MUTUAL  FUNDS 

4-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  30 

■  S&P  500  ■  U.S.  DIVERSIFIED  Wt  ALL  EQUITY 


52-WEEK  TOTAL  RETURN 

WEEK  ENDED  MAY  30 

■  S&P  500  ■  U.S.  DIVERSIFIED  Ml  ALL  EQUITY 


%  5  10         15         20         25         30 

Data:  Standard  &  Poor's 


THE  WEEK  AHEAD 


FACTORY  INVENTORIES 

Monday,  June  4, 10  a.m.  EDT 
» Manufacturing  inventories 
probably  increased  by  0.5%  in 
April  after  a  0.2%  gain  in  March. 
That's  the  median  forecast  among 
economists  surveyed  by  Action 
Economics.  Inventory  growth  may 
rise  now  that  stockpiles  are  more 
in  line  with  sales,  and  demand  is 
increasing. 

NONMANUFACTURERS'  INDEX 
Tuesday,  June  5, 10  a.m.  EDT  »The 


U.S.  MARKETS 

MA'i  JO 

WEEK 

%  CHANGE 

YEAR  TO     LAST  12 

DATE       MONTHS 

S&P 500 

1530.2 

0.5 

7.9 

21.5 

Dow  Jones  Industrials 

13,633.1 

0.8 

9.4 

22  9 

NASDAQ  Composite 

2592.6 

0.6 

7.3 

19.8 

S&P  MidCap  400 

911.2 

0.7 

13.3 

20.8 

S&P  SmallCap  600 

437.9 

0.8 

9.5 

17.9 

DJ  Wilshire  5000 
SECTORS 

15,411.9 

0.6 

8.4 

21.5 

BusinessWeek  50* 

872.0 

1.5 

9.2 

21.0 

BW  Info  Tech  100" 

479  8 

0.2 

7.2 

28.9 

S&P/Cit  igroup  Growth 

699.1 

0.6 

7.1 

19.7 

S&P/Citigroup  Value 

830.1 

0.4 

8.6 

231 

S&P  Energy 

524.8 

1.0 

15.2 

30.0 

S&P  Financials 

508.7 

0.2 

2.7 

17.0 

S&P  REIT 

204.2 

5.3 

2.7 

25.8 

S&P  Transportation 

283.9 

1.1 

76 

5.0 

S&P  Utilities 

210.5 

-1.3 

12.8 

33.0 

GSTI  Internet 

225.5 

-0.5 

12.9 

28.6 

PSE  Technology 

942.9 

0.4 

7.7 

16.8 

GLOBAL  MARKETS           ma 

WEEK 

YEAR  TO     L  I 

DATE       M 

S&P  Euro  Plus  (U.S.  Dollar)        2203.5 

-1.2 

io.7     ;  n 

London  (FT-SE 100)                  6602.1 

-0.2 

6.1       1  , , 

Paris  (CAC  40)                      6042.2 

-1.3 

9.0      2 

Frankfurt  (DAX)                       7765.0 

0.4 

17.7       . 

Tokyo  (NIKKEI  225)                17,588.3 

-0.7 

2.1       1 

Hong  Kong  (Hang  Seng) 
Toronto  (S&P/TSX  Composite) 
Mexico  City  (IPC) 


20.293.J 
14,081.7 
31,380.0 


-2.4 
-0.4 

1.7 


1.6 

9.1 

18.6 


•March  19. 1999=1000   "February  7. 2000=1000 


FUNDAMENTALS     may29 

S&P  500  Dividend  Yield  1.76% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  17.9 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.7 

First  Call  Earnings  Revision*  -0.11% 

TECHNICAL  INDICATORS  may29 

S&P  500  200-day  average  1404.3 

Stocks  above  200-day  average  72.0% 

Options:  Put/call  ratio  0.90 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.51 


WEEK  AGO     YEA 

1.75% 

17.9 

15.7 

0.07% 


1 
1' 


-0.58 

•First  C 
WEEK  AGO     YEA 

1399.5  Posit. 

75.0%  Negati 

0.84  Positi 

5.78  Negati 


BEST-PERFORMING 
GROUPS 


LAST 
MONTH "/ 


LAST  12 
MONTHS0/* 


WORST-PERFORMING  LAST 

MONTH  % 


Aluminum 

16.2 

Tires  &  Rubber 

187.4 

Divsfd.  Metals  &  Mining 

15  8 

Divsfd.  Metals  &  Mining 

73.4 

Coal 

15.7 

Internet  Retailers 

66.1 

Health-Care  Supplies 

15.5 

Constr.  Materials 

54.7 

Wireless  Services 

12.8 

Intgrd.  Telecmms.  Svcs. 

54.2 

EQUITY  FUND  CATEGORIES 

4-WEEK  TOTAL  RETURN                          %        52-WEEK  TOTAL  RETURN 
LEADERS                                                          LEADERS 

% 

Latin  America 

9.9 

Latin  America 

66.9 

Pacific/Asia  ex-Japan 

5.7 

Pacific/Asia  ex-Japan 

42  6 

Communications 

5.7 

Utilities 

37.5 

Natural  Resources 

LAGGARDS 

4.9 

Diversified  Emerging  Mkts 

LAGGARDS 

35.4 

Real  Estate 

-0.9 

Japan 

0.2 

Precious  Metals 

-0.9 

Precious  Metals 

8.0 

Japan 

0.6 

Miscellaneous 

14.3 

Utilities 

0.7 

Domestic  Hybrid 

14.7 

GROUPS 

IT  Consulting 
Agricultural  Products 
Gold  Mining 
Personal  Products 
Retail  REIT's 


-8.2 

-8.0 
-5.5 
-5.1 
-4.8 


Gold  Mining 
Electric  Mfg.  Svcs. 
Agricultural  Products 
Employment  Services 
Airlines 


ft 

m 


EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN  % 
LEADERS 

DireXn.Lat.Am.Bull2Xlnv.  17.4 

DireXn.  Cmdty.  Bull  2X  15.2 

ProFds.  Mble.  Tlcmms.  Inv.  13.9 

Dreyfus  Prem.  Grtr.  China  A  13.1 

LAGGARDS 

ProFunds  UltSh.  Emrg.  Mkts.  -11.5 

ProShrs.  UltSh.  Basic  Mats.  -9.7 

ProSharesUltSh.Oil&Gas  -9.5 

Third  Millennium  Russia  A  -8  5 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.  Lat.  Am.  Bull  2X  Inv.  118.9 
Dreyfus  Prem.  Grtr.  China  A  83  9 
ProFunds  UltraEmrg.  Mkts.  80.5 
AIM  China  A  70  6 

LAGGARDS 

ProFunds  UltSh.  Emrg.  Mkts.  -55.6 
DireXn.  Emrg.  Mkts.  Short  -52  3 
DireXn.  Sm.  Cap  Bear  2.5X  -36.5 
D*eXarUSDAQ100Bear25X  -35.7 


INTEREST  RATES 

KEY  RATES  may30  weekago 

Money  Market  Funds  4.87%  4.86°/ 

90-Day  Treasury  Bills  4.83  4.89 

2-Year  Treasury  Notes  4.88  4.84 

10-Year  Treasury  Notes  4.88  4.86 

30-Year  Treasury  Bonds  5.01  5.01 

30-Year  Fixed  Mortgage!  6.33  6.29 

t  BanxQ 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


General  Obligations 


10-YR.  BOND 

3.92% 


Taxable  Equivalent 


5.60 


Insured  Revenue  Bonds 


4.03 


Taxable  Equivalent 


5.76 


6.5 


Institute  tor  Supply  Management's 
May  nonmanufacturing  activity 
report  probably  edged  down 
slightly,  to  55.6%,  atter  rising 
to  56%  in  April.  The  new  orders 
index  improved,  while  the  fewest 
respondents  since  last  November, 
reported  having  too  much 
inventory  on  hand. 
INSTALLMENT  CREDIT  Thursday, 
June  7,  3  p.m.  EDT  »ln  April, 
consumers  most  likely  took  on 
$5  billion  of  additional  debt. 


Installment  credit  jumped  by 
$13.5  billion  in  March,  with  a 
pretty  even  split  between  revolving 
and  non-revolving  credit. 
INTERNATIONAL  TRADE  Friday, 
June  8,  8:30  a.m.  EDT » The 
April  trade  deficit  is  expected 
to  have  narrowed  to  $62  billion. 
Increased  energy  imports 
and  prices  overwhelmed  the 
improvement  in  exports,  leading 
to  a  larger-than-expected  deficit 
of  $63.9  billion  in  March. 


The  BusinessWeek  production  indt 
rose  to  301.7  for  the  week  ended  M 
19,  a  9.2%  gain  from  a  year  ago. 
Before  calculation  of  the  four-wee) 
moving  average,  the  index  bounce* 
to  303.1. 


:- 


BusinessWeek  .com 


ONLINE:  The  Company  Insight  j 
Center  lets  you  dig  into  data  on  t 
than  350.000  companies-publi 
and  private— worldwide.  Find  the    it! 
company  resource  on  the  free  W  •'; 
at  investing.businessweek.com. 


For  the  BW50,  more  investment 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras 
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Company  Index 

>  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
•rence  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
nes.  Companies  listed  only  in  tables  are  not  included. 
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:  Worlds  IN24 
SIN24 
(AFL)34 

on(AMZN)40,84 
(AAPL)71 
ione-Smith(ASN)28 
Research  80 
Management  40 
le  Magic  58 
|lation(AN)64 


,)f  America  (BAC)  28 

|ate78 

;iys(BCS)28 

David  46 

pn  Entertainment  79 
Itmark  Capital  64 
fey  88 

jiuy(BBY)IN4 
pcess  Capital  40 

uster(BBI)34, 64 

:apital(BMO)80 
12,  IN18 
(BA)18,IN4 
Common  Asset 

iagement34 
Consulting  49,  IN8 

)28 

Meyers  (BMY)  34 

Technology  Group  18 

King(BKC)64 

?ton  Resources  80 

ress.com  IN28 

46 

er  Telephone  14 

:BS)24 

an(CEN)36 
Capital  II 36 

Cap  Activist  36 

re(LNG)62 

sn's  Investment 

136 

e's65 

(CSC0)40 

■up(C)IN4 

rWX)24 

:ola(KO)46,IN24 

3st(CMCSA)14.24 
Credit  18 

oPhillips(COP) 

JO 

(DVW)14 

aremark(CVS)34 


fChrysler(DCX)16 
lobal  34 
;rs  46 
:ech71 

ELL)  11, 22, 28, 56 
:Click28 
)nes(DJ)ll 
y(DYN)62 
an  Kodak  (EK)IN4 


Eli  Lilly  (LLY)IN4 
Ernst  &  Young  28 
Europa  Ventures  40 
Evercare(UNH)68 


F.G 

Fisher  &  Phillips  12 
FlickrlN24 
Fonterra  71 
Ford  (F) 16 

Forterra  Systems  IN24 
frog  design  IN4 
Fujitsu  (FJTSY)  56 
Gap  (GPS)  45 
Gartner  (IT)  56 
GE(GE)18,49,IN4,IN8, 

IN16 
Gillette  (PG)  IN18 
Giorgio  Armani  38 
GM(GM)16,IN24,IN26 
GM084 
Goldman  Sachs  (GS) 

25,28 
Goodyear  (GT)  28 
Google  (GOOG)  28, 40, 58, 

84.IN4 
Government  Liquidation 

(LQDT)30 
Graham  &  Dunn  76 


H,l 

Handspring  56 
Hard  Rock  Cafe  38 
Hedge  Fund  Solutions  36 
Herman  Miller(MLHR) 

IN20 
Holiday  Inn  (IHG)  8, 38 
Home  Depot  (HD)  34 
HP(HPQ)56,IN4,IN24 
HTC56 
IBM(IBM)IN4 
Icahn  Partners  36 
Intel  (INTC)  56,  IN24 
Intercontinental  Hotels 

(IHG)  8 
Intuit  (INTU)  IN4 
ISS34 


J.K 

Jamba  (JMBA)  64 
J&J(JNJ)IN4,IN24 
J.C.  Penney  (JCP)  IN24 
Joost24 

JPMorgan  Chase  (JPM)  25 
Jump  Associates  IN8 
JuptterResearch  IN24 
Kansas  City  Southern 

(KSU)80 
Kellogg  (K)IN24 
KFC(YUM)49 
Kinder  Morgan  (KMI)  62 
KPMG28 
KT&G36 


L,M 

Lamborghini  88 
Landor  New  York  38 
LaSalleBank(ABN)28 
Lehman  (LEH)  28 
Lenovo(LNVGY)56 


Linden  Lab  IN24 
Liquidity  Services  (LQDT)  30 
Littler  Mendelson  12 
Liz  Claiborne  (LIZ)  16 
LL  Bean  38 
LogMeln40 
LSE28 
Lukoil  80 
Lunar  Design  IN4 
Makena  Technologies  IN24 
MarketocracylN28 
Marriott  (MAR)  38 
Martha  Stewart  (MSO)  38 
Matrix  Investment 

Research  80 
Mayer  Brown  76 
McFarland  Strategy  86 
McGraw-Hill  (MHP)  62 
Medicalgorithmics  40 
Mercedes  (DCX)  12 
MGA  Entertainment  IN24 
Microsoft  (MSFT)  56, 

58IN4 
Miller  Global  Properties38 
Morgan  Stanley  (MS)  80 
Morningstar(MORN)IN28 
Motorola  (MOT)  36, 49, 

IN18 
MTV(VIA)24,IN24 
Multiverse  Network  IN24 
MySpace(NWS)58,84, 

IN6,  IN24 


N,0 

NASDAQ  (NDAQ)  28 
NBC  28 

New  Europe  Ventures  40 
News  Corp.  (NWS)  58, 

IN24 
Nickelodeon  (VIA)  38 
Nike(NKE)16 
Nintendo  (NTD0Y)IN24 
Nokia  (NOK)  56,  IN4 
Norfolk  Southern  (NSC)  80 
Novartis(NVS)IN24 
NYSE(NYX)28,34 
0penView40 
Oppenheimer  Activist 

Partners  36 
Oracle  (0RCL)IN4 
0zon40 


P.Q.R 

Palm(PALM)56 
Peer  Insight  IN4.IN16 
PepsiCo  (PEP)  46. 49 
Pershing  Square  Capital 

36 
Philips  (PHG)IN18,IN24 
Pizza  Hut  (YUM)  49 
Polo  Ralph  Lauren  (RL)  38 
Principal  Financial  Group 

(PFG)IN20 
ProtonMedialN24 
Quaker  Oats  (PEP)  49 
Qwaq  IN24 
RBS28 
Reebok IN24 
Reuters  (RTRSY)  25 
RobertW.Baird80 
Royal  Dutch  Shell  (RDS)  46 


Russian  Technologies  40 

S 

Samsung  56 
SanDisk(SNDK)IN4 
S&P  (MHP)  11, 25. 36, 62. 

80IN16IN28 
SDG&E(SRE)62 
Sempra  Energy  (SRE)  62 
Sepracor(SEPR)80 
Services  Acquisition  64 
Shinwon45 
SigmaWorks  Group  18 
Sitrick28 
Skype(EBAY)24 
Sony(SNE)42,56 
Soros  Fund  Management  64 
Sotheby's  (BID)  65 
Starbucks  (SBUX)  64 
Starwood  (HOT)  IN24 
Steelcase(SCS)IN20 
Steel  Partners  36 
STMicroelectronics  (STM)  71 
Stolper72 
SulakelN24 


T,U 

TacoBell(YUM)49 
Target  (TGT)  45,  IN24 
Teague  IN4 
Thomson  (TOC)  14 
3M(MMM)IN8 
3TS  Capital  Partners  40 
TishmanSpeyer28 
Toyota  (TM)  16 
Trian  Partners  36 
Tropicana(PEP)49 
20th  Century  Fox  (NWS) 

42.IN24 
UBS  Activist  Partners  36 
Unilever  (UN)  IN4 
Union  Pacific  (UNP)  80 
UnitedHealth  (UNH)  68 


V,W 

Veritable  72 
Verizon  (VZ)  14, 34 
Viacom  (VIA)  24, 38, 58 
Virgin  Atlantic  16 
Vobile58 
Volant  IN18 
Vulcan  Portals  56 
Wall  Street  Access  80 
Wal-Mart  (WMT)  11, 28, 

45.IN24 
Walt  Disney  (DIS)  42, 58, 

IN4.  IN24 
Washington  Post  (WP0)25 
Wedbush  Morgan  64 
Wells  Fargo  (WFCJIN24 


X.Y.Z 

Xerox  (XRX)  71 
XO  Communications 

(X0H0)14 
Yahoo!  (YHOO)  58 
Yandex  40 
YouTube(GOOG)24,IN4, 

IN24 
Zions(ZION)78 
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It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's  show 
airing  June  2  and  3: 

A  Buyer's  Market?:  Take 
a  look  at  the  generous  perks 
home  sellers  are  throwing 
in  to  close  the  deal. 

Investors  Sitting  It  Out: 

Despite  the  current  market 
rally,  why  many  are  still  wary 
due  to  the  collapse  in  2000. 

Redesign  With  Age  in  Mind: 

Baby  boomers  are  remodeling  so 
they  can  still  live  at  home  if  they 
ever  become  physically  impaired. 

Luxury  Train  Travel:  Join  us 
for  a  journey  on  a  private  rail 
car  you  can  rent,  complete  with 
butler  service  and  fine  dining. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

Find  your  local  station  and  airtime  by 

zip  code  at  businessweekweekend.com 
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IdeasBooks 


Bubbles:  Bring  'Em  On 


POP!  Why  Bubbles  Are  Great  for  The  Economy 

By  Daniel  Gross;  Collins;  232pp;  $22.95 


Legendary  value  investor  Jeremy 
Grantham  is  worried.  The  founder  and 
chairman  of  GMO,  a  Boston-based 
global  investment-management  firm 
with  $145  billion  in  assets,  believes  we 
are  in  the  grip  of  the  first  worldwide 
bubble  in  history.  "From  Indian 
antiquities  to  modern  Chinese  Art;  from 

land  in  Panama  to  Mayfair;  from  forestry, 
infrastructure,  and  the  junkiest  bonds  to 
mundane  blue  chips,  it's  bubble  time,"  writes 
Grantham  in  his  latest  newsletter.  "Every 
bubble  has  always  burst,"  he  warns. 

Ruptures  of  market  bubbles  are  among 
history's  most  brutal  financial  calamities— 
and  make  for  some  of  its  most  fascinating 
stories.  Famous  booms  and  busts  include  the 
Mississippi  Scheme  of  18th  century  France, 
railroad  fever  in  19th  century  America,  and 
the  stock  mania  of  both  the  Roaring  Twenties 
and  the  dot-com  era.  The  details  vary  wildly, 
but  major  bubbles  share  some  common  traits. 
The  exuberance  set  off  during  periods  of 
rising  asset  prices  and  economic  prosperity 
eventually  swells  into  a  speculative  frenzy. 
"Something,  it  matters  little  what— although 
it  will  always  be  much  debated— triggers 
the  ultimate  reversal,"  wrote  John  Kenneth 
Galbraith  in  his  delightful  A  Short  History  of  Financial 
Euphoria.  "Thus  the  collapse.  And  thus  the  rule,  supported  by 
the  experience  of  centuries:  The  speculative  episode  always 
ends  not  with  a  whimper  but  with  a  bang." 

Sounds  bad,  right?  Well,  I  can  imagine  journalist  and 
author  Daniel  Gross  responding  with  a  cheery  "bring  it  on!" 
Gross  is  the  author  of  the  breezy  and  perceptive  Pop!  Why 
Bubbles  Are  Great  for  the  Economy.  He  argues  a  simple  theme 
well:  A  bubble  is  capitalism's  way  of  rapidly  transforming 
an  economy  during  periods  of  major  technological  and 
commercial  innovation.  Creative  destruction  and  bubble 
dynamics  are  two  sides  of  the  same  coin.  "The  stuff  built 
during  infrastructure  bubbles— housing  and  telegraph  wires, 
fiber-optic  cable  and  railroads— doesn't  get  plowed  under 
when  its  owners  go  bankrupt.  It  gets  reused— and  quickly— 
by  entrepreneurs  with  new  business  plans,  lower  cost 
bases,  and  better  capital  structures.  And  when  new  services 
and  businesses  are  rolled  out  over  the  new  infrastructure, 
entrepreneurs  can  tap  into  the  legions  of  users  who  were 
coaxed  into  the  market  during  the  bubble." 

Case  in  point:  the  dot-com  boom  and  bust.  The  stock 
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market  soared  into  record  territory;  dot-com  valuations 
reached  stratospheric  heights;  venture  capitalists  funded 
countless  enterprises;  and  established  blue-chip  compan 
rushed  to  learn  the  businesses.  However,  when  the  bubbl 
burst,  NASDAQ  and  Internet  stocks  plunged  by  nearly  80 
and  90%,  respectively.  Countless  hotshot  outfits  with  sna] 
names  like  eToys  and  Kozmo.com  failed.  Dot-com  seers  a 
New  Economy  enthusiasts  were  routinely  ridiculed. 

What  the  bubble  moralizers  missed  is  that  the  building 
blocks  for  an  online,  Information  Age  economy  were 
assembled  at  quicksilver  speed.  Many  good  companies  got: 
funded,  and  they  not  only  survived  but  thr 
(Think  Amazon.).  Lots  of  business  models 
ideas  were  tested  in  a  Darwinian  marketpll 
Internet  commerce  has  surpassed  even 
the  starry-eyed  forecasts  of  the  1990s,  as 
Google,  MySpace.com,  and  other  Web-bas> 
innovators  emerged  from  the  dot-bomb  rui 
Gross's  thesis  isn't  novel:  This  point  of 
view  once  represented  a  vibrant  tradition 
among  economists,  including  both  Karl  IV 
and  the  legendary  Joseph  Schumpeter.  Ml 
recently  it  has  been  argued  by  Deutsche  E 
economist  Peter  Garber  in  his  Famous  Fir 
Bubbles  and  BusinessWeek  chief  economis 
Michael  Mandel  in  Rational  Exuberance. 
Still,  Gross  provides  a  canny  and  readab 
account,  propelled  by  brief  histories  of  a 
number  of  transformative  euphorias.  Plus, 
offers  two  other  themes.  First,  that  Americ 
version  of  free-market 
capitalism  is  especially  pro: 
to  the  benefits  (and  the  invt  | 
losses)  of  bubbles.  Second, 
government  often  plays  a  k 
role.  For  instance,  federal  a 
in  the  form  of  cheap  capital 
helped  the  railroad  boom  a 
In  example  after  example, 
he  argues  that  "governmeri 
through  tax  credits  and  pat 
policies,  procurement  and 
~  M"~    ™   "*"  legislation,  the  tax  code  anc 

direct  subsidies,  has  helped 
foment,  incubate,  kick  off,  and  sustain  these  booms." 

As  for  the  global  economy,  we  are  living  in  a  remarkabl 
age.  Much  of  the  bounty  that  had  been  confined  to  a  hanc 
of  nations  is  spreading  to  China,  India,  Vietnam,  Mexico, 
other  emerging  markets.  Grantham  is  right.  The  boom  w 
go  bust,  but  meanwhile  durable  bridges  of  trade,  capital, 
knowledge  are  being  built.  Every  day  the  ideal  of  a  global 
economy  becomes  more  of  a  reality  and  less  of  a  goal.  ■ 

-By  Christopher  Fa 


Gross  argues 
that  creative 
destruction 
and  bubbles 
go  hand 
in  hand 
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II  If  you  visit  any  city  in  China  you  will  see  them:  MOBIL  E  PHONES. 
Currently,  the  Chinese  mobile  market  is  growing  rapidly  and 
•  mobile  operators  are  being  engaged  in  competition  to  create 
I  new  demand.  It  is  expected  that  over  600  million  Chinese 
I  people  -  44%  of  the  total  population  -  will  subscribe  to  a 
I  mobile  communication  service  by  20 10.  This  represents  an 
\ '  unbelievable  opportunity  for  investors  looking  to  gain  exposure 

i  within  a  sector  that  is  poised  for  accelerated  growth  in  the 
years  to  come.  This  sector  is  the  telecommunications  sector  in 
China.  It's  the  worlds  largest  telecom  market  by  far  -  dwarfing 
]  the  U.S.,  Europe  and  neighboring  Japan  -  but  it's  still  a  fraction 
of  what  it  will  be  soon  be! 
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INVESTMENT  HIGHLIGHTS 

China  has  the  largest  mobile  phone  market  in 
the  world. 

Mobile  subscribers  are  expected  to  total  more 
than  600  million  by  2010. 

GZGT's  revenues  jumped  91%  in  2006,  and  are 
projected  to  grow  44%  in  2007, 67%  in  2008 
and  39%  in  2009 

The  Chinese  telecom  and  mobile  phone  handset 
market  for  enterprises  has  huge  room  for  growth 
as  current  penetration  rates  are  estimated  at  only 
between  25%  and  30%. 

GZGT  has  partnered  with  China's  largest  3 
telecommunications  providers  -  China  Mobile, 
China  Unicom  and  China  Telecom. 

GZGT's  major  carrier  partnerships  account  for 
nearly  $50  billion  in  revenues. 

S  Shares  appear  attractive  given  the  company's 
position  in  an  unsaturated  industry. 

GZGT  is  poised  to  capture  significant  share  of  the 
evolving  mobile  market  and  mobile  user  usage 
of  new  enterprise  services  tailored  for"on  the  go" 
use.  A  larger  customer  base  coupled  with  the  in- 
troduction of  new  mobile  solutions  will  continue 
to  fuel  revenue  growth  and  transpire  into 
a  higher  GZGT  valuation. 
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IdeasOutsideShot 


BY  KEITH  R.MCFARLAND 


Lessons  from  the  Anti-Mentor 


i. 


The  hotshot  vice-president  who  took  over  the  marketing  group  where  I 
worked  when  I  was  in  my  20s  was  a  great  anti-mentor.  Arrogant,  quick- 
tempered, and  controlling,  it  took  him  only  about  six  months  to  turn  a 
great  department  into  a  loose  collection  of  warring  fiefdoms.  I  knew  I 
wanted  out,  so  I  observed  what  I  thought  at  the  time  was  proper  etiquetti 


I  told  him  face-to-face  that  I  wanted  to  transfer  to  a  different 
department.  He  tried  to  talk  me  out  of  it  but  finally  relented, 
extracting  only  one  promise:  I  would  allow  him  to  tell  the 
president  of  our  organization  about  the  change. 

What  I  didn't  know  at  the  time  was  that  he  and  the 
president  were  at  war  over  some  of  the  same  issues  that 
were  causing  me  to  flee  and  that  he  intended  to  use  my 
departure  as  a  weapon  against  the  president,  who  had 
been  my  friend  and  sponsor  for  a  number  of  years.  So 
my  boss  said  I  was  leaving  my  post  because  I  was  tired  of 
the  president  meddling  in  the  affairs  of  our  department. 
Nothing  could  have  been  further  from  the  truth,  but  the 
president  appeared  to  believe  him  and  was  so 
offended  by  the  statement  that  it  took  several 
years  to  repair  my  relationship  with  him. 

What  did  my  first  anti-mentor  teach  me?  That 
people,  even  those  you  view  as  untrustworthy, 
are  essentially  reliable.  Wait,  hadn't  this  person 
betrayed  me  by  lying  about  my  motivations  for 
leaving  the  job?  Yes,  and  that's  precisely  my 
point.  His  actions  were  entirely  consistent.  I 
knew  he  was  selfish,  manipulative,  and  insecure. 
So  to  expect  him  to  behave  otherwise  was  bad 
judgment  on  my  part. 

I  realized  right  then  that  people  are 
surprisingly  dependable  and  vowed  to  use  what 
I  knew  about  them  to  predict  how  they're  likely 
to  act.  When  my  boss  asked  me  to  let  him  relay 
my  move  to  the  president,  I  should  have  been  on  my  guard.  I 
should  have  said:  "You  know,  my  relationship  with  him  goes 
back  almost  10  years,  and  I  wouldn't  want  to  offend  him  by 
not  telling  him  myself." 

AS  ANTI-MENTORS  OFTEN  will,  mine  self-destructed  over  the 
next  couple  of  years.  People  throughout  the  organization 
found  that  they  couldn't  believe  what  he  said,  and  eventually 
they  stopped  trusting  him.  He  went  on  to  head  another  outfit 
and  stayed  there  for  a  few  years— until  co-workers  in  the  new 
place  were  able  to  scratch  beneath  the  polished  veneer  of  his 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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The  insecure 
boss  or the 
slippery 
vendor  may 
represent  an 
opportunity 
for  growth 


personality.  By  that  time  he  was  on  the  move  again. 

The  funny  thing  is,  as  the  years  have  passed,  the  anger 
felt  for  my  first  anti-mentor  has  dissipated.  The  lesson  to 
every  person  as  reliable  (based  on  who  they  really  are)  ha 
served  me  well  as  an  entrepreneur,  whether  I'm  dealing  v 
colleagues,  investors,  or  customers. 

I  also  learned  to  trust  my  own  instincts.  I  left  a  great  joi 
simply  because  I  didn't  like  working  around  my  boss.  Tha 
led  me  to  one  of  the  guiding  principles  of  my  career:  You  i 
spend  too  much  time  at  work  to  spend  it  around  people 
you  don't  like  or  trust.  If  you're  not  having  fun,  it's  time  to 
move  on.  I  apply  the  fun  rule  not  only  to  people  in  my  ow* 
company  but  also  to  my  bankers,  investors, 
vendors,  and  customers.  Thaf  s  right,  I've  "fii| 
customers  because  they  weren't  the  kind  of 
people  I  wanted  to  be  associated  with. 

Since  becoming  a  leader  of  entrepreneurs 
businesses,  I  have  been  blessed  with  a  numb 
other  terrific  anti-mentors.  Like  the  business 
who  once  told  me  "all  buyers  are  liars."  I 
watched  his  cynicism  about  his  customers 
infect  his  organization  and  cripple  its  growth 
Or  the  friend  whose  ego  became  so  enmeshe 
with  his  business  that  he  lost  his  objectivity  i 
his  ability  to  listen  to  other  points  of  view.  HI 
blindness  and  stubbornness  caused  him  to  k 
the  very  company  he  lived  for. 

So  the  next  time  you  get  frustrated  with  th 
sleazy  office  politician  down  the  hall,  the  slippery  vendor,! 
or  that  manipulative  customer,  take  a  deep  breath  and  as! 
yourself  what  lesson  this  person  is  likely  to  teach  you.  Ant 
mentors  may  represent  the  most  important  opportunity  f 
growth  we're  given  in  life.  The  key  is  being  willing  to  lear 
from  others'  missteps.  As  author  Douglas  Adams  once  no 
"Human  beings,  who  are  almost  unique  in  having  the  abi 
to  learn  from  the  experience  of  others,  are  also  remarkabl 
their  apparent  disinclination  to  do  so."  ■ 

Keith  R.  McFarland,  founder  of McFarland  Strategy  Parma 
author  of  the  upcoming  book  The  Breakthrough  Company: 
Everyday  Companies  Become  Extraordinary  Performers. 
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IdeasTheWelchWay 


BY  JACK  AND  SUZY  WELCH 


The  Riddle  of  Russia 


Russia  is  increasingly  in  the  news  these  days,  both  for  its  high- 
flying economy  and  its  controversial  politics.  What's  your  take 
on  the  situation  there? 

-Dan  Steinbock,  Helsinki,  Finland 

All  you  have  to  do  is  stand  in  the  middle  of  Red  Square  with 
your  back  to  Lenin's  Tomb  to  understand  why  a  billionaire 
entrepreneur  we  recently  met  in  Moscow  would  proudly 
declare:  "Anything  is  possible  in  Russia  right  now."  There, 
where  breadlines  once  wound  around  the  corner,  stands  a 
long  row  of  luxury  stores. 

What  a  difference  16  years— and  vast  oil  reserves— make. 
Indeed,  the  scene  right  now  in  Moscow,  with  its  glitzy  hotels 
and  Bentley  and  Lamborghini  dealerships,  is  enough  to  make 
you  think  that  the  post-glasnost  era  of  limp-along  irrelevancy 
is  over  and  Russia  the  resurgent  superpower  has  arrived. 

With  their  swelling  national  pride,  the  Russians  would  be 
delighted  with  that  shiny  impression.  Reality,  however,  would 
cloud  it  somewhat.  Shortly  after  that  entrepreneur  made  his 
bold  statement,  the  CEO  of  a  technology  company  told  us 
that  government  officials  regularly  call  him 
to  "place"  managers— that  is,  well-connected 
know-nothings— into  his  ranks.  "You  don't  like 
it,  but  you  can't  fight  it,"  he  sighed. 

Our  point  is  that  Russia  is  a  riddle.  Without 
doubt,  it  is  brimming  with  economic  promise 
and  has  reentered  the  global  marketplace  with 
renewed  clout.  But  the  biggest  threats  to  that 


faith  in  Russia's  economic  future  has  sparked  a  new  interr 
in  management  practices,  such  as  developing  leaders  and* 
motivating  teams— and  even  HR!  And  Russia's  new  wealtJ 
has  created  a  number  of  oligarchs  who  have  become  "ang 
investors"  for  many  startups.  Indeed,  when  we  asked  a  ro> 
of  250  entrepreneurs  if  anyone  considered  venture  capital 
funding  a  problem,  not  a  single  hand  went  up. 

But  it  was  the  same  people  in  that  room  who  were  quici 
to  elucidate  Russia's  biggest  challenges.  For  instance,  onei 
CEO  estimated  that  it  would  be  hard  to  fill  a  second  or  thbi 
room  of  the  same  size  with  Russian  entrepreneurs.  Given  i 
rewards  and  security,  most  businesspeople  understandabj 
gravitate  toward  state-run  oil,  gas,  and  mineral  companiei 
and  the  industrial  factories  that  power  the  GDP.  Yes, 
Putin  has  called  for  economic  diversification,  but  robust 
oil  revenues  sap  any  meaningful  sense  of  urgency  towards 
achieving  that  goal. 

Even  if  Russia  were  adequately  diversified,  it  would  stdli 
have  problems  of  corruption  and  an  apathetic  workforce. 
Corruption  in  Russia,  of  course,  is  an  old  story,  but  even 
with  the  economic  upturn,  it  shows  no  signi 
of  a  rewrite.  As  for  the  workforce,  again,  it's 
a  legacy  issue.  Russia  still  lacks  that  critical  i 
mass  of  young  people  filled  with  passion  ann 
ambition  required  to  help  it  seize  economic  < 
opportunities.  Summarizing  countiess  storii 
we  heard,  one  Russian  CEO  said:  "Once 
young  people  here  have  a  good  car,  that  is 
promise  lie  within.  And  it  is  anyone's  guess  how    "£ [\Q  CjllHlleilffeS     enough-  After  that,  they  are  happy  to  work  i 
that  internal  mntradirtinn  will  nlav  nut  "  ..  bureaucracy  for  the  rest  of  their  days." 

that  threaten  Finally,  there  is  the  prickly  problem  of 

it  from  within? 


Can  Russia's 
newfound 
vitality 
prevail  over 


that  internal  contradiction  will  play  out. 


ONE  THING  IS  CERTAIN,  THOUGH:  Russia  is 
currendy  strutting  with  self-confidence.  If  s  as 
if  its  people,  emboldened  by  oil  money,  have  ■■■■■mi 

collectively  decided  to  shake  off  the  "has- 
been"  mande  the  country  has  carried  for  more 
than  a  decade.  You  can  see  the  change  in  the  authoritative 
demeanor  of  hotel  clerks,  street  vendors,  and  cab  drivers, 
and  on  the  faces  of  the  young  people  everywhere  wearing 
T-shirts  bearing  the  image  of  President  Vladimir  Putin,  who, 
with  his  85%  approval  rating,  is  the  embodiment  of  Russia's 
nationalist  mood. 

Several  Nordic  and  Eastern  European  executives  doing 
business  in  Russia  told  us  that  the  country's  self-confidence 
has  morphed  into  a  worrisome  arrogance.  That's  likely 
true.  But  we  also  saw  that  self-confidence  express  itself  in 
positive  ways.  A  new  business  school  named  Skolkovo  is 
scheduled  to  open  next  year,  with  the  primary  purpose  of 
inspiring  startups.  We  met  dozens  of  entrepreneurs  whose 
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Russian  politics,  or  more  precisely,  Putin's 

recent  crackdown  on  internal  dissent  and  hi* 

■  harsh  criticism  of  the  many  countries  that  h 

challenged  him,  including  Britain,  Estonia, 

Germany,  Poland,  and  the  U.S.  He  has  his 

reasons— boldly  stated  in  terms  of  national  interest— but 

the  trend  increases  Russia's  business-risk  profile.  Maybe 

that  won't  scare  off  foreign  oil  companies,  but  any  nonoil 

company  should  probably  think  twice  before  making  maj> 

capital  investments. 

Which  brings  us  back  to  the  riddle.  Will  Russia's  promi 
trump  its  challenges,  or  the  other  way  around?  Russia  itse 
holds  the  answer,  but  the  whole  world  will  feel  its  impact. 

Jack  and  Suzy  Welch  took  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  tk 
at  thewelchway@businessweek.com.  For  their  weekly  poda 
go  to  businessweek.com/search/podcasting.htm. 


at  about  China?  There  is  great  opportunity  in  China,  but  it  takes  experience  to  find  it.  Since  1991, 
rgan  Stanley  has  been  a  leader  in  bringing  Chinese  companies  to  the  international  capital  markets, 
were  the  only  foreign  securities  firm  to  help  set  up  China's  first  domestic  investment  bank,  and  to 
^ide  U.S.  individual  investors  access  to  the  China  A  Shares  market.  If  you're  thinking  about  China, 
d  better  to  guide  you  than  the  people  who've  played  a  part  in  transforming  China's  economy?  Put  our 
>erience,  access  and  insight  to  work  for  you. 


! 


Ask  a  Financial  Advisor  today. 

Visit  morganstanley.com/WORLDWISE 
or  call  866.479.1836 
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If  12  fully  loaded  jumbo  jets 

crashed  every  year, 
something  would  be  done  about  it. 


EVERY  YEAR,  NEARLY  6,000  TEENS  DIE  IN  CAR  CRASHES. 


IF  12JUMBOJETS  WENT  DOWN,  THE  PUBLIC 
OUTCRY    WOULD    BE    STAGGERING.    But  that 

many  teenagers  dying  every  year  barely  makes 
the  headlines. 

Allstate  thinks  it's  time  the  carnage  stopped.  We've 
identified  some  solutions  that  can  help. 

l.The  "Driving  Talk"  is  as  important  as  the  "Sex 
Talk"  and  the  "Drugs  Talk."  When  parents  and  teens 
agree  on  driving  restrictions  and  rules  (such  as  never 
driving  after  midnight  and  having  only  one 
passenger),  and  the  consequences  of  violating  those 
rules,  teens  are  less  likely  to  take  risks  while  driving. 
Download  a  free  Parent-Teen  Driving  Contract  at 
Allstate.com/teen. 

2.  Parents  have  power.  Though  conventional  wisdom 
says  teens  don't  listen,  3  out  of  4  teens  say  their 
parents  would  be  the  best  influence  in  getting  them 


to  drive  more  safely.  When  parents  drive  safely,  their 
children  are  more  likely  to  be  safe  drivers  as  well. 

3.  Graduated  Driver  Licensing  (GDL)  laws  work. 

GDL  laws  put  limits  on  teen  driving  so  kids  can  gain 
experience  safely.  Since  North  Carolina  implemented 
one  of  the  most  comprehensive  GDL  laws  in  the 
country,  it  has  seen  a  25%  decline  in  crashes  involving 
16-year-olds.  Find  out  what  the  GDL  laws  are  in  your 
state  atAllstate.com/teen.  Help  enforce  them — and 
if  they  aren't  strong  enough,  ask  your  legislator  to 
strengthen  them. 

We  can  all  help  stop  teen  driving  deaths — and  the 
good  news  is  we  can  start  today. 


It's  time  to  make  the  world  a  safer  place  to  drive. 
That's  Allstate's  Stand 


/instate 

You're  in  good  hands. 


Auto 
Home 
Life 
Retirema 


Thi  Cupped  Hands  logo  is  a  registered  service  mark  and  "That's  Allstate's  Stand"  is  a  service  mark  ol  Allstate  Insurance  Company.  Lite  insurance  and  annuities  issued  by  Allstate  Lite  Insurance  Company,  Norlhbrook.  IL  and  Lincoln  Benefit  lit 
Lin    in,  NE  In  New  York,  Allstate  Lite  Insurance  Company  of  New  York,  Hauppauge,  NY  Property-casualty  insurance  products  issued  by  Allstate  Fire  and  Casualty  Insurance  Company,  Allstate  Indemnity  Company.  Allstate  Insurance  Comp  ^ 
f'      ,y  ^  Casualty  Insurance  Company,  Northbrook,  IL  ©  2007  Allstate  Insurance  Company  I 
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Quieter. 


The  Airbus  A380  sets  new  standards  in  quietness.  Thanks  to  a  highly  efficient  new  wing  design,  the 
A380  climbs  out  of  airports  more  quickly  than  any  other  high  capacity  aircraft  flying  today,  or  planned 
for  tomorrow.  Which  means  that  the  A380  will  hardly  be  heard  outside  most  airport  boundaries. 
Onboard,  meanwhile,  passengers  fly  in  the  quietest  long-haul  cabin  in  the  industry.  A380  cuts 

noise  to  unheard-of  levels,  inside  and  out  Airbus  A380.  See  the  bigger  picture. 


Airbus,  its  logo  and  the  product  names  are  registered  tract 
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BOLDN  ESi 


Do  you  believe  in  the  power  of  boldness?  Those  who  put  a  man  on  the  moon  did.  At  Arceli 
It  creates  opportunities  to  redefine  excellence,  to  lead  our  industry  and  to  transform  tomaj 


www.arcelormittal.com 
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ANGES     EVERYTHING 


ArcelorMittal 


in  boldness.  Because  boldness  can  change  everything. 


transforming 
tomorrow 
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If  you  don't  take  control  of  your  data, 

someone  else  will. 
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always  perk  up 

len  they  hear  the 

name  Fidelity. 


What  he  knows: 
His  decision  on 
which  job  to  take 
just  got  a  lot 
easier. 


Fidelity  Total  Retirement  Advantage5"  gives  HR  the  competitive  edge.  The  edge  to  help  attract  and  retain 
top  talent.  That's  because  employees  value  that  their  plan  is  through  Fidelity.  Because  they  can  feel  confident 
knowing  they're  making  smarter  decisions  about  their  financial  future,  and  you  can  feel  confident  knowing 


•on's  leader. 
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FIDELITY  TOTAL 
RETIREMENT  ADVANTAGE5" 


1  888  835  5091    I  Fidelity.com/toptalent 


Smart  move. 
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iment  savings  plans,  one  of  We  "largest  mutual  ;  narkets,  and  a  leading  online  brokerage  firm. 


[utional  products  and  services 
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A  High-Tech  House  Party 

The  high-tech  home  is  in  for  a  makeover.  Today's  decked-out 
domiciles  are  filled  with  gadgets  that  can  help  you  get  a  good 
night's  sleep,  keep  germs  at  bay,  or  stay  fit.  You  can  check  out 
some  of  the  gear  on  page  76.  But  for  a  more  complete  look,  see 
our  Special  Report  on  the  Digital  Home.  We  asked  some  of  the  biggest^ 
executives,  entrepreneurs,  and  bloggers  in  techdom  to  name  ther 
must-have  products.  Find  out  who  can't  do  without  his  high-tech! 
washing  machine  and  which  blogger  living  in  New  York  tunes  in 
his  favorite  San  Francisco  station  with  a  wireless  Internet  clock  radii 
And  because  no  digital  household  would  be  complete  without  tb 
devices  needed  to  download  the  gobs  of  music,  video,  and  other 
forms  of  entertainment  that  are  proliferating  online,  we  explain 
why  a  lot  of  companies  are  trying  to  sell  you  more  bandwidth  tha 
you  think  you  need.  Go  to  www.businessweek.com/go/07/digitalhomei 
for  all  this  and  more. 


Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  businessweek.com  to  register.  Ffhd  links  to  the  online-only 
highlights  below  at  busmessweek.com/magazine/content/07_25/online.htm. 


OUR  NEW  COMPANIES  CHANNEL  BusinessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Yahoo!  CEO  Terry  Semel  I  How  companies  encourages 
carpoohng  I  Reducing  your  junk  mail  I  The  dish  on  diets:  Ranking  commercial  diet  plans  I  Check  yourt 
TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.com. 
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n  the  human  network,  a  remote  village  is  included.  In 
place  where  books  don't  usually  exist  the  Library  of 
ongress  can.  Technologies  such  as  wireless  mesh 
^working  are  bringing  rural  schools  and  villages 
the  rest  of  the  world.  Leveling  playing  fields, 
attening  geographies.  And  reinventing  everything, 
le  story  continues  at  cisco.com/humannetwork. 
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the  human  network.    Cisco. 


■""■"" 


©2007  Mercedes-Benz  USA 


"I  love  this  car.  But  I  think  I  love  what 
it  stands  for  even  more." 


GLOBAL  FINANCIER  KEITH  BARKSDALE  KNOWS  SUCCESS. 
HE  ALSO  KNOWS  EXACTLY  WHAT  IT  LOOKS  LIKE. 


When  Keith  Barksdale  began  his  career  on  Wall 
Street  at  the  age  of  20,  he  viewed 
Mercedes-Benz  as  a  symbol.  A 
symbol  that  meant  you'd  arrived.  So 
a  few  years  later,  when  his  career  had 
taken  off  and  he  could  have  any  car 
he  wanted,  there  was  only  one 
choice:  the  Mercedes-Benz  S-Class. 
Keith  Barksdale  And  he's  been  driving  one  ever  since. 
As  Mr.  Barksdale  states,  "For  as  long  as  it's  been 

around,  the  Mercedes-Benz  S-Class  has  represented  the 

upper  echelon  of  quality,  luxury  and  style." 


It's  the  2007  Mercedes-Benz  S-Class  and  there's 
nothing  like  it.  Its  exterior  boasts  a  stunning  design,  turning 
heads  and  catching  eyes  no  matter  where  it  goes.  Inside, 
handcrafted  natural  surfaces  await,  featuring  leathers, 
woods  and  metals  of  only  the  highest  quality.  It  all  glows 
beautifully  in  the  cabin's  soft  ambient  lighting.  And  the 
COMAND  system  places  all  of  the  S-Class's  technological 
advancements  right  at  the  tips  of  your  fingers  in  a  way 
that's  both  functional  and  simple. 

When  you  drive  one,  you'll  understand  what  Mr. 
Barksdale  already  knows:  "When  you  arrive  on  the  scene, 
this  is  the  car  you  want  to  do  it  in." 


THE  2007  S-CLASS.  With  its  stylish  design,  technological  advancements  and  performance  excellence,  nothing  compares. 
— — Unlike  any  other.     


Mercedes-Benz 


Model  shown  2007  S600.  Some  features  listed  are  optional  on  some  models. 


MBUSA.c 

For  more  information,  call  1-800-FOR-MERCEDES,  or  visit  MBUSA 
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"We've  done  turnarounds 
so  many  times,  we're  going 
in  circles." 

-James  M.  Dollinger,  a  shareholder  at  GAfs  annual 

meeting,  talking  about  GIWs  continued  decline.  GMlost 

$10.4  billion  in  2005  and  about  $2  billion  in  2006,  as 

reported  in  The  New  York  Times 
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ENVIRONMENT 

lackMarks 
or  'Green' 
anks 


EW  COMPANIES  HAVE  SWATHED 

themselves  in  green  as 
enthusiastically  as  the  world's 
est  financial  corporations.  While 
raditionally  associated  with 
>ollution  or  renewable-energy 
:s,  Citigroup,  HSBC  Holdings,  and 
tnber  of  their  rivals  have  made 
essive  promises  about  investing 
een  businesses  and  reducing  their 
greenhouse-gas  emissions, 
it  a  close  look  at  recent  corporate 
onmental  reports  reveals  that,  despite 
letoric,  certain  financial  giants  are 
gling  with  the  first  step:  diminishing 
O,,  and  other  gases  discharged  from 
buildings  and  the  jets  on  which  their 
oyees  travel. 

SBC,  which  declared  itself  the  first 
)on-neutral"  bank  in  2005,  reported  in 
day  that  its  greenhouse-gas  emissions 
23%,  to  813,000  tons,  in  2006.  ABN 
i's  jumped  20%,  to  414,720  tons.  And 
roup,  UBS,  and  Barclays  each  reported 
e-digit  emissions  growth  for  2006 
;),  despite  plans  to  curtail  pollution, 
st  a  few  banks,  including  Royal 
of  Canada  and  Australia's  Westpac 
ng,  said  they  trimmed  emissions  in 
Reports  from  other  major  banks  are 
cted  in  coming  months, 
nancial  institutions  say  they're 
ns  of  success:  Brisk  business  in  their 


sector  has  meant  more  employees  in  well- 
lit  offices  working  on  more  computers 
around  the  clock.  This  demands  more 
electricity— created,  often,  by  burning 
CO, -spewing  coal  or  natural  gas.  More 
deals,  meanwhile,  lead  to  more  air  travel, 
another  key  source  of  emissions  linked 
to  global  warming.  Reducing  travel  "is 
difficult  in  a  rapidly  expanding  business," 
says  Francis  Sullivan,  deputy  head  of 
group  sustainable  development  at  HSBC. 

Still,  at  some  banks,  emissions 
seem  to  be  growing  faster  than  the  rush 
of  business.  Emissions  per  full-time 
employee  grew  7%  at  HSBC  and  1 1  %  at 
ABN  Amro. 

The  companies  insist  they're  making 
progress.  Citigroup  has  earmarked  $10 
billion  over  the  next  decade  to  develop 
eco-friendly  offices  and  boost  energy 


efficiency.  And  HSBC,  UBS,  and  Barclays 
note  that  they  offset  some  or  all  of  their 
emissions  by  funding  the  reduction  of 
greenhouse  gases  by  others. 

ABN  Amro  says  its  offsets  will  make 
it  carbon-neutral  by  2008.  UBS  says  it's 
on  track  to  meet  its  goal  of  reducing 
emissions  40%  by  2012.  Carbon  offsets, 
though,  have  been  under  scrutiny  these 
days  because  some  have  been  shown 
to  fund  green  activity  that  would  have 
taken  place  even  if  offsets  hadn't  been 
purchased. 

"I  want  to  give  companies  credit 
for  stepping  forward"  with  their 
environmental  information,  says  Dan 
Bakal,  a  director  at  Boston  environmental 
investment  group  Ceres.  "But  it's  not  clear 
how  much  action  they're  actually  taking." 

-Ben  Elgin 


truggling 
bGo 


GROWTH  IN  TOTAL  EMISSIONS  FROM  2005  TO  2006*:  Despite  promises  to  fight  global  warming,  some 
financial  giants  are  having  a  tough  time  cutting  greenhouse-gas  emissions  from  their  own  operations 


rreen 


HSBC  HOLDINGS 

+23% 


ABN  AMRO 

+20% 


BARCLAYS** 

+6% 


UBS 

+6% 


CITIGROUP 

+5% 


t  include  carbon-offset  purchases    "Data  for  Barclays  British  operations  Data:  Company  reports.  Carbon  Disclosure  Protect 
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ENFORCEMENT 

JUSTICE  JUMPS 
ON  BRIBERY 
ABROAD 

THE  JUNE  4  indictment  of 
Representative  William 
Jefferson  (D-La.)  includes 
the  surprising  allegation 
that  he  violated  the  Foreign 
Corrupt  Practices  Act  (FCPA) 
by  offering  a  bribe  to  a 


Nigerian  official.  It's  the  first 
time  a  U.S.  official— let  alone 
a  congressman— has  been 
charged  with  breaking  that 
1977  law.  Jefferson's  lawyer 
denies  that  he  did  anything 
wrong. 

But  the  Jefferson  case  is 
just  one  in  a  fresh  wave  of 
prosecutions  under  the  FCPA, 
which  bars  Americans  from 
bribing  foreigners.  "There 
have  been  more  cases  in  the 
last  4^  years  than  in  the 


previous  26  years  combined," 
says  Bill  Steinman,  head 
of  the  international 
anticorruption  practice  at 
law  firm  Powell  Goldstein.  So 
far  this  year  three  individuals 
and  two  companies  have 
been  indicted,  sentenced,  or 
have  pleaded  guilty  under 
the  law,  including  one  case 
in  which  criminal  penalties 
totaled  $26  million. 

Steinman  and  others  say 
the  activity  is  driven  by  the 
Justice  Dept.'s  post-Enron 
focus  on  corporate  ethics 
and  companies'  increased 
reporting  of  violations  under 
Sarbanes-Oxley. 

U.S.  companies  have  long 
grumbled  that  the  FCPA 
hurts  their  competitiveness 
overseas,  giving  a  freer  hand 
to  global  rivals.  But  Justice 
says  the  crackdown  is  here  to 
stay.  "We  should  encourage 
public  confidence  in  the 
free-market  system,"  says 
Barry  Sabin,  deputy  assistant 
attorney  general  of  Justice's 
Criminal  Division.  "We  want 
to  have  a  deterrent  effect." 

—Eamonjavers 


BOOK  NOTES 

GREENSPAN,  BOUND  AND  UNBOUND 

O.K.,  SO  HE'S  not  a  spellbinding  speaker.  Nevertheless,  on  June  1,  Alan 
Greenspan  drew  a  1,000-plus  audience  at  BookExpo  America,  the  book 
industry's  annual  trade  show,  held  this  year  in  New  York.  Greenspan 
was  there  to  plug  The  Age  of  Turbulence:  Adventures  in  a  New  World,  to  be 
published  on  Sept.  17  by  Penguin  Group. 

Interviewed  by  his  wife,  NBC  News  correspondent  Andrea  Mitchell, 
the  ex- Fed  chairman  reflected  on  his  frequent  congressional 
testimony— including  his  obfuscations.  "It  was  important 
not  to  answer  certain  questions,"  he  said.  "The  markets 
were  watching."  (But  in  the  book,  he's  "not  holding 
back.")  Greenspan  also  said  that,  under  French 
President  Nicolas  Sarkozy,  Britain's  Gordon  Brown, 
and  Germany's  Angela  Merkel,  Europe  will  begin  to 
move  forward  "in  a  way  that  it  hasn't." 

It  was  left  to  Mitchell  to  mix  the  rational  with  a  bit 
of  exuberance.  She  warned  Washington-area  drivers 
to  steer  clear  if  they  spotted  the  suddenly  limo-less 
Greenspan  at  the  wheel  and  got  her  husband  to  admit  that 
he  scribbled  much  of  his  book  while  in  the  bathtub.  "O.K.," 
he  said. " I'm  another  Archimedes."  -Hardy  Green 
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WOULD YOU 
LIKE  TO  SNIFF 
THE  CAP? 

A  thirst  for  cachet  continue 
in  the  bottled-water  marked 
As  annual  sales  trickle  pash 
the  $10  billion  mark  in  the 
U.S.,  GroupeDanone'sEvia 
is  introducing  the  Palace   j 
Bottle  (an  "elite  hydration 
experience"),  following  last 
year's  launch  of  Beverly 
Hills-based  Bling  H20,  whos) 
Swarovski-crystal-studdedr 
bottles  sell  for  $20  to  $40. 

Available  only  in  clubs,  ! 
hotels,  and  restaurants 
starting  in  late  June,  the 
25-oz.  Palace  Bottle  ($5  to 
$8)  will  hold  Evian's  usual 
water.  But  before  presentin. 
it,  waiters  are  to  replace 
the  plastic  cap  with  a  curvy  | 
stainless  steel  spout  and 
describe  the  qualities  of 
French  Alpine  water  to 
customers.  "It's  affordable 
luxury,"  says  Marc  Jacheet,  I 
marketing  vice-president  fo 
Evian  North  America. 

Will  it  sell?  "It's  a  little 
farfetched,"  says  Robert    i 
H.Frank,  author  of  The 
Economic  Naturalist:  In 
Search  of  Explanations  for 
Everyday  Enigmas.  "But  thei 
are  always  people  willing  to 
spend  money  on  frivolous 
things."  -Dan  Macs 


elease  or  sustained-release 
ginable  not  too  many  years  ; 
harmaceutical  companies  ei 
delivered  precisely  when 
tients  of  today  and  tome 
tore  at  basf.com/sto- 


t  that  seemed 

liability 


caring 


Helping  Make 
Products  Better 


The  Chemical  Company 
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CONSUMERISM  101 

FLUNKING  BRAND  GEOGRAPHY 

THEY'RE  AVIDLY  pursued  by  marketers  around 
the  world,  but  many  young  Americans  don't 
have  a  clue  about  the  origins  of  their  favorite 
brands.  A  survey  of  1,000  undergraduates  by 
market  researcher  Anderson  Analytics  found 
that  students  tend  to  mistakenly  identify  familiar 
brands  as  Japanese,  American,  or  German. 
Many  make  assumptions  based  on  countries' 
perceived  strengths,  assuming  that  electronics 
products  are  Japanese,  for  instance.  Students 
who  thought  Nokia  was  Japanese  gave  it  a  high 
quality  rating,  says  Jesse  Chen,  an  Anderson 
consultant  who  oversaw  the  study,  because 
82%  believe  Japan  makes  quality  products. 
Just  31%  associated  Finland  with  quality 
goods-no  doubt  because  they  didn't  realize  it 
produces  Nokia  phones.        -Elizabeth  Woyke 


Made  in  Helsinki,  Japan 

BRAND 

COUNTRY  OF 
ORIGIN 

%  WHO  ANSWERED 
CORRECTLY 

MOST  COMMON 
ANSWER 

NOKIA 

Finland 

4.4 

Japan  (53.6) 

LEGO 

Denmark 

8.4 

U.S.  (61.1) 

SAMSUNG 

Korea 

9.8 

Japan  (57.8) 

ERICSSON 

Sweden 

9.9 

U.S.  (30.3) 

ADIDAS 

Germany 

12.2 

U.S.  (48.5) 

Data:  Anderson  Analytics 


GOOD  WORKS 

HOW  TO  MAKE 

VOLUNTEERS 

COUNT 

SHOULD  VOLUNTEER  work  be 
calculated  as  an  economic 
statistic?  The  U.N.  has 
long  thought  so,  citing  the 
impact  of  volunteer  projects 
on  a  country's  social  and 
economic  development.  But 
it  lacked  a  systematic  way  to 
measure  such  work.  Now  the 
U.N.'s  International  Labour 
Organization,  which  oversees 
the  gathering  of  labor  data, 
is  working  with  the  Center 
for  Civil  Society  Studies  at 
Johns  Hopkins  University  to 
capture  the  information. 
The  plan  is  to  get  the 
agencies  around  the  world 
that  run  labor  force  surveys 
—in  the  U.S.,  it's  the  Census 
Bureau  and  Bureau  of  Labor 
Statistics— to  survey  people 
about  their  volunteer  work 


as  well  as  their  jobs.  Only 
a  handful  of  countries, 
including  the  U.S.  and 
Canada,  do  this  with  any 
regularity,  says  Lester 
Salamon,  director  of  the 
Johns  Hopkins  center.  An 
earlier  attempt  to  quantify 
volunteer  work  in  36 
countries  found  that  from 
1995  to  2000, 52%  of  adul 
in  Norway  volunteered  th« 
time,  followed  by  Britain 
(30%),  Sweden  (28%),  an 
the  U.S.  (22%). 

Shown  the  economic 
contribution  of  volun- 
teerism,  says  Daphne  Casi 
chief  of  the  U.N.  Voluntee 
Office  in  New  York, 
governments  are  more  likj  ■ 
to  plan  for  and  promote 
such  work.  That,  Casey  sa  < « 
is  particularly  important  I 
to  the  U.N.'s  Millennium  i! 
Development  Goals,  whic 
aim  to  halve  the  number 
of  people  living  in  extreme 
poverty  by  2015. 

-Elizabeth  Woyi 
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nmerce— the  age-did  act  of  buying  and  selling— is  the  foundation  of  global  business.  Yet,  the  modest  act  of 
ment  makes  it  all  possible.  Even  small  improvements  in  your  company's  payment  process  could  add  millions 
he  bottom  line.  Imagine  what  big  improvements  could  do.  Visit  us  at  visa.com/commerce,  or  speak  with  your 
nmercial  Banker,  and  learn  how  Visa  can  help  your  company  cut  costs,  manage  cash  flow  better,  and  turn 
ment  into  a  whole  new  strategic  advantage. 
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ANALYZE  THIS 


BY  KERRY  SULKOWICZ.  M.D. 


One  Snarls,  the  Other  Doesn't 


An  executive  at  one  of  our  key  client 
companies  frightens  everyone:  She  seems  to 
be  in  constant  battles.  I've  been  avoiding  her. 
But  since  she  awards  the  contract  each  year 
for  the  service  we  provide,  I  want  to  tell  her 
about  some  of  our  new  offerings— without 
becoming  a  cowering  yes-person  (which  is 
apparently  how  others  deal  with  her).  What 
do  you  recommend? 

-Anonymous,  Los  Angeles 

IT'S  UNDERSTANDABLE  that  you  want  to 
steer  clear  of  this  client  out  of  a  natural  desire 
to  protect  yourself.  But  as  you  point  out,  it's  in 
your  best  interest  to  work  with  her. 

Here's  something  to  think  about:  One 
of  the  most  underutilized  weapons  in  the 
arsenal  against  bullies  is  telling  them  the 
truth  about  the  way  they  make  you  feel.  This 
executive's  intimidating  style  is  likely  a  kind 
of  armor,  a  personality  trait  she's  developed 
to  keep  everyone  at  a  distance,  protecting  her 
from  feelings  of  vulnerability  and  intimacy. 

Paradoxically,  labeling  that  behavior  as 
scary  and  admitting  that  you  are  afraid  can 
defuse  even  the  biggest  bullies.  It  makes 
them  self-conscious  and  (if  you're  lucky) 
a  bit  apologetic— emotions  that  represent 
progress  in  the  case  of  such  people. 


What  do  you  think  would  happen  if  you 
said,  "Lady  Macbeth  (or  whatever  her  name 
is),  you  may  not  realize  this,  but  lots  of 
people,  including  me,  are  afraid  to  talk  to 
you  because  you  tend  to  jump  all  over  an 
idea  before  hearing  it  out.  I've  got  some  new 
services  I'd  like  to  tell  you  about,  but  I've  been 
reluctant  to  do  so  even  though  you're  one  of 
our  best  customers"? 

Hearing  the  truth  about  what  her  behavior 
evokes  in  you  may  even  provide  this  executive 
with  a  self-revelatory  moment.  If  not, 
it's  at  least  likely  to  give  you  a  window  of 
opportunity  to  convey  your  message  until  the 
wall  goes  up  again. 


I  have  a  female  co-worker  who's 
a  little  too  friendly.  Usually,  I 
can  ignore  it,  but  the  situation  is 
starting  to  get  uncomfortable. 

-Anonymous,  Hou: 

THERE  MUST  BE  an  epidemic  of 
avoidance  going  on.  Just  as  the 
previous  questioner's  instinct  wa 
to  sidestep  the  bullying  client,  j 
you're  ignoring  the  seductive 
colleague.  And  that  may  be  part  j 
of  the  problem:  Even  the  languag  ( 
of  your  question-"a  little  too 
friendly"— suggests  this.  If  your  reaction 
to  her  is  as  vague  as  your  description,  sfr 
may  think  that  you're  giving  her  a  green,  o 
at  least  a  yellow,  light.  Unless  you  want  to 
stay  uncomfortable,  you're  going  to  have 
have  a  real  conversation  with  her.  Start  wi 
something  like,  "I  could  be  misinterpretinfr, 
things,  but...."  And  take  it  from  there, 
clearing  up  any  ambiguity  while  making  si 
she  knows  you  like  working  with  her. 


Kerry!  Sulkowicz,  M.D.,  a  psychoanalyst  and  i  f 
founder  of  the  Boswell  Group,  advises  executh  C 
on  psychological  aspects  of  business.  Sendhi\.  J 
questions  atanalyzethis@businessweek.com.  • 


QUESTION  OF 
THE  WEEK 

Documentary 
filmmakers  like  to 
bash  business-from 
fast  food  to  the 
health-care  system.  ^ 
What  U.S.  industry  M 
or  institution  might  \ 
be  the  next  target  for 
the  big  screen? 


"Investment  bankers. 
They  haul  off  a 
staggering  chunk  of 
America's  wealth,  and 
it's  very  hard  to  pinpoint 
-^  what  value  they 
,..:     ^  add.  The  title:  A 

m^M  LicensetoSteal-" 

Ben  Stem,  lawyer, 
1  writer,  economist 


"I'd  like  to  see 

Hollywood 

do  a  searing  expose 

of  overpriced  movie 

theater  concession 

stands.  Bowling 

for  Raisinettes?" 

Andy  Borowitz,  publisher, 

borowitzreport.com;  author, 

most  recently,  of  The 

Republican  Playbook 


16 


"How  about 
a  hard  look  at 
the  socially 
conscious 
documentary 
industry— the 
toxic  chemicals 
used  to  develop 
the  movies,  the 
gallons  of  gas 
burned  during 
production... 
It'll  be  called 
Shot!" 

Joe  Garden, 

features  editor, 

The  Onion 


">e 


A  grocery  chain  becomes 
an  Internet  provider. 

An  Internet  provider  becomes  a  media  company. 

Businesses  change. 

What  about  yours? 
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With  all  its  twists  and  turns,  running  a  business  has  its  risks-ar 
opportunities.  Everyday,  new  communication  technologies  are  invented, 
new  services  are  introduced,  new  actors  emerge  and  new  possibilities 
unfold.  At  Alcatel-Lucent,  we  help  you  put  all  this  change  to  work  for  you. 
Start  your  competitive  transformation  on  Alcatel-Lucent.com 
Because  the  world  is  always  on. 


Alcatel-Lucent 
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The  idea  that  Daimler 
has  been  dragged 
down  and  German 
investors  have... been 
cheated  is  a  myopic 
view  of  the  situation." 

-John  E.  Golden 
Southfield,  Mich. 


ADEALTHAT 
COULD  SAVE 
DETROIT 


in 


CHECKING  UNDER  THE  HOOD 
OF  THE  CHRYSLER  DEAL 

EVEN  THOUGH  it  has  been  30  years  since 
I  worked  for  Chrysler,  the  auctioning  off  of 
the  division  by  Daimler  deeply  offends  me 
("A  deal  that  could  save  Detroit,"  News  & 
Insights,  May  28).  The  idea  that  Daimler 
has  been  dragged  down  and  German  in- 
vestors have  somehow  been  cheated  is  a 
myopic  vision  of  the  situation. 

What  happened  to  the  $8  billion  sur- 
vival fund  Chrysler  had  in  the  bank  when 
the  merger  occurred?  Was  it  used  to  buy 
Detroit  Diesel  Corp.  outright  and  Mit- 
subishi Motors  shares?  Why  did  Daimler 
get  rid  of  competent  American  man- 
agement at  Chrysler  and  install  "sock 
puppets"? 

Also,  should  Robert  J.  Eaton,  former 
Chrysler  chairman,  be  forced  to  repay  the 
$79  million  golden  parachute  payment 
and  his  $30,000  per  month  Chrysler 
pension  plus  interest? 

These  are  serious  questions.  They  de- 
serve objective  reportage  and  serious 
answers.  Soon! 

-John  E.  Golden 
Southjkld,  Mich. 

PERHAPS  THE  BEST  "deal"  that  could 


save  not  only  Detroit  but  many  otl 
U.S.  companies,  large  and  small,  wo 
be  to  alleviate  the  burden  of  provid 
health  care  for  their  employees.  Eitl 
through  the  private  sector,  private  ins  I 
ance  companies,  or  government  acti 
basic  health  care  should  be  providec 
all  U.S.  workers  and  citizens. 

In  Europe,  health  benefits  are  prov 
ed  as  a  matter  of  course  to  all  work 
and  citizens  and  have  portability  sho 
any  downsizing  be  necessary.  To  foil 
this  model  would  be  not  only  a  hum* 
course  of  action  but  would  also  enhai 
the  global  competitiveness  of  U.S.  bt 
nesses.  I  can't  understand  why  Corp 
rate  America  is  not  more  supportive 
this  policy. 

-F.John  Paul  "Scotty" Andn 

College  ofBusir. 

East  Carolina  Univer. 

Greenville,  A 

THE  UNION'S  health-care  costs  h: 
generated  a  lot  of  buzz.  However, 
daunting  health-care  problem  oversh; 
ows  a  bigger  and  deeper  problem: 
of  killer  models,  which  results  from  pt 
management  and  lack  of  vision. 
For  years  Detroit  has  been  bringi 
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CORRECTIONS  &  CLARIFICATIONS 

"Activist  Investors  Get  More  Respect" 
(News  &  Analysis,  June  11)  should  have 
specified  that  the  rate  of  increase  of 
withdrawn  shareholder  proposals,  from 
15%  to  22%  for  annual  meetings  through 
May  31,  was  for  resolutions  related  to 
corporate  governance  issues. 

An  item  in  The  Business  Week  (June  4) 
about  the  immigration  debate  in  Congress 
mischaracterized  a  statement  by  House 
Democratic  Caucus  Chairman  Rahm 
Emanuel  (D-lll.).  Emanuel  said  legislation 
would  be  difficult  to  pass  without  60 
Republican  votes,  but  he  did  not  threaten 
to  block  a  bill  if  GOP  support  was  lacking. 


)  market  cars  they  believe  American 
eople  would  like  with  belief  that  auto 
secutives  know  more  about  customers 
lan  customers  themselves  do.  They 
re  wrong,  and  customers  keep  telling 
lem  they  are  wrong  by  putting  money 
l  someone  else's  pocket. 

Unless  Cerberus  can  bring  new  blood 
ad  fresh  air  to  the  management  of 
hrysler,  a  deal  with  the  union,  even  one 
ivorable  to  Cerberus,  will  only  slow  the 

ath  spiral— Cerberus  can  surely  make 
toney,  but  Chrysler  will  be  a  dead  man 
alking. 

-Wentao  Zhao 
Quincy,  Mass. 

HERE'S  MORE  TO  COLOMBIA 
HAN  AN  INVESTMENT  BOOM 

OOD  ARTICLE  ON  Colombia  ("Extreme 
ivesting:  Inside  Colombia,"  Cover  Sto- 
May  28),  albeit  narrowly  focused 
financial  markets.  Colombia's  real 
rength  is  its  well-balanced  economy  of 
ich  diverse  sectors  as  manufacturing, 
rvices,  agriculture,  commerce,  and 
itural  resources.  Equally  important  is 
e  natural  business  inclination  of  the 
jlombians.  Inside  of  every  one,  you'll 
id  a  budding  entrepreneur. 

-Michael  Wynne 

International  Management  Consulting 

Naperville,  III. 

HO'S  REALLY  TO  BLAME 

)R  STRATEGIC  MYOPIA 

UT  INVESTORS  in  their  place"  (Out- 
ie  Shot,  May  28)  rightly  notes  that 
anagers  who  focus  on  short-term  in- 
cases in  shareholder  value  (read  stock 
ice)  often  direct  their  efforts  so  in- 
sely  at  improving  quarterly  results 
at  their  company's  long-term  prospects 
i  jeopardized. 


The  culprits  responsible  for  this  sit- 
uation are  compensation  committees 
that  use  short-term  stock  prices  as  an 
easily  measurable  proxy  for  harder  to 
define  but  more  meaningful  metrics 
of  performance.  Tying  executive  pay 
to  stock  price  sends  an  explicit  signal 
to  managers  as  to  what  they  have  to 
do  to  maximize  their  own  value  to  the 
company. 

Warren  Buffett  biographer  Roger 
Lowenstein  noted  the  Oracle  of  Oma- 
ha disdains  those  who  "studied  what 
was  measurable,  rather  than  what  was 
meaningful."  Compensation  commit- 
tees that  use  short-term  stock  price  to 
set  executive  compensation  are  doing 
just  that. 

-Charles  M.  Cohon 

President 

Prime  Devices  Corp. 

Glenview,  III. 

I  AGREE  THAT  managers  are  foolish  and 
resources  are  wasted  if  they  try  to  please 
short-term  speculators.  I  do  not,  how- 
ever, entirely  agree  with  the  solution  to 
include  employees  and  communities  as 
those  in  whose  interest  decisions  should 
be  made. 

Making  decisions  for  the  benefit  of 
employees  and  their  communities  could 
reinforce  the  status  quo  and  undermine 
just  the  sort  of  long-term  value  building 
innovations  the  authors  call  for.  It  would 
be  better  to  utilize  a  concept  from  John 
Argenti,  who  argues  that  you  do  want 
to  treat  employees  well  and  be  a  good 
community  citizen  not  because  they  are 
whom  you  serve  but  because  you  want 
to  engage  them  in  the  pursuit  of  the 
organization's  purpose. 

-EricCraymer 

President 

Growth  Management  Consulting 

East  Lansing,  Mich. 

CLEARING  THE  AIR  ON  PEABODY 
AND  THE  ENVIRONMENT 

YOUR  STORY  ON  Peabody  Energy  Corp. 
("Coal?  Yes,  Coal,"  The  Corporation, 
May  7)  missed  the  point  regarding  the 
company's  position  on  carbon  dioxide. 
Peabody  is  progressive  on  the  issue, 
and  our  position  is  shared  by  most 
Americans. 

When  it  comes  to  reducing  carbon 
dioxide,  we  recommend  that  the  atten- 
tion turn  from  those  who  merely  call  for 
a  limit  to  C02  toward  those  who  are  actu- 
ally tackling  the  technology  to  reduce 
emissions. 

Peabody  continues  to  support  effi- 
cient new  plants,  coal  gasification,  and 


carbon  offsets  toward  a  vision  of  near- 
zero  emissions  from  coal.  We  encourage 
major  investments  in  carbon  manage- 
ment technologies  vs.  carbon  caps  or 
other  laws  that  would  simply  damage 
the  economy.  According  to  recent  Harris 
polling,  76%  of  Americans  support  this 
position... hardly  the  "lonely"  position 
described  by  BusinessWeek. 

New,  clean  plants  to  produce  electric- 
ity, synthetic  natural  gas,  and  transpor- 
tation fuels  are  also  essential  to  halting 
the  rolling  energy  shocks  that  jolt  fami- 
lies and  businesses.  And  that's  critical 
to  the  95%  of  Americans  that  list  energy 
independence  as  a  top-five  U.S.  priority. 
Peabody' s  position  is  practical,  popular, 
and  achievable.  In  our  view,  that  is  the 
"sure  bet." 

-Vic  Svec 

Senior  Vice-President 

Peabody  Energy  Corp. 

St.  Louis 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Unchained  from  the  Cable  Bo: 


I  hate  my  cable  box.  It's  a  high-end  Motorola  unit  with  dual  tuners  so  I  can 
watch  one  show  and  record  another  using  a  built-in  digital  video  recorder. 
But  the  program  guide  is  awful,  I  can't  search  for  shows,  the  hard  drive 
is  too  small,  and  the  remote  often  fails  to  respond.  Worse,  the  way  cable 
contracts  are  set  up,  I  have  to  use  whatever  Comcast  rents. 


For  the  past  couple  of  weeks,  however,  I've 
been  experimenting  with  a  second  system. 
If  s  complex  and  expensive,  being  based  on  a 
Windows  Vista  PC,  but  it  offers  a  much  better 
viewing  experience.  And  it  is  the  prototype  for 
much  simpler,  cheaper,  and  more  versatile  cable 
boxes  that  are  on  the  way. 

What  allows  me  to  carry  out  this 
experiment  is  a  change  in  the  way 
cable  operators  control  access  to  their 
networks.  Starting  on  July  1,  new  Federal 
Communications  Commission  rules  will  force 
cable  companies  to  split  the  functions  of  the 
cable  box:  The  first  task  is  authentication, 
which  means  telling  the  cable  company  who 
the  subscribers  are  and  what  channels  they  can  receive.  The 
second  function,  known  as  cable  tuning,  involves  decoding 
the  signals.  The  authentication  part  will  be  carried  out  by 
a  device  called  a  CableCARD  that  you  will  continue  to  rent 
from  the  cable  companies.  And  the  other  task,  tuning  cable 
signals,  will  be  opened  up  to  companies  who  make  set-top 
boxes  or  can  build  the  function  into  TV  sets,  game  consoles, 
computers,  and  devices  yet  to  be  conceived. 

CableCARDs  have  been  around  for  a  while,  but  cable 
operators  haven't  publicized  them  and  they  often  haven't 
worked  well.  The  new  rules  will  make  them  ubiquitous 
and  give  cable  companies  a  powerful  incentive  to  make  the 
technology  work  because  their  own  cable  boxes,  which  they 
still  hope  to  rent,  are  required  to  use  CableCARDs. 

MY  DREAM  IS  AN  INEXPENSIVE  and  simple  box  that  lets  me 
watch  both  cable  and  Internet  TV  and  play  downloaded  and 
DVD  movies,  something  like  a  more  versatile  and  cheaper 
version  of  the  $800  TiVo  Series3.  My  interim  system,  supplied 
by  Microsoft,  does  all  that.  If  s  based  on  a  $2,400  Dell  XPS 
410  desktop,  but  the  key  is  an  external  digital  tuner  box  made 
by  ATI.  The  Comcast  cable  feed  is  connected  to  the  ATI  box,  a 
CableCARD  slides  into  a  slot,  and  the  unit  sends  decoded  TV 
signals  to  the  Dell.  I  didn't  want  this  messy  system  in  my  TV 
room,  so  the  computer  sends  the  video  over  a  wired  network  to 
an  Xbox  360  that  is  hooked  up  to  my  high-definition  TV. 
There  are  flaws  in  this  setup  beyond  its  cost  and  complexity. 
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Current  CableCARDs  provide 
premium  channels,  including 
high-definition  programming,  bul 
not  on-demand  or  pay-per-view 
shows.  "Two-way"  CableCARDs 
?(V<S^,  P^  'J       that  will  deliver  those  are  in  the 

\iiK      x.   — -  works,  but  operators  haven't  said 

when  they'll  be  available.  The  fan 
in  the  Xbox  makes  a  racket.  And 
you  can't  cut  the  price  of  the  setup, 
just  by  adding  a  cable  tuner  to  any 
old  PC.  To  meet  complex  copy- 
protection rules,  you  need  new 
gear  certified  for  CableCARD  use. 

Cable  companies  have  resisted  I 
all  of  these  changes  for  years.  Thej 
make  money  renting  boxes  and  us 
their  program  guides  both  to  sell 
ads  and  to  keep  their  branding  in 
viewers'  faces.  The  cable  operators 
hostility  and  their  lack  of  support 
for  CableCARD  has  blocked  all 
but  specialty  companies  such  as 
TiVo  from  entering  the  market. 
But  it  looks  like  the  FCC  intends 
to  keep  the  heat  on.  If  so,  it  will 
finally  make  economic  sense  for 
consumer-electronics  companies  t 
move  into  the  market  for  simple  but  versatile  set-top  boxes. 
This  scenario  isn't  new.  Once  upon  a  time,  the  telephone 
company  prevented  customers  from  connecting  anything  but 
AT&T-owned  equipment  to  their  phone  lines.  Only  after  the  FCC 
forced  AT&T  to  open  its  network  did  rapid  innovation  come  to 
telephone  services.  It  looks  like  the  same  sort  of  fresh  breeze  ma 
bring  some  long-overdue  change  to  the  cable  business.  ■ 

E-mail:  tech&you@businessweek.cor 
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The  FCC  is 
breaking  the 
cable  hold  on 
set-top  boxes 
and  letting 
rivals  step  in 


ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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BY  JON  FINE 


A  Dogged  Web  Mag  Pioneer 

Rufus  Griscom  is  tall  and  gawky-cool,  but  the  more  salient  point  is  that 
he  is  still  standing.  The  founder  and  CEO  of  Nerve  Media,  which  runs 
the  smarty-pants  erotica  site  nerve.com,  has  been  publishing  what  he 
unapologetically  calls  an  "online  magazine"— as  in,  without  a  print 
component— since  1997.  Last  December  his  company  launched  the 


hipster  parenting  site  babble.com.  Coming 
this  August,  he  says,  is  a  green-lifestyle  site; 
a  much  more  ambitious  entertainment  site 
follows  in  November.  (Titles  for  both  are  not 
finalized.)  Four  more  Web-only  titles  will 
follow  by  the  end  of  2008,  he  says. 

You  are  forgiven  for  thinking  Griscom 
is  dementedly  digging  in  the  wrong  place. 
These  are  ambitious  plans  for  a  media 
format  that  is  not  yet  codified— does 
"bigger  than  a  blog,  but  smaller  than 
Yahoo!"  work  as  a  description?— and  in 
which  independent  players'  track  records 
are  gruesome.  The  Securities  &  Exchange 
Commission  filings  for  Salon. corn's  parent 
company,  the  publicly  traded  Salon  Media  Group,  are  studded 
with  phrases  like  "Salon  has  incurred  annual  losses  and 
negative  cash  flows  from  operations  since  inception."  In  its 
last  fiscal  year,  Salon's  operating  loss  topped  $1.1  million. 
Notable  early  entrants  word.com  and  feedmag.com  gave  up 
the  ghost  years  ago.  Launching  in  the  1990s  meant  living  in 
a  world  in  which  Web  advertising  effectively  did  not  exist, 
so  Nerve.com  groped  desperately  for  ways  to  turn  a  buck. 
It  tried  charging  for  "premium"  content.  It  started  a  short- 
lived print  title.  There  was  an  abortive  flirtation  with  an  HBO 
series.  There  were,  inevitably,  rounds  of  layoffs.  In  2002, 
Nerve.com  latched  on  to  the  lifeboat  provided  by  paid  online 
personals,  which  enabled  it  to  survive  the  remaining  heavy 
weather.  It  was  not  until  2006  that  advertising  became  its 
largest  revenue  generator.  But  Nerve.com  today  is  a  very 
profitable  $4  million  business,  Griscom  says,  and  Babble  will 
move  into  the  black  by  fall.  Nerve  Media  has  not  taken  money 
from  investors,  which  include  Lotus  founder  Mitch  Kapor 
and  former  HBO  head  Michael  Fuchs,  since  2001. 

ALL  IT  TOOK  WAS  10  YEARS,  give  or  take  a  few,  for  stand- 
alone Web  content  sites  to  become  a  business.  Which  is 
funny.  They're  exactly  what  the  best  blogs  were  supposed 
to  displace.  Blogs  are  cheaper  to  produce  (sometimes  they 
only  need  one  employee),  and  are  typified  by  laser-like  focus 
in  both  tone  and  subject.  Griscom  insists  that  magazine-like 
qualities  such  as  sharp  design  and  variety  still  matter.  And 
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at  least  some  ad  executives  agree  that  a 
richer  site  like  Babble— which  serves  up 
a  smartly  designed  mix  of  blogs,  articles, 
product-shots,  aggregated  outside  links, 
and  message-board  and  wiki-driven 
"community"— deliver  what  even  the  bes 
stand-alone  blogs  can't.  "There's  more 
breadth  and  more  reason  for  a  reader  to  b< 
there  longer,"  says  Shelby  Saville,  senior 
vice-president  at  Starcom  MediaVest 
Worldwide's  digital  agency  StarLink. 
"With  blogs,  there  is  a  limited  amount  of 
stuff."  And  so  Griscom  describes  his  new 
ventures  in  familiar  terms.  The  upcoming 
entertainment  Web  site,  he 
says,  will  resemble  "a  younger 
Entertainment  Weekly,  with  a  lot 
interactive  features."  Chief  amoi 
them:  a  massive  data  base  of 
users'  opinions,  which  will  assig 
ratings  to  both  cultural  product 
and  "professional"  critics.  (And- 
natch— lots  of  blogs.) 

Griscom  is  mum  on  next  yeaii 
launches,  which  is  atypical  for 
him.  In  the  '90s,  his  founding 
Nerve.com  with  then-girlfriend 
Genevieve  Field  proved  an 
irresistible  narrative  for  journalists.  Their  breakup  as  a 
couple  while  they  stayed  business  partners  was  the  subject  ( 
a  3,000-plus  word  profile  in  The  New  York  Times  Magazine. 
(Some  things  don't  change:  Griscom's  wife,  Alisa  Volkman, 
co-publishes  Babble,  and  will  do  so  for  the  new  sites  as  well 
Perhaps  he  has  learned  discretion  from  years  heavy  with  bo' 
hype  and  hardship.  Of  course  those  years  also  forced  him 
finally  to  figure  out  how  to  make  the  online  magazine  work. 
That  happens  when,  unlike  with  print  players'  early  work, 
there  is  no  other  medium  to  fall  back  on.  ■ 
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For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
www.businessweek.com/innovate/FineOnMedia 


Volkman  and 
10-year  vet 
Griscom  are 
still  sold  on 
online-only 
content 


There's  only  one  thing  you  really  need  in  order 
to  offer  employee  health  care  coverage. 

An  employee. 

Offering  health  care  coverage  to  your  employees  is  a  big  step  for  any  small  business. 

But  with  help  from  Blue  Cross,  it's  a  step  your  business  can  take.  We  have  such  a  wide 
choice  of  plans,  there's  sure  to  be  one  that's  right  for  your  company.  Our  BeneFits  portfolio 

has  a  range  of  affordable  and  manageable  plans  that  are  easy  to  join  and  contribute  to. 
Or  if  you  want  to  offer  more  choice,  EmployeeElect  has  a  wide  array  of  flexible  plans  your  staff 
can  pick  and  choose  from.  To  find  out  more,  just  call  your  broker  or  visit  us  at  bluecrossca.com. 


Health  products  in  Benefits  and  EmpSH^porttolios  offered  by  Blue  Cross  of  California  (BCC)  or  BC  Life  8  Health  Insurance  Company  (BCLSH).  Dental  Benefits  plan.  Vision  and  ferm  Life  products  offered  by  BCL8H. 
BCC  and  BCLSH  are  mdependeil^Mees  of  the  Blue  Cross  Association  and  are  licensed  to  conduct  business  in  the  State  of  California.  ®  Registered  Marks  of  the  Blue  Cross  Association,  ©  2007  BCC. 
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Stop  Thinking  Rate  Cut, 
Start  Thinking  Rate  Hike 

'ith  economic  growth  rebounding,  it's  time  to  revise  expectations 
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U.S.  ECONOMY 


After  a  long  and  pleasant  dream  about  the  Federal  J£ 

eserve  cutting  interest  rates,  the  financial  markets  are  beginning  to  Q 

ake  up  to  reality.  That  is,  maybe  the  Fed's  next  move  will  be  not  to  Q 

wer  rates  but  to  raise  them.  We  won't  see  action  anytime  soon,  but  J^ 
Larket  expectations  are  starting  to  turn  180  degrees  from  where 


:y  were  only  a  month  or  two  ago. 
Most  Wall  Street  Fed  watchers  who  had  been 
:dicting  the  central  bank  would  cut  rates  are  already 
tier  pushing  those  forecasts  further  into  the  future 
abandoning  them  altogether.  And  options  trading  in 
eral  funds  futures,  which  can  offer  a  reading  on  what 
:  market  expects  the  Fed's  rate  will  be,  implies  a  43% 
ince  that  policymakers  will  lift  rates  by  their  Dec. 
neeting,  according  to  data  compiled  by  Bloomberg 
lancial  Markets.  A  month  ago  the  chances  were  zero, 
this  has  pushed  the  yield  on  10-year  Treasuries  close 
5%  in  early  June,  up  from  about  4.6%  in  early  May. 
What  has  changed?  Economic  reports  are  making  it 
reasingly  apparent  that  the  slowdown  in  the  economy 
wer,  with  little  if  any  progress  on  either  loosening  up 
:  labor  markets  or  bringing  inflation  permanendy  back 
o  the  Fed's  comfort  zone.  In  fact,  with  the  economy's 
)wth  prospects  improving,  any  wage  and  price 
jssures  from  the  job  markets  will  most  likely  increase 
the  months  ahead,  not  decrease, 
rhe  minutes  of  the  Fed's  May  9  meeting,  released  on 
ty  30,  showed  a  bit  less  concern  among  policymakers 
)ut  an  overly  weak  economy,  and  those  worries  have 
doubtedly  diminished  further  since  that  meeting, 
the  same  time,  inflation  risks  remain  the  Fed's 
:dominant  concern,  as  Fed  Chairman  Ben  Bernanke 
terated  in  a  speech  on  June  5.  Although  Bernanke 
)ects  inflation  to  "moderate  gradually,"  he  admitted 
le  risks  to  this  forecast  remain  to  the  upside." 

CENT  REPORTS  only  heighten  those  risks.  The  Fed  is 
>eciaUy  concerned  about  "high  resource  utilization." 
afs  Fedspeak  for  a  very  low  unemployment  rate, 
ficials  noted  on  May  9  that  "the  apparent  tightness 
the  labor  market  remained  a  significant  source  of 
side  risk  to  inflation."  The  Fed  has  been  expecting  the 
momic  slowdown  to  loosen  up  the  job  markets  a  bit, 
dch  would  offer  some  assurance  that  inflation  would 
(derate,  as  the  policymakers  would  like  to  see. 
rhe  Labor  Dept.'s  May  jobs  report  threw  cold  water 
that  hope.  Joblessness  held  at  April's  rate  of  4.5%, 
dch  was  close  to  the  4.4%  low  for  this  business  cycle. 


PERCENT  REPORTING  IMPROVEMENT 


Companies  increased  their  payrolls  by  157,000  workers 
last  month,  slightly  more  than  the  133,000  per  month 
averaged  so  far  this  year.  That  pace  is  close  to  the  rate  of 
job  growth  typically  associated  with  a  steady-to-falling 
unemployment  rate.  Based  on  the  way  the  economy  is 
shaping  up,  the  jobless  rate  could  head  lower  still. 

ALTHOUGH  WASHINGTON  revised  first-quarter  growth 
in  real  gross  domestic  product  down  to  a  puny  0.6% 
from  its  original  estimate  of  1.3%,  the  overall  implication 
for  future  economic  growth,  based  on  the  details  of  the 
report,  was  clearly  encouraging. 

The  GDP  numbers  showed  that  demand  from  U.S. 
consumers  and  businesses  grew  2.5%  during  the  quarter, 
a  faster  annual  rate  than  first  estimated.  That  pace  was 
a  speedup  from  1.8%  during  the  previous  three  quarters 

and  the  fastest  in  a  year. 

A  BROAD  PICKUP  Tup  hiWpst  HnwnwnrH 

IN  BUSINESS  ACTIVITY  l he  biggest  downward 

revision  to  GDP  was 
inventories.  This 
combination  of  stronger 
demand  and  lower 
inventories  sets  the 
stage  for  a  bounceback, 
perhaps  a  considerable 
one,  in  ordering, 
production,  and  hiring  in 
the  coming  months. 

That  upbeat  scenario 
has  gained  support  from 
a  bevy  of  weekly  and  monthly  data  on  activity  at  the  end 
of  the  first  quarter  and  so  far  into  the  second  quarter.  For 
example:  the  unexpected  strength  of  May's  indexes  of 
both  manufacturing  and  service-sector  activity  compiled 
by  the  Institute  for  Supply  Management  (chart).  Many 
economists,  even  some  with  bearish  growth  outlooks,  are 
boosting  their  forecasts  for  second-quarter  growth  into 
the  2.5%-to-3%  range,  and  some  believe  the  major  risk  of 
that  forecast  is  that  it  could  be  too  low. 

While  Fed  officials  said  on  May  9  they  believed  the 
contraction  in  homebuilding  "would  continue  for  longer 
than  previously  expected,"  a  position  Bernanke  repeated 
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on  June  5,  policymakers  also  project  the  size  of  housing's 
drag  on  the  economy  will  begin  to  wane  this  year.  At  the 
same  time,  the  rest  of  the  economy  is  looking  stronger. 
By  almost  all  accounts  consumer  spending,  business 
investment,  and  exports  remain  firmly  supported,  and 
they  will  contribute  positively  to  growth  this  quarter  and 
in  the  second  half. 

START  WITH  CONSUMERS.  In  the  face  of  $3-a-gallon 
gas,  key  gauges  of  consumer  confidence  held  up  well  in 
May,  chiefly  because  job  markets  are  generating  income 
and  stock  market  gains  are  boosting  household  wealth. 
Consumer  outlays  in  the  first  quarter  were  revised 
upward  to  show  a  4.4%  growth  rate,  instead  of  3.8%; 
over  the  past  year  they  have  grown  a  solid  3.5%.  Granted, 
high  pump  prices  are  bound  to  take  a  bite  out  of  second- 
quarter  spending.  Based  on  the  April  level  of  consumer 
spending,  outlays  this  quarter  appear  to  be  growing  at 
about  a  2%  clip.  That  would  be  slower  but  far  from  weak. 

Business  investment  in  new  equipment  and  buildings 
was  also  revised  up  in  the  first  quarter,  and  the  monthly 
data  on  capital  goods  orders  and  shipments,  along 
with  outlays  for  new  business  construction,  suggest 
companies  are  making  an  even  bigger  contribution  to 
growth  this  quarter.  Businesses  are  also  increasing  their 
spending  for  new  inventories,  which  promises  to  give  a 
sizable  boost  to  overall  growth. 

Business  construction  is  accelerating.  During  the  first 
four  months  of  2007,  outlays  for  factories,  commercial 
building,  lodging,  and  other  projects  have  grown  at  a 
21%  (annualized)  rate,  a  sharp  increase  from  the  3%  pace 


CORPORATE  PROFITS 


WHERE  BUILDING 
IS  BOOMING 

,  BILLIONS  OF  DOLLARS 


in  the  final  four  months  of  2006.  In  fact,  those  gains  hs 
more  than  offset  the  losses  in  homebuilding.  Add  in  thi 
uptrend  in  public  projects  and  a  smaller  drag  from  the 
residential  sector,  and  overall  construction  is  shaping  i 
to  be  another  source  of  growth  this  year  (chart). 
And  don't  forget  exports.  One  anomaly  in  the  first- 
quarter  GDP  data  was 
the  large  widening  in 
the  trade  deficit.  Expor 
fell  0.6%  last  quarter, 
counter  to  the  recent 
trend.  However,  export 
rebounded  sharply  in 
March,  and  in  May  the 
Institute  for  Supply 
Management/1  s  index 
of  export  orders  rose  tc 
its  highest  level  since 
December,  2004.  A 
smaller  trade  gap  will 
almost  certainly  boost  second-quarter  growth,  while  th 
ongoing  strength  in  foreign  demand  and  the  lower  doll 
suggest  trade  could  be  a  rare  economic  plus  for  the  full 
year,  after  more  than  a  decade  of  being  a  minus. 

Despite  the  economy's  brightening  prospects,  the  Fe 
will  most  likely  be  happy  to  maintain  the  status  quo  win 
its  policy  rate  for  the  rest  of  the  summer,  at  least.  Thaf  i 
especially  true  while  housing  remains  shaky.  But  if  the 
data  continue  to  show  the  same  vigor  that  they  have  of 
late,  and  if  the  labor  market  keeps  getting  tighter,  rates 
could  end  the  year  higher,  not  lower.  ■ 
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An  Overseas  Engine  for  U.S.  Earnings 


DESPITE  A  SHARP  slowdown  in 
the  U.S.  economy,  the  hot  growth 
in  corporate  earnings  hasn't  cooled 
as  dramatically  as  market  watchers 
expected.  A  key  reason  is  the  strength 
of  foreign  earnings,  and  those  should 
continue  to  play  a  big  role  this  year. 

In  the  first  quarter,  earnings 
receipts  from  abroad  grew  15.6% 
from  a  year  earlier,  far  exceeding 
the  4.1%  uptick  in 
domestic  earnings. 
Impressive  overseas 
gains  helped  to  push 
corporate  profit 
margins  up  to  14.5%, 
from  14.2%  at  the  end 
of  2006. 

Foreign  markets 
matter  more  now, 
"partly  because 
economies  abroad 
represent  a  bigger 
slice  of  the  global 
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economy,"  says  Morgan  Stanley 
economist  Richard  Berner.  That's 
showing  up  in  the  data.  According 
to  the  Bureau  of  Economic  Analysis, 
earnings  from  the  rest  of  the  world 
accounted  for  26.1%  of  all  profits  in 
the  first  quarter,  compared  to,  on 
average,  24.8%  in  the  past  five  years. 

It's  unusual  to  see  such  strong 
support  from  abroad  while  economic 
and  profit  growth  at 
home  wilts.  Instead 
of  moving  in  tandem, 
domestic  demand 
in  other  countries 
has  kept  the  global 
economy  booming, 
even  as  the  U.S.  hit 
a  major  speed  bump 
last  quarter,  with 
real  gross  domestic 
product  up  just  0.6%. 

Another  tailwind 
for  profits  is  a  weaker 


dollar.  Earnings  look  bigger  when 
converted  from  stronger  currencies  | 
Plus,  a  weaker  greenback  allows 
companies  to  go  for  market  share  bi 
cutting  the  price  of  a  good  or  service 
in  foreign  currency  terms.  Berner 
expects  the  past  year's  decline  in 
the  trade-weighted  dollar  to  boost 
earnings  by  0.5%,  although  the  gain 
could  be  bigger  since  a  large  chunk' 
of  the  recent  fall  has  come  against 
the  euro.  Roughly  half  of  all  foreign1 
affiliate  income  comes  from  the  eun 
zone,  says  Berner. 

While  foreign  profits  surged  by  ai 
average  of  19%  per  year  since  2002, 
Berner  expects  the/ll  increase  at  a 
more  modest  clip  this  year  as  global 
economic  growth  edges  down  from 
last  year's  impressive  5.4%  rate.  Eve 
so,  foreign  earnings  should  continu  js 
to  outperform  domestic  proceeds  ar 
keep  margins  at  lofty  levels.  ■ 

-By  James  Mehrii 
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REMEMBER  A  GOOD 
NIGHT'S  SLEEP? 


It's  most  likely  you  haven't  gotten  one  lately.  Too  busy 
mulling  over  the  options,  too  concerned  to  truly  relax.  It's 
why  people  like  you  choose  people  like  us  to  help  identify 
the  options  and  capitalize  on  the  best  opportunities.  It's 
why  we  use  the  integrated  power  of  our  entire  institution- 
focused  on  emerging  and  mid-sized  companies  in  select 
industries-to  bring  value  to  your  business.  And  it's  why,  at  the 
end  of  the  day,  our  clients  do  get  a  good  night's  sleep. 
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offered  by  KeyBanc  Capital  Markets  Inc.  and  its  licensed  securities  representatives,  who  may  also  be  employees  of  KeyBank  N.A.  Banking  products  and 
services  are  offered  by  KeyBank  N.A.  ©2007  KeyCorp 
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COLD  WATER  FROM  BERNANKE 

It  wasn't  the  signal  Wall  Street  was  looking  for.  In  a  June  5  speech,  Fed  Chairman  Ben 
Bernanke  (photo)  sent  the  message  that  a  rate  cut  anytime  soon  is  unlikely.  Data 
indicating  an  economic  slowdown  had  some  investors  crossing  their  fingers  that  the 
Fed  would  soon  trim  back  its  benchmark  rate  from  5.25%.  Bernanke  put  the  kibosh  on 
that  by  saying  that  inflation  risks  haven't  subsided.  Bernanke  did  opine  that  housing 
would  continue  to  undermine  growth  for  longer  than  most  dismal  scientists  have 
figured.  The  Dow,  which  had  closed  at  a  record  high  the  day  before,  fell  81  points. 

Another  roaring  bourse  took  a  much  more  serious  hit  this  week.  China's  wild 
and  crazy  market,  up  more  than  300%  over  two  years,  plunged  8.3%  on  June  4  and 
remains  down  about  13%  since  Beijing  raised  trading  taxes  last  week.  Unlike  previous 
sharp  sell-offs  in  China,  this  one  left  markets  in  Europe  and  the  U.S.  largely  unruffled. 
See  "Stop  thinking  rate  cut,  start  thinking  rate  hike,"  page  23 
EMU*  "Bernanke:  The  dilemma  ahead"  businessweek.com/go/tbw 


A  Rival  for  Murdoch? 

Tea  and  crumpets  with  the 
Bancrofts  on  June  4  seemed 
to  go  swimmingly  for  Rupert 
Murdoch,  who  moved  closer 
to  winning  approval  for  News 
Corp.'s  $5  billion  acquisition  of 
Dow  Jones.  Murdoch  and  the 
Bancrofts  hashed  out  issues  of 
editorial  independence  for  four 
hours— two  more  than  initially 
anticipated.  Further  talks  are 
expected,  but  a  rival  may  still 
emerge.  Los  Angeles  dealmaker 


Ron  Burkle,  who  failed  to  buy  the 
Los  Angeles  Times,  signed  on 
to  help  The  Wall  Street  Journal 
union  members  seek  funding  to 
take  Dow  Jones  private. 
HUM*  "Murdoch,  Bancrofts: 
'Very  solid'  progress" 
businessweek.com/go/tbw 


Heat  Among  the  G8? 
German  Chancellor  Angela  Merkel 
planned  for  the  Group  of  Eight 

to  grapple  with  climate  change 


at  the  summit  she's  hosting  in 
Heiligendamm  on  June  6-8. 
What  she  didn't  expect  was 
a  May  31  speech  by  President 
George  W.  Bush  that  proposed  a 
new  set  of  talks  outside  of  the 
current  process.  Critics  called 
it  another  example  of  delaying 
tactics  by  a  White  House  bent 
on  avoiding  mandatory  curbs 
on  greenhouse  gas  emissions. 
Others  saw  merit  in  Bush's 
idea  of  forging  a  voluntary 
accord  among  the  top  polluters, 


then  building  out  from  there 
EMU*  " Merkel' s  plan  for 
saving  the  G8  summit" 
businessweek.com/go/tbw 


t 


Wal-Mart  Slows  Down 

Finally  caving  to  investor 
pressure,  Wal-Mart  said  on 
June  1  it  would  cut  back  on 
U.S.  store-building  in  a  bid 
to  boost  return  on  capital. 
The  discounter  said  it  would 
open  between  190  and  200 
supercenters  this  year,  down 
from  a  planned  265  to  270,  an  f 
slow  expansion  through  20101  10 
Wall  Street  cheered:  The  stocl 
rose  3.9%  that  day. 
EME»  "Wal-Mart  lets  up  oni' 
the  gas" 
businessweek.com/go/tbw 


In 


The  Brokerage  Hunt 

Wachovia's  $7  billion 
acquisition  of  regional 
brokerage  A.G.  Edwards  has 
Wall  Street  trying  to  guess  wl:* 
will  be  next.  Shares  of  Raymon 
James  Financial  jumped  7%,  aii 
Stifel  Financial  shares  gained 
8%  on  May  31  after  Wachovifi 
announced  its  plan.  The  A.G.3J 
Edwards  deal  will  catapult 
Wachovia  into  the  top  three 
among  all  brokers,  behind  on-1 
Merrill  Lynch  and  Citigroup. 
E21iUl#  "Wachovia  deal  boost! 
smaller  brokerages 
businessweek.com/go/tbw 
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Avaya  Says  Yes 

Suddenly,  private  equity  has 
telecom's  number.  Wireless 
carrier  Alltel  accepted  an 
offer  in  May,  and  on  June 
4,  equipment  maker  Avaya 
agreed  to  be  acquired  by  TP(? 
Capital  (also  a  player  in  the 
Alltel  deal)  and  Silver  Lake 
Partners  for  $8.2  billion.  Mar 
figured  Avaya  was  takeover 
bait:  Although  it's  a  leader  in 
sales  of  gear  for  Web-based 
calls,  the  $5  billion  outfit 
is  a  minnow  in  a  market 
dominated  by  big  fish  such  ai 
Cisco  and  Alcatel-Lucent. 
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jxtronics  Bulks  Up 
iw  can  a  CEO  get  investors 
fall  back  in  love  with  an 
lustry  hurt  by  too  many 
tones,  slim  margins, 
d  tepid  spending  on  tech 
)ducts?  Flextronics  CEO 
ce  McNamara  thinks  the 
.6  billion  acquisition  of 
aller  contract  manufacturer 
ectron,  announced  on  June 
will  do  the  trick.  But  with 

0  billion  in  sales,  the  combo 

1  still  lag  far  behind  the 
der,  Hon  Hai. 

:  "A  juggernaut  in 
ztronics,"  page  46 
ED*  "Flextronics' 
rger  muscle" 
nnessweek.com/go/tbw 


on  June  4  came  an  infusion 
of  capital  when  private  equity 
firm  Elevation  Partners  invested 
$325  million  for  a  25%  stake. 
One  of  Elevation's  partners  is 
former  Apple  CFO  Fred  Anderson, 
whom  Apple  blamed  in  large 
part  for  its  options  backdating 
woes.  And  longtime  Apple 
hardware  engineering  chief 
Jon  Rubinstein  signed  on  to  be 
Palm's  new  chairman. 
EM&  "Palm's  new  dough- 
and  new  blood" 
businessweek.com/go/tbw 


Smaller  PC  Giant 

versing  a  hiring  binge,  Dell 
lounced  its  first  job  cuts 
ce  late  2001.  On  May  31  the 
uggling  company  said  it  will 
:  about  10%  of  its  workforce, 
ne  8,800  people,  over 
months.  Shares  jumped 
ire  than  5%  that  day. 
fSS&  "Dell's  road  to  recovery" 
;inessweek.com/go/tbw 


Sorry,  No  Hybrid 

Not  being  able  to  sell  gas- 
electric  hybrids  with  gas 
prices  crowding  $4  per  gallon 
is  like  not  being  able  to  sell 
beer  at  a  Chicago  Cubs  game. 
But  Honda  managed  it.  The 
Japanese  automaker  on  June 
5  said  it  won't  offer  a  hybrid 
version  of  the  new  Accord 
sedan  due  out  later  this  year 
because  sales  of  the  current 
one  are  so  dismal. 
EEHE»  "Failure  of  Accord 
hybrid  is  a  marketing  fiasco" 
businessweek.com/go/tbw 


lm  for  Palm 

ird  on  the  streets  of  Silicon 
ley  was  that  Palm's  days 
re  numbered  because  of  an 
ng  line  of  smartphones.  But 


In  Memoriam 

Bill  France  Jr.,  who  built  NASCAR 
from  a  scruffy  Southern 
circuit  into  a  national  money 
machine,  died  on  June  4. 


REE-SPEECH  RULING  OF  THE  WEEK 

"  President  Bush  can  get  away  with  it,  so  can  Cher.  That's  the 
pinion  of  the  U.S.  Court  of  Appeals  for  the  Second  Circuit  in 
ew  York,  which  on  June  4  found  that  the  FCC  can't  punish 
roadcast  television  stations  for  airing  fleeting  vulgar  language, 
nder  the  Bush  Administration,  the  FCC  has  come  down 
ard  against  what  it  calls  inappropriate  on-air  behavior  and 
nguage.  In  one  case,  the  agency  fined  the  Fox  Network  after 
nger  and  actress  Cher  (photo)  blurted  out  a  profanity  during 
2002  broadcast  of  the  Billboard  Music  Awards  ceremony.  After 
series  of  such  fines,  Fox,  CBS,  ABC,  and  NBC  filed  suit  against 
le  commission  last  year.  In  a  2-1  opinion,  the  three-judge  panel 
tid  the  FCC's  enforcement  was  "arbitrary  and  capricious" 
id  said  fleeting  expletives  often  are  used  in  excitement  and 
aren't  necessarily  obscene.  The  court 
noted  that  "even  the  top  leaders  of  our 
government"  have  used  such  language. 
In  2002,  Bush  was  caught  on  tape 
uttering  a  vulgarity  in  conversation 
with  British  Prime  Minister  Tony  Blair. 
FCC  Chairman  Kevin  Martin  said  he  was 
"disappointed"  with  the  opinion  and 
that  the  court  was  "divorced  from 
reality."  The  FCC  is  weighing  an  appeal 
to  the  Supreme  Court. 
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to  know  about 
Cingular's 

"global11 
coverage. 


It's  way  behind 
in  America. 


Sprint  Mobile  Broadband 
covers  2x  more  U.S.  cities  than 
Cingular's  BroadbandConnect. 


Do  more  on  the  nation's  largest 
mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
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CARD 
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activation  fee  and  $200  early  termination  fee  apply.  Rebates  cannot  exceed  purchase  price,  laxes 
excluded.  Line  must  be  active  30  consecutive  days.  Allow  8-12  weeks  for  rebate.  ©2007  Sprint 
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of  Sprint  Nextel.  All  other  to  I  marks  are  property  of  their  respective  owners. 
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COVER  STORY 


THE  REAL 
COST  OF 
OFFSHORING 

U.S.  data  show  that  moving  jobs 
overseas  hasn't  hurt  the  economy. 
Here's  why  those  stats  are  wrong 

BY  MICHAEL  MANDEL 


WHENEVER  CRITICS  OF 
globalization  complain 
about  the  loss  of  Ameri- 
can jobs  to  low-cost 
countries  such  as  China 
and  India,  supporters 
point  to  the  powerful 
performance  of  the  U.S. 
economy.  And  with  good  reason.  De- 
spite the  latest  slow  quarter,  official  sta- 
tistics show  that  America's  economic 
output  has  grown  at  a  solid  3.3%  an- 
nual rate  since  2003,  a  period  when 
imports  from  low-cost  countries  have 
soared.  Similarly,  domestic  manufac- 
turing output  has  expanded  at  a  de- 
cent pace.  On  the  face  of  it,  offshoring 
doesn't  seem  to  be  having  much  of  an 
effect  at  all. 

But  new  evidence  suggests  that  shift- 
ing production  overseas  has  inflicted 
worse  damage  on  the  U.S.  economy 
than  the  numbers  show.  BusinessWeek 
has  learned  of  a  gaping  flaw  in  the  way 
statistics  treat  offshoring,  with  serious 
economic  and  political  implications. 
Top  government  statisticians  now  ac- 
knowledge that  the  problem  exists,  and 


say  it  could  prove  to  be  significant. 

The  short  explanation  is  that  the 
growth  of  domestic  manufacturing  has 
been  substantially  overstated  in  recent 
years.  That  means  productivity  gains 
and  overall  economic  growth  have  been 
overstated  as  well.  And  that  raises 
questions  about  U.S.  competitiveness 
and  "helps  explain  why  wage  growth 
for  most  American  workers  has  been 
weak,"  says  Susan  N.  Houseman,  an 
economist  at  the  W.E.  Upjohn  Institute 
for  Employment  Research  who  identi- 
fies the  distorting  effects  of  offshoring 
in  a  soon-to-be-published  paper. 

FLY  IN  THE  OINTMENT 

THE  UNDERLYING  problem  is  located 
in  an  obscure  statistic:  the  import  price 
data  published  monthly  by  the  Bureau 
of  Labor  Statistics  (BLS).  Because  of 
it,  many  of  the  cost  cuts  and  product 
innovations  being  made  overseas  by 
global  companies  and  foreign  suppliers 
aren't  being  counted  properly.  And  that 
spells  trouble  because,  surprisingly,  the 
government  uses  the  erroneous  import 
price  data  directly  and  indirectly  as 
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"Phantom  GDP"  arises 

when  the  real  growth  rate  of 

imports  is  understated. . . 


part  of  its  calculation  for  many  other 
major  economic  statistics,  including 
productivity,  the  output  of  the  manu- 
facturing sector,  and  real  gross  domes- 
tic product  (GDP),  which  is  supposed 
to  be  the  inflation-adjusted  value  of  all 
the  goods  and  services  produced  inside 
the  U.S.  (For  a  detailed  explanation  of 
how  import  price  data  are  calculated 
and  why  the  methodology  is  suspect, 
see  page  34.) 

The  result?  BusinessWeek's  analysis 
of  the  import  price  data  reveals  off- 
shoring  to  low-cost  countries  is  in  fact 
creating  "phantom  GDP"— reported 
gains  in  GDP  that  don't  correspond  to 
any  actual  domestic  production.  The 
only  question  is  the  magnitude  of  the 
disconnect.  "There's  something  real 
here,  but  we  don't  know  how  much," 
says  J.  Steven  Landefeld,  director  of  the 
Bureau  of  Economic  Analysis  (BEA), 
which  puts  together  the  GDP  figures. 
Adds  Matthew  J.  Slaughter,  an  econo- 
mist at  the  Amos  Tuck  School  of  Busi- 
ness at  Dartmouth  College  who  until 
last  February  was  on  President  George 
W.  Bush's  Council  of  Economic  Advis- 
ers: "There  are  potentially  big  impli- 
cations. I  worry  about  how  pervasive 
this  is." 

By  BusinessWeek's  admittedly  rough 
estimate,  offshoring  may  have  cre- 
ated about  $66  billion  in  phantom 
GDP  gains  since  2003  (page  31).  That 


would  lower  real  GDP 
today  by  about  half  of 
1%,  which  is  substantial 
but  not  huge.  But  put 
another  way,  $66  billion 
would  wipe  out  as  much 
as  40%  of  the  gains  in 
manufacturing  output 
over  the  same  period. 

It's  important  to  em- 
phasize the  tenuousness 
of  this  calculation.  In 
particular,  it  required 
BusinessWeek  to  make 
assumptions  about  the 
size  of  the  cost  savings 
from  offshoring,  infor- 
mation the  government 
doesn't  even  collect. 

GETTING  WORSE 

AS  A  RESULT,  the  ac- 
tual size  of  phantom  GDP  could  be 
a  lot  larger,  or  perhaps  smaller.  This 
estimate  mainly  focuses  on  the  shift  of 
manufacturing  overseas.  But  phantom 
GDP  can  be  created  by  the  introduction 
of  innovative  new  imported  products  or 
by  the  offshoring  of  research  and  devel- 
opment, design,  and  services  as  well— 
and  there  aren't  enough  data  in  those 
areas  to  take  a  stab  at  a  calculation. 
"As  these  [low-cost]  countries  move  up 
the  value  chain,  the  problem  becomes 
worse  and  worse,"  says  Jerry  A.  Haus- 


man,  a  top  economist  at  Massachusti  h 
Institute  of  Technology.  "You've  jjU 
your  finger  on  a  real  problem." 

Alternatively,  as  Landefeld  notes, 
size  of  the  overstatement  could  be  sm; 
er.  One  possible  offset:  Machinery  a; 
high-tech  equipment  shipped  directly 
businesses  from  foreign  suppliers  m 
generate  less  phantom  GDP,  just  becan 
of  the  way  the  numbers  are  constructe 

Depending  on  your  attitude  tows 
offshoring,  the  existence  of  phant< 
GDP  is  either  testimony  to  the  power » 


rai 
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Discovering 

Distorted 

Data 

The  incredibly  rapi 
offshoring  of  goods  and 
services  to  low-cost 
countries  is  skewing  many  of 
the  government's  data.  Here 
are  some  examples: 


IMPORT  PRICES 


The  Bureau  of  Labor  Statistics  is 
reporting  rising  import  prices  for 
goods  that  are  increasingly 
produced  in  China  and  other  low- 
cost  countries. 


In  the  past  three  years,  reported 
import  prices  have  risen  for  furniture 
(6.7%)  and  industrial  engines  (8.8%). 
The  official  import  price  of  TVs  fell  just 
15%,  despite  plunging  retail  prices. 


Import  prices,  correctly  measured,  are 
dropping  faster  than  the  numbers 
show-perhaps  by  a  lot.  As  a  result, 
the  inflation-adjusted  growth  of 
imports  is  higher. 


PRODUCTIVITY 


The  BLS  is  reporting  soaring 
productivity  in  some  industries 
that  are  being  hurt  by  offshoring. 


Between  2000  and  2005  reported 
productivity  rose  in  textile  product 
mills  (25%),  furniture  (23%),  and 
video  and  audio  equipment  (89%) 
despite  rising  imports. 


Productivity  growth  in  industries 
affected  by  offshoring  may  be 
overstated  because  cost  cuts  in  the 
global  supply  chain  are  being  counted 
as  gains  in  domestic  output. 


WAGES 


Real  labor  compensation 

is  rising  more  slowly      ^ 

than  reported  productiv  1fr 

rts. 


Over  the  past  three  years  re 
output  per  hour  is  up  by  5.4' 
compensation  per  hour,  inc 
benefits,  is  up  only  4.2%.  R> 
are  actually  down  by  0.6%. 


GDP  growth  and  productivil 
are  overstated  because  the; 
mistakenly  include  some  of 
cuts  and  productivity  incre«  rjf 
the  overseas  supply  chain. 


Data:  8ureau  of  Labor  Statistics.  Bureau  of  Economic  Analysis,  Bu 
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. . .  making  it  appear  that  more  of 
the  goods  and  services  consumed 
in  the  U.S.  are  produced  here 


Dbalization  or  confirmation  of  long- 
Id  fears.  The  U.S.  economy  no  longer 
pps  at  the  water's  edge.  Global  cor- 
rations  often  provide  their  foreign 
ppliers  and  overseas  subsidiaries 
th  business  knowledge,  management 
actices,  training,  and  all  sorts  of 
ler  intangible  exports  not  picked  up 
ithe  government  data.  In  return,  they 
it  back  cheap  products. 
IBut  the  new  numbers  also  require 
reassessment  of  productivity  and 
iiges  that  could  add  fire  to  the  na- 


tional debate  over  the 
true  performance  of  the 
economy  in  President 
Bush's  second  term.  The 
official  statistics  show 
that  productivity,  or  out- 
put per  hour,  grew  at  a 
1.8%  rate  over  the  past 
three  years.  But  taking 
the  phantom  GDP  effect 
into  account,  the  actu- 
al rate  of  productivity 
growth  might  be  closer 
to  1.6%— about  what  it 
was  in  the  1980s. 

More  broadly,  it  be- 
comes clear  that  "gains 
from  trade  are  being 
measured  instead  of 
productivity,"  according 
to  Robert  C.  Feenstra, 
an  economist  at  the  Uni- 
versity of  California  at  Davis  and  the 
director  of  the  international  trade  and 
investment  program  at  the  National 
Bureau  of  Economic  Research.  "This 
has  been  missed." 

Pat  Byrne,  the  global  managing  part- 
ner of  Accenture  Ltd.'s  supply-chain 
management  practice,  goes  even  fur- 
ther, suggesting  that  "at  least  half  of 
U.S.  productivity  [growth]  has  been 
because  of  globalization."  But  quanti- 
fying this  is  tough,  he  notes,  because 
most  companies   don't  look  at  how 


MANUFACTURING 


turing  output  is  still 
ng,  according  to  the 
bent,  despite  the  surge 

ts. 


Is  That  Robust  U.S.  Growth  Imaginary? 


)3  reported  manufacturing 
up  by  12%.  That  includes  a 
linin  domestic  production 
^  goods  such  as  PCs, 
and  machinery. 


alue  of  imported 
ured  goods  is  being 
Jmated.  The  consequence 
friestic  production  is  being 
lated,  perhaps  significantly. 


5.0 


A  unprecedented  surge  in 
offshoring  to  low-cost  countries. 

PERCENT 

NONENERGY  IMPORTS  FROM 

SELECTED  LOW-COST  COUNTRIES 

AS  A  SHARE  OF  GDP* 


97  '98  '99  '00  '01  '02  '03  '04  '05  '06 


•INCLUDES  IMPORTS  OF  NONENERGY  GOODS  FROM  CHIN*, 
INDIA.  INDONESIA,  MALAYSIA.  MEXICO.  PHILIPPINES.  TAIWAN. 
THAILAND.  AND  VIETNAM,  PLUS  ALL  IMPORTS  OF  UN- 
AFFILIATED BUSINESS  AND  PROFESSIONAL  SERVICES. 
Data:  Census  Bureau.  BusinessWeek 


...has  distorted  the 
growth  figures 

CUMULATIVE  OVERESTIMATE 

OF  REAL  GDP  GROWTH 

SINCE  2003  BECAUSE  OF 

"PHANTOM  GDP"  EFFECT** 


66 

BILLION 

(2006  DOLLARS) 


"ESTIMATE  BASED  ON  BW  CALCULATIONS, 
ASSUMES  THAT  THE  ANNUAL  INCREASE  IN  N0N 
ENERGY  IMPORTS  FROM  LOW-COST  COUNTRIES 
REPRESENTS  NEW  OFFSHORING  DOES  NOT 
ASSUME  ANY  IMPROVEMENTS  IN  INTANGIBLE 
QUALITY  OF  IMPORTED  GOODS  AND  SERVICES, 
OR  ANY  SHIFT  FROM  LOW-COST  COUNTRIES  TO 
LOWER-COST  SUPPLIERS, 


much  of  their  productivity  growth  is 
onshore  and  how  much  is  offshore.  "I 
don't  know  of  any  companies  or  indus- 
tries that  have  tried  to  measure  this. 
Maybe  they  don't  even  want  to  know." 
Phantom  GDP  helps  explain  why 
U.S.  workers  aren't  benefiting  more  as 
their  companies  grow  ever  more  effi- 
cient. The  cost  savings  that  companies 
are  reaping  "don't  represent  increased 
productivity  of  American  workers  pro- 
ducing goods  and  services  in  the  U.S.," 
says  Houseman.  In  contrast,  compen- 
sation of  senior  executives  is  typi- 
cally tied  to  profits,  which  have  soared 
alongside  offshoring. 

IMPORTING  EARNINGS 

BUT  WHERE  ARE  THOSE  vigorous  cor- 
porate profits  coming  from?  The  strong 
earnings  growth  of  U.S.-based  corpo- 
rations is  still  real,  but  it  may  be  that 
fewer  of  the  gains  are  coming  from  im- 
provements in  domestic  productivity. 
In  fact,  holding  down  costs  by  moving 
key  tasks  overseas  could  be  having  a 
greater  impact  on  corporate  earnings 
than  anyone  guessed— or  measured. 

There  are  investing  implications,  too, 
although  those  are  harder  to  quantify. 
Companies  with  their  primary  focus 
in  the  U.S.  might  suddenly  seem  less 
attractive,  since  underlying  economic 
growth  is  slower  here  than  the  num- 
bers show.  But  if  the  statistical  sys- 
tems of  other  developed 
countries  suffer  from  the 
same  problem— and  they 
might— then  growth  in  Eu- 
rope and  Japan  might  be 
overstated,  too. 

When  Houseman  first 
uncovered  the  problem 
with  the  numbers  that  is 
created  by  offshoring,  she 
was  primarily  focused  on 
manufacturing  productiv- 
ity, where  the  official  stats 
show  a  32%  increase  since 
2000.  But  while  some  of 
the  gains  may  be  real,  they 
also  include  unlikely  pro- 
ductivity jumps  in  heav- 
ily outsourced  industries 
such  as  furniture  and  au- 
dio and  video  equipment 
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such  as  televisions.  "In  some  sectors, 
productivity  growth  may  be  an  indica- 
tor not  of  how  competitive  American 
workers  are  in  international  markets," 
says  Houseman,  "but  rather  of  how 
cost-uncompetitive  they  are."  For  ex- 
ample, furniture  manufacturing  has 
been  transformed  by  offshoring  in  re- 
cent years.  Imports  have  surged  from 
$17.2  billion  in  2000  to  $30.3  billion  in 
2006,  with  virtually  all  of  that  increase 
coming  from  low-cost  China.  And  the 
industry  has  lost  21%  of  its  jobs  during 
the  same  period. 

Yet  Washington's  official  statistics 
show  that  productivity  per  hour  in  the 
furniture  industry  went  up  by  23%  and 
output  by  3%  between  2000  and  2005. 
Those  numbers  baffle  longtime  indus- 
try consultant  Arthur  Raymond  of  Ra- 
leigh, N.C.,  who  has  watched  factory 
after  factory  close.  "And  we  haven't 
pumped  any  money  into  the  remaining 
plants,"  says  Raymond.  "How  anybody 
can  say  that  domestic  production  has 
stayed  level  is  beyond  me." 

WRENCHING  PROCESS 

PAUL  B.  TOMS  JR.,  CEO  of  publicly 
traded  Hooker  Furniture  Corp.,  recently 
closed  his  company's  last  remaining 
domestic  wood-furniture  manufactur- 
ing plant,  in  Martinsville,  Va.  It  was  the 
culmination  of  a  wrenching  process  that 
started  in  2000,  when  Hooker  still  made 
the  vast  majority  of  its  products  in  the 
U.S.  Toms  didn't  want  to  go  overseas,  he 
says,  but  he  couldn't  pass  up  the  20%  to 
25%  savings  to  be  gleaned  from  manu- 
facturing there. 

The  lure  of  offshoring  works  the 
same  way  for  large  companies.  Byrne 
of  Accenture  is  working  with  a  "major 
transportation  equipment  company" 
that's  planning  to  offshore  more  than 
half  of  its  parts  procurement  over  the 
next  few  years.  Most  of  it  will  go  to 


COUNTING  THE  COSTS 


How  Those  Deceptive 
Numbers  Creep  in 


You  might  think  the  most 
important  fact  about  the  price 
of  an  imported  chair  from 
China,  say,  is  how  much  less 
it  costs  than  the  comparable 
chair  made  in  the  U.S.  After  all,  that  cost 
difference  has  driven  the  offshoring  boom. 

But  that's  not  a  number  the  government 
tracks.  Surprisingly,  import  price  data  are 
"not  designed  to  measure  goods  as  they 
shift  from  domestic  to  foreign  production," 
explains  William  Alterman,  who  supervises 
the  international  price  program  for  the  Bureau 
of  Labor  Statistics.  If  a  chairmaker  in  North 
Carolina  now  manufactures  its  wares  in  China, 
the  import  price  data  wouldn't  capture  its 
falling  production  costs. 

The  import  price  figures  also  don't 
record  the  price  cuts,  productivity  gains, 
or  quality  improvements  that  enabled 
the  Chinese  factory  to  undercut  the  U.S. 
producer  in  the  first  place.  The  authority  of 
the  BLS  stops  at  the  U.S.  border.  So  when 
a  particular  new  product  shows  up  on  the 
docks,  that's  the  first  time  the  import  price 
trackers  know  anything  about  it. 

Why  does  this  matter?  If  import  prices 
don't  reflect  the  big  cost  savings  from 
offshoring,  then  measured  import-price 
inflation  is  higher  than  it  should  be.  As  a 
result,  the  real,  inflation-adjusted  growth  rate 
of  imports  is  reported  as  lower  than  it  really 
is.  And  that's  bad  because  all  of  the  statistics 
calculated  using  real  imports— including  real 
GDP  growth,  productivity,  and  the  real  value- 
added  of  manufacturing  industries— are 


thrown  off.  In  particular,  any  underestimate 
of  real  import  growth  will  lead  to  an 
overestimate  of  domestic  production  growt 
This  is  how  phantom  GDP  is  created. 
Let's  walk  step  by  step  through  an 
example.  Suppose  that  in  2000  a  North 
Carolina  factory  made  a  dining  room  table 


Tracking 
AGlobalGlitch 

Phantom  GDP  is  created  when 
improvements  in  the  global  supply 
chain  are  mistakenly  counted  as    - 
part  of  U.S.  growth.  This  happens 
in  four  ways: 


for  $1,500.  At  the  time,  a  factory  in  China 
could  make  the  same  table,  but  not  cheap 
enough  or  quickly  enough  to  take  business 
away  from  the  American  factory. 

Fast-forward  to  today.  The  owners  of 
the  Chinese  factory  have  invested  in  new 
equipment,  boosting  productivity.  They've 
learned  how  to  apply  better  finishes,  and 
they've  bought  new  software  for  taking 
orders  from  abroad.  Now  the  Chinese 
factory  can  sell  the  table  for  $1,000  in  the 
U.S.,  including  shipping.  The  American 
company  closes  its  factory  and  starts 
buying  from  China.  U.S.  consumers  are 
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II  buying  the  same  tables  as  before,  but 
domestic  production  has  ceased. 

How  does  this  look  to  the  government 
statisticians?  They  attempt  to  calculate 
the  "real"  value  of  consumption  by 
measuring  how  much  consumers  spend 
on  tables  at  different  times  and  adjusting 
for  the  changes  in  price.  Then  they  do  the 
same  for  "real"  imports.  In  this  example, 
real  domestic  production  is  more  or  less 
the  difference  between  the  real  value  of 
consumption  and  the  real  value  of  imports. 

Let's  stop  here  to  explain  some 
economic  jargon.  To  tally  the  real  value 
of  things  like  consumption,  economists 
sometimes  use  what  they  call  "inflation- 


for  all  the  change  in  spending,  so  the 
real  value  of  consumer  spending  hasn't 
changed."  They  type  in  their  spreadsheets 
that  the  table  is  worth  $1,500  to 
consumers  in  2007,  measured  in  inflation- 
adjusted  2000  dollars.  After  all,  it's  the 
same  table  as  the  ones  made  in  2000. 

Here's  the  rub.  The  statisticians  need 
to  apply  their  inflation-adjustment  magic 
to  the  imported  table  as  well.  But  the  folks 
at  the  BLS  import  price  office  are  stuck: 
They  have  never  seen  that  table  before 
and  don't  know  about  the  domestic  table 
it's  replacing,  or  the  previous  table  from 
the  Chinese  factory  not  cheap  enough  or 
high-quality  enough  to  be  imported  to  the 
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adjusted"  dollars,  measured  against  a  base 
/ear.  So  if  a  gallon  of  gas  costs  $1  in  2000 
and  $3  in  2007,  economists  would  say  the 
eal  value  of  the  gallon  of  gas  was  still  $1 
n  "2000  inflation-adjusted  dollars."  It  still 
xopels  your  car  the  same  distance. 

Now,  back  to  the  dining  room  table. 
Between  2000  and  2007,  the  statisticians 
see  that  consumer  spending  on  tables  has 
iropped  by  one-third  and  that  the  price 
las  dropped  by  one-third  (assuming  all 
savings  are  passed  along  to  consumers 
vith  no  markup  for  profits).  "Aha,"  they  say 
o  themselves,  "The  price  drop  accounts 


U.S.  So  instead  of  figuring  in  a  price  drop 
of  one-third  for  the  imported  table,  they 
assume  a  much  smaller  price  decline,  or 
perhaps  no  price  drop  at  all.  When  they 
tally  it  up,  they  give  the  imported  table 
a  value  of  about  $1,000,  measured  in 
inflation-adjusted  2000  dollars. 

Their  method  leads  to  a  serious 
mistake.  The  real  value  of  imports  looks 
less  than  the  real  value  of  consumption, 
by  $500.  After  applying  an  arcane 
statistical  adjustment,  the  government 
would  report  domestic  production  of 
roughly  $250,  even  though  no  furniture 


production  has  taken  place  in  the  U.S. 

This  happens  over  and  over  as 
production  of  new  types  of  goods  and 
services  moves  offshore.  It's  not  just  the 
shift  from  domestic  to  foreign  production 
that  creates  problems.  Anything  that 
changes  the  nature  of  the  import-a  shift 
in  the  country  of  origin  or  a  change  to  a 
more  advanced  model-can  lead  to  an 
undercount  of  real  imports. 

Consider  the  fast-changing  television 
market,  where  consumer  prices  have 
plummeted  by  42%  in  the  past  three  years 
and  imports  of  liquid-crystal  display  and 
plasma  sets  have  soared.  The  BLS  says 
the  import  prices  of  TVs  fell  only  15%  in 
the  same  period.  That's  odd, 
given  improving  technology 
and  the  intense  price  wars 
in  the  industry.  Indeed,  the 
"landed  cost"  or  import  price 
of  a  32-inch  LCD  television 
has  fallen  69%  during  the 
past  three  years,  reports 
DisplaySearch,  a  flat-panel 
market  research  firm.  This 
apparent  mismeasurement  of 
television  import  prices  ends 
up  creating  phantom  GDP, 
perhaps  as  much  as  $10  billion 
over  the  past  three  years. 
Government  statisticians  will  have 
trouble  catching  up  with  the  problem. 
As  the  global  economy  changes, 
"capturing  the  shift  from  domestic  to 
foreign  production  [or  vice  versa]  and 
its  associated  impact  on  prices  is  at  the 
forefront  of  methodological  challenges  we 
face,"  says  Michael  Horrigan,  associate 
commissioner  at  the  BLS.  One  impractical 
solution  would  be  to  have  the  BLS  track 
prices  directly  at  Chinese  factories  as  well 
as  U.S.  factories.  That's  good  in  theory,  but 
it  won't  happen  anytime  soon. 

-By  Michael  Mandel 
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Phantom  GDP  imdermines 

the  statistics  the  Federal  Reserve 

uses  to  guide  monetary  policy 


China.  "We're  talking  about  30%  to 
40%  cost  reductions,"  says  Byrne. 

Yet  no  matter  how  hard  you  look,  you 
can't  find  any  trace  of  the  cost  savings 
from  offshoring  in  the  import  price 
statistics.  The  furniture  industry's  ex- 
perience is  particularly  telling.  Despite 
the  surge  of  low-priced  chairs,  tables, 
and  similar  products  from  China,  the 
BLS  is  reporting  that  the  import  price 
of  furniture  has  actually  risen  6.7% 
since  2003. 

The  numbers  for  Chinese  imports 
as  a  whole  are  equally  out  of  step  with 
reality.  Over  the  past  three  years,  total 
imports  have  climbed  by  89%,  as  U.S.- 
based  companies  have  rushed  to  take 
advantage  of  the  enormous  cost  ad- 
vantages. Yet  over  the  same  period,  the 
import  price  index  for  goods  coming 
out  of  China  has  declined  a  mere  2.3%. 

FACADE  OF  GROWTH 

THE  IMPORT  PRICE  index  also  misses 
the  cost  cut  when  production  of  an  item, 
such  as  blue  jeans,  is  switched  from  a 
country  such  as  Mexico  to  a  cheaper 
country  like  China.  That's  especially 
likely  to  happen  if  the  item  goes  through 
a  different  importer  when  it  comes  from 
a  new  country,  because  government 
statisticians  have  no  way  of  linking  the 
blue  jeans  made  in  China  with  the  same 
pair  that  had  been  made  in  Mexico. 

Phantom  GDP  can  also  be  created 
in  import-dependent  industries  with 
fast  product  cycles,  because  the  import 
price  statistics  can't  keep  up  with  the 
rapid  pace  of  change.  And  it  can  hap- 
pen when  foreign  suppliers  take  on 
tasks  such  as  product  design  without 
raising  the  price.  That's  an  effective 
cost  cut  for  the  American  purchaser, 
but  the  folks  at  the  BLS  have  no  way  of 
picking  it  up. 

The  effects  of  phantom  GDP  seem 
to  be  mostly  concentrated  in  the  past 
three  years,  when  offshoring  has  ac- 
celerated. Indeed,  the  first  time  the 
term  appeared  in  BusinessWeek  was  in 
2003.  Before  then,  China  and  India  in 
particular  were  much  smaller  exporters 
to  the  U.S. 

The  one  area  where  phantom  GDP 
may  have  made  an  earlier  appearance 
is  information  technology.  Outsourcing 
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HOUSEMAN  The  flaw 
she  uncovered  in 
the  stats  surprised 
most  economists 


of  production  to  Asia 
really  took  hold  in  the 
late  1990s,  after  the 
Information  Tech- 
nology Agreement  of 
1997  sharply  cut  the 
duties  on  IT  equip- 
ment. "At  least  a  por- 
tion of  the  productiv- 
ity improvement  in 
the  late  1990s  ought 
to  be  attributed  to 
falling  import  pric- 
es," says  Feenstra  of 
UC  Davis,  who  along 
with  Slaughter  and 
two  other  co-authors 
has  been  examining 
this  question. 

What  does  phan- 
tom GDP  mean  for 
policymakers?  For 
one  thing,  it  calls  into 
question  the  econom- 
ic statistics  that  the 
Federal  Reserve  uses  to  guide  monetary 
policy.  If  domestic  productivity  growth 
has  been  overstated  for  the  past  few 
years,  that  suggests  the  nation's  long- 
term  sustainable  growth  rate  may  be 
lower  than  thought,  and  the  Fed  may 
have  less  leeway  to  cut  rates. 

In  terms  of  trade  policy,  the  new 
perspective  suggests  the  U.S.  may  have 
a  worse  competitiveness  problem  than 
most  people  realized.  It  was  easy  to 
downplay  the  huge  trade  deficit  as 
long  as  it  seemed  as  though  domestic 
growth  was  strong.  But  if  the  import 
boom  is  actually  creating  only  a  facade 
of  growth,  that's  a  different  story.  This 
lends  more  credence  to  corporate  lead- 
ers such  as  CEO  John  Chambers  of  Cis- 
co Systems  Inc.  who  have  publicly  wor- 
ried about  U.S.  competitiveness— and 
who  perhaps  coincidentally  have  been 
the  ones  leading  the  charge  offshore. 

In  a  broader  sense,  though,  the  prob- 
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lem  with  the  statistics  reve 
that  the  conventional  natic 
centric  view  of  the  U.S.  ecc 
omy  is  completely  obsole 
Nowadays  we  live  in  a  wo 
where  tightly  integrated  st 
ply  chains  are  a  reality. 

For  that  reason,  Landefeld  of  t 
BEA  suggests  perhaps  part  of  the  cc 
cuts  from  offshoring  are  being  s 
propriately  picked  up  in  GDP.  In  soi* 
cases,  intangible  activities  such  as  Ri 
and  design  of  a  new  product  or  serv 
take  place  in  the  U.S.  even  thou 
the  production  work  is  done  overse. 
Then  it  may  make  sense  for  the  gains 
productivity  in  the  supply  chain  to 
booked  to  this  country.  Says  Landefel 
"The  companies  do  own  those  profit:' 
Still,  counters  Houseman,  "it  does: 
represent  a  more  efficient  production 
things  made  in  this  country." 

What  Landefeld  and  Houseman  c 
agree  on'is  that  the  rush  of  globalis 
tion  has  brought  about  a  fundamen 
change  in  the  U.S.  economy.  This 
why  the  methods  for  measuring  t 
economy  need  to  change,  too.  II 

-With  Pete  Engardio  in  New  Yo 
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Outsourcing  Services  from  Accenture. 

Outsourcing  can  be  an  essential  tool  for  any 
organization  seeking  rapid  performance 
improvements,  while  simultaneously  controlling 
or  reducing  costs.  With  our  complete  range  of 
outsourcing  services,  we're  currently  helping 
over  600  clients  in  more  than  75  countries. 


Business  Process  Outsourcing: 

•  Customer  Contact 

•  Finance  and  Accounting 

•  Human  Resources 

•  Learning 

•  Sourcing  and  Procurement 

•  Industry-specific  services:  Airlines, 
Government,  Insurance,  Health, 
Pharmaceuticals,  Utilities  and  more 


Application  Outsourcing: 

•  Application  Development 

•  Enhancements  and  Upgrades 

•  Maintenance  and  Support 

•  Testing  Services 

•  Capacity  Services 

•  Portfolio  Optimization 

•  Comprehensive  Service  Management 


Infrastructure  Outsourcing: 

•  IT  Spend  Management 

•  Data  Center  Services 

•  Service  Desk 

•  Security  Services 

•  Communication  Services 

•  Workplace  Services 


To  learn  more  about  outsourcing  from  Accenture, 
visit  accenture.com/outperform 


Outdistance. 


Outsourcing  from  Accenture 
can  help  you  outperform  competitors. 


Conventional  outsourcing  can  take  you 
only  so  far.  It  can  decrease  your  costs,  but 
it  can't  increase  your  power.  Accenture 
outsourcing  fuses  unparalleled  in-the- 
trenches  business  process  experience  with 
a  top-line-oriented  strategic  perspective. 


j  Consulting  •  Technology  •  Outsourcing 


And  together,  that  not  only  helps  trim  your 
expenses,  it  can  help  propel  your  entire 
enterprise  to  where  it's  never  been  before. 
For  more,  visit  accenture.com/outperform 
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CRIME  AMD  PUNISHMENT 


BACKDATING:  WHY 
PENALTIES  ARE  PUNY 

The  SEC  considers  options  violations  less 
serious  than  other  kinds  of  financial  fraud 


BY  DAWN  KOPECKI 

THE  MORE  THAN  YEAR- 
long  probe  into  options 
backdating,  which  has  left 
executives  quaking  at  rough- 
ly 140  companies,  is  nearing 
completion.  The  surprising 
upshot:  much  smaller  fines 
than  anyone  expected.  On  May  31  the 
Securities  &  Exchange  Commission  an- 
nounced that  Hewlett-Packard  unit  Mer- 
cury Interactive  and  Brocade  Communi- 
cations Systems  would  be  the  first  to  settle 
civil  fraud  charges  related  to  backdating. 
Mercury  agreed  to  a  fine  of  $28  million, 
while  Brocade  will  pay  just  $7  million. 

Those  totals  were  much  lower  than 
the  fines  handed  out  in  a  series  of  recent 
high-profile  financial  fraud  cases.  To  set- 
tle with  the  SEC,  Qwest  Communications 
International  paid  $250  million  in  2004, 
America  Online  ponied  up  $300  million 
in  2005,  and  Fannie  Mae  forked  over 
$400  million  in  2006. 

So  what  accounts  for  the  smaller  pen- 
alties? For  all  the  vehement  criticism  of 
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backdating,  the  fines  largely  reflect  the 
SEC's  recognition  that  options  backdat- 
ing is  a  much  less  serious  offense  than 
accounting  fraud  aimed  at  deliberately 
misleading  investors  about  a  company's 
financial  results.  The  cost  to  shareholders 
is  much  lower,  as  is  the  impact  on  earn- 
ings. "This  is  a  different  type  of  offense 
than  we've  seen  in  other  areas,"  says 


The  Options  Discount 

In  recent  years,  the  SEC  has  imposed  large  fines  for 
financial  fraud.  But  new  guidelines  result  in  lower  penalties 
on  companies  that  fraudulently  backdate  options. 

COMPANY 

TYPE  OF  FRAUD 

FINE 
(MILLIONS) 

FANNIE  MAE 

Accounting 

$400 

AMERICA  ONLINE 

Accounting 

300 

QWEST  COMMUNICATIONS 

Accounting 

250 

MERCURY  INTERACTIVE 

Options  Backdating 

28 

BROCADE 

Options  Backdating 

7 

Data:   ■■■■..unties  &  Exchange  Commission 


COX  The  SEC 

chairman  has 
resisted  big 
penalties  for 
corporations 

Peter  J.  Henning,  a  forrr 
SEC  enforcement  attorn 
and  securities  law  profi 
sor  at  Wayne  State  Univ< 
sity  Law  School.  "The 
is  mismanagement  [in  t 
options  timing  cases],  b 
it  doesn't  go  to  the  core  o 
eration  of  the  company.' 

FINE-TUNING 

THE  SKIMPIER  fin 
also  appear  to  reflect 
compromise  after  an  i 
tense  debate  within  tl 
SEC  over  how  severely 
punish  companies  thi 
participate  in  wrongd 
ing.  In  sharp  contrast 
predecessor  William  ] 
Donaldson,  Cox  has  r 
sisted  issuing  large  corp 
rate  penalties  in  financi 
fraud  cases.  Instead  he  f 
vors  stepped-up  penalti 
against  individual  wron 
doers  and  increased  coo 
eration  with  prosecuto 
to  bring  criminal  charg 
when  warranted.  He  ari 
the  other  two  Republics 
commissioners  argue  th! 
shareholders,  already  victimized  by  tr 
fraud,  ultimately  bear  the  costs  of  sue 
fines,  while  the  two  Democratic  commi 
sioners  and  many  lawyers  in  the  SEC 
Enforcement  Div.  generally  lean  towai 
larger  fines  to  deter  abuse.  In  a  rare  mov 
the  commission  actually  lopped  20%  c 
the  $35  million  fine  Mercury  original 
agreed  to  pay  in  negotiations  with  tl 
SEC's  enforcement  sta 
to  settle  its  backdatir 
charges  last  September. 
Cox  also  insisted  th 
the  SEC  weigh  the  moi 
etary  damage  and  ar 
ill-gotten  gains  that  stei 
from  wrongdoing  muc 
more  heavily  in  the  se 
ting  of  fines.  In  early  20C 
the  agency  issued  ne 
penalty  guidelines  outlii 
ing  the  factors  it  will  coi 
sider;  the  first  criterion 
now  the  economic  impa. 
of  any  misbehavior  on  tr 
company  and  the  shan 


Thoughtful,  through  and  through. 


The  Accord  Sedan 


Every  part  of  the  Accord  is  ingeniously  designed  to  bring  peace  of  mind  to  the  driver.  From  the 
standard  side  curtain  airbags  to  the  highly  efficient  engine*  every  detail  is  deeply  contemplated. 
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holders.  And  over  the  past  year,  the  SEC 
has  increasingly  required  the  Office  of 
Economic  Analysis  to  estimate  those 
costs  as  the  starting  point  of  any  discus- 
sion over  penalties  in  backdating  cases. 
In  the  past,  enforcement  officials  had 
more  leeway  to  negotiate  fines  on  their 
own  with  an  eye  toward  deterrence.  The 
result:  Situations  in  which  the  com- 
pany or  shareholders  benefited  from  a 
fraudulent  scheme  are  the  most  likely  to 
result  in  large  fines,  while  those  in  which 
shareholders  have  already  suffered  dam- 
ages will  be  met  with  more  leniency. 

In  the  backdating  cases  now  before 
the  SEC,  those  changes  mean  officials 
will  take  into  account  a  variety  of  fac- 
tors in  determining  whether  a  corporate 
penalty  is  warranted.  First,  they  will  look 
at  the  number  of  backdated  grants,  how 
much  money  was  at  stake,  how  many 
executives  were  involved,  and  who  they 
were.  Then  they  will  consider  whether 
executives  knew  they  were  violating 
the  rules  and  whether  they  doctored 
records  or  otherwise  tried  to  cover  up. 
The  SEC  also  substantially  reduces  the 
penalties  for  companies  that  cooperate 
in  uncovering  fraud  and  turning  over 
the  responsible  executives. 

Overall,  though,  the  tab  for  backdat- 
ing is  likely  to  remain  low.  "Most  people 
will  view  this  as  a  considerable  rollback 
from  the  kinds  of  pen- 
alties that  we've  seen 
in  recent  years,"  says 
Jacob  S.  Frenkel,  a  for- 
mer SEC  enforcement 
lawyer  now  in  private 
practice.  But  the  SEC 
will  still  have  consid- 
erable discretion.  Of- 
ficials say  Apple  Inc.'s 
extensive  cooperation 
in  the  recently  ended 
^m  probe  of  the  timing  of 

its  options  grants  be- 
tween 1997  to  2002 
was  a  key  reason  the  SEC  took  no  action 
against  the  company,  even  as  it  filed  back- 
dating-related  suits  against  two  former 
executives.  Meanwhile,  allegations  that 
Mercury  falsified  records  extensively  and 
used  fraudulent  loans  to  avoid  disclos- 
ing the  true  cost  of  its  option  grants  help 
explain  why  its  fine  was  four  times  that  of 
Brocade's;  in  addition,  Mercury  avoided 
recording  $258  million  in  expenses  from 
backdated  options,  almost  four  times  the 
$72.3  million  that  Brocade  concealed. 
With  the  pace  of  settlements  expected  to 
pick  up  in  the  coming  months,  plenty  of 
other  companies  will  soon  find  out  how 
much  such  differences  are  worth.  ■ 


Those 
that  help 
the  SEC 
uncover 
fraud 
pay  less 


THE  IMTKDSTA'l 


COMPENSATION 


MIND  IF  I  PEEK 

AT  YOUR  PAYCHECK? 

It  still  isn't  easy  to  find  out  howyou  stack 
up  against  your  colleagues 


BY  BRIAN  HINDO 

YOU  PROBABLY  KNOW 
what  the  guy  who  sits 
next  to  you  at  work  has 
for  lunch  every  day,  how 
often  he  calls  his  wife, 
how  much  money  he  bet 
on  the  Astros  last  week- 
end, maybe  even  how  much  his  house 
is  worth.  But  how  much  he  makes  for  a 
living?  That's  off  limits.  After  all,  there  is 
possibly  no  matter  more  shrouded  in  se- 
crecy, nor  a  riper  topic  for  office  gossip, 
than  what  everyone  gets  paid. 

Yet  the  U.S.  Supreme  Court  seems 
quite  optimistic  about  people's  ability 
to  figure  out  what  co-workers  earn.  On 
May  29,  in  a  5-4  opinion  in  Ledbetter  v. 
Goodyear  Tire  &  Rubber  Co.,  the  court 
held  that  wage  discrimination  lawsuits 
must  be  brought  within  180  days  of  the 
alleged  discriminatory  act.  That  is,  180 
days  after  the  original  payment  was 
set— not  when  the  worker  finds  out.  Now 
that  workers  are  facing  such  a  tight  time 
frame  to  file  lawsuits,  the  controversial 
court  decision  raises  an  important  ques- 
tion about  the  workplace:  Do  workers 
actually  know  what  the  person  in  the 
next  office  makes? 

The  answer:  not  really.  Some  com- 


panies, as  a  matter  of  policy,  forbid  ei 
ployees  from  discussing  the  size  of  the 
paychecks.  But  this  rule,  which  m 
not  be  legal,  is  hardly  necessary.  Si 
ary  information  "is  probably  the  mc 
confidential  thing  other  than  sexu 
orientation"  in  the  workplace,  says  N» 
Mullin,  a  Montclair  (N.J.)  labor  lawyt 
People  seem  anxious  about  revealii 
their  compensation  to  co-workers 
whether  because  of  the  mortificatk 
of  being  exposed  as  underpaid  or  tl 
awkwardness  of  substantially  outear 
ing  a  more  productive  colleague. 

That  may  explain  why  many  peop 
tacitly  tolerate  disparities  in  pay  1 
avoiding  the  subject  entirely.  "Soci 
relations1  are  a  big  source  of  people 
satisfaction"  in  the  workplace,  sa; 
Jeffrey  Pfeffer,  an  organizational  b 
havior  professor  at  Stanford  Unive 
sity  School  of  Business.  Self-enforce 
salary  secrecy  "can  maintain  a  certa: 
kind  of  social  serenity." 

In  recent  years  the  Internet  has  b 
gun  to  shed  a  sliver  of  light  on  obscu: 
wage  information.  General  compens, 
tion  Web  sites  such  as  Salary.com  ar 
Vault,  and  sector-specific  ones  such  i 
cafepharma,  allow  users  to  glean  indu; 
try  salary  averages.  Investment  banke: 
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The  court 

ruling 

may  spur 

more 

office 

spying 


use  an  old  trick  to  learn  how  colleagues 
made  out  on  their  yearend  bonuses: 
Each  one  will  secretly  write  down  his 
or  her  figure  on  a  slip  of  paper,  which  is 
then  drawn  randomly  out  of  a  hat.  Now 
that  ritual,  too,  has  been  moved  online 
thanks  to  anonymous  survey  sites  like 
SurveyMonkey.com,  where  officewide 
results  can  instantly  be  analyzed  and 
forwarded. 

'YOU  HAVE  TO  BE  SNEAKY' 

STILL,  THE  MOST  COMMON  ways  in 
which  people  discover  how  much  they 
are  under-  or  overpaid  are  haphazard, 
requiring  either  a  deep  tribal  knowl- 
edge of  the  office's  political  landscape 
or  a  fair  bit  of  luck.  A  Chicago  finan- 
cial analyst  recalls  a 
former  colleague  who, 
convinced  he  was  un- 
derpaid, spied  over 
low  cubicle  walls  to 
see  co-workers'  com- 
puter screens  around 
payday.  Often  he 
would  extrapolate 
salaries  based  on  an 
electronic  pay  stub  or 
a  401(k)  statement 
left  up  on  a  screen. 
A  Boston  area  finan- 
cial planner  success- 
fully gathered  evidence  for  a  gender 
discrimination  case  by  staying  in  the 
office  after  hours  and  peering  into  open 
mail  slots  for  sales  commission  notices. 
"You  have  to  be  sneaky,"  she  says.  (It's 
an  indication  of  just  how  taboo  it  is  to 
discuss  pay  openly  that  almost  no  one 
to  whom  BusinessWeek  spoke  agreed  to 
be  named,  citing  company  policy,  legal 
concerns,  or  simple  propriety.) 

The  Supreme  Court  may  have  un- 
wittingly encouraged  such  subterfuge, 
suggest  many  plaintiffs'  attorneys,  who 
have  roundly  condemned  the  opinion  as 
impractical  and  a  death  knell  to  many 
compensation  lawsuits.  With  the  clock 
ticking,  employees  have  to  be  more  sen- 
sitive than  ever  to  context  clues,  such  as 
how  co-workers  are  dressing  or  what 
kind  of  computer  they've  been  given, 
says  Rania  V.  Sedhom,  a  human  resourc- 
es expert  at  BDO  Seidman.  Or  they'll 
need  to  train  an  eagle  eye  on  documents 
carelessly  laid  on  a  secretary's  desk.  Bet- 
ter still  is  to  induce  a  co-worker,  who 
may  be  plied  with  fancy  chocolate  or  af- 
terwork  drinks,  to  simply  blurt  out  what 
somebody  is  making.  Workers  who  sus- 
pect they  should  be  earning  more  need 
to  act  soon  after  their  salary  is  set— 
180  days  go  by  in  a  hurry.  II 
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TELECOM 


AT&T'S  NEW 
OPERATOR 

CEO  Randall  Stephenson  talks  about  the 
challenges  of  getting  the  iPhone  to  markei 


RANDALL  L.  STEPHENSON  is  the  new  king  of  telecom.  On  Jur 
3  he  took  over  as  chief  executive  of  AT&T  Inc.  from  Ei 
ward  E.  Whitacre  Jr.  Right  off  the  bat,  he  faces  a  stiff  tes 
On  June  29,  AT&T's  wireless  arm,  formerly  Cingular,  wi 
start  selling  Apple  Inc.'s  long-awaited  iPhone.  Stephei 
son,  47,  talked  with  BusinessWeek's  Roger  0.  Crocket 


The  temptation  is  to  look  at  what  Ed 
Whitacre  built  and  say  the  dealmaking's 
over,  and  maybe  the  rapid  growth,  too. 

If  you  were  to  say  that  dealmaking  and 
growth  are  over,  you  would  be  saying  the 
industry  is  stagnant,  and  I  can't  think  of 
anything  further  from  the  truth.  I  can't 
think  of  an  industry  where  there's  more 
demand  for  information,  entertainment, 
bandwidth.  Slow  growth?  Our  wire- 
less business  has  a  $40  billion  revenue 
stream  and  is  growing  in  double  digits. 

Your  video  service  stumbled 
out  of  the  gate  but  seems  to  be 
picking  up  momentum. 

Look,  we  launched  a  funda- 
mentally new  technology  from 
the  ground  up.  That  happens 
about  once  every  decade. 
We  did  wireless  in  the 
'80s.   I   don't  think 
you'd  say  wireless 
stumbled    out    of 
that   gate,   but   it 
took  a  couple  of 
years  to  get  go- 
ing.   Now    wire- 
less is  the  center 
of  who  we  are. 
IPTV  will  be  our 
next  multibillion- 
dollar      revenue 
stream.       We're 
working    hard   to 
have  the  largest  vid- 
eo platform  in  the  U.S. 
[AT&T  later  clarified  to 


say  that  statement  applies  only  to  tj 
states  it  serves.] 


f 


I 


A  ton  of  attention  is  focused  on  the 
iPhone  launch.  But  most  AT&T  sales- 
people haven't  had  a  chance  to  really 
learn  the  phone.  What  will  you  do  to  mak 
sure  they  know  what  they're  talking  abou 
[Laughs]  There  have  only  been  fi 
people  in  AT&T  and  maybe  only  five  a 
Apple  who  have  handled  that  phoi* 
in  any  extensive  way.  Look,  getting 
product  ready  in  stores  is  somethh 


that  we  do  [all  the  time].  There 

nothing  new  here.  If  s  been  a  mi' 

ticulously  planned  launch  for  ti 

past  two  years.  We're  prepan 

for  people  camping  out  in  fro 

of  our  stores. 


II 


What  contribution  will 
iPhone  make  to  your 
growth? 

I  expect  it  to  be  signi 
cant.  Steve  Jobs  has  sa 
he  expects  to  sell  '. 
million  through  200 1  ^ 
I  hope  he's  right.  I  ho]   i 
he's  low!  The  iPhoi  „ 
will  drive  people 
stores    for   the   sa  \t 
of  all  our  other  d 
vices.  Our  objectr 
is  to  own  all  aspec  ^ 
of       [communic 
tions]  in  the  hom 
The  iPhone  is  cril  jjj, 
cal  to  this.  I 


v 


ITOCKS 


HOW  BIG 
WILL  THE 
iPHONE  BE? 

t  maybe  a  $10  billion 
)usiness-and  further 
)ropel  Apple  shares 


Y  PETER  BURROWS 

FEW  STOCKS  TRADE  ON  EMO- 
tion  the  way  Apple  Inc.  does. 
Its  rip-roaring  initial  puolic 
offering  in  1980  created  the 
template  for  modern  tech  ma- 
nia, while  making  Steve  Jobs  a 
gazillionaire.  When  the  corn- 
tow  fell  on  hard  times  in  the  mid-1990s, 
p  amount  of  good  news  could  pierce  the 
bud  of  doom  hanging  over  investors. 
ow,  with  the  launch  of  the  hugely  hyped 
hone  in  a  few  weeks,  momentum  inves- 
ts are  driving  AAPL  shares  to  unexplored 
rritory.  The  stock  has  doubled  in  the  past 
tar,  to  122.  Apple's  market  cap  recentiy 
pped  $100  billion  for  the  first  time. 
Hard  as  it  is  to  believe,  all  the  excitement 
irrounding  Jobs  and  his  new  toy  may  ac- 
ally  understate  the  impact  of  this  device 


on  Apple's  fortunes.  Beyond  the  hysteria 
surrounding  its  June  29  launch,  the  iPhone 
has  the  potential  for  adding  a  totally  new, 
$10  billion-a-year  business  within  just  a 
few  years.  If  Apple  can  expand  so-called 
smartphones  from  a  luxury  carried  by  cor- 
porate road  warriors  into  an  everyday  tool 
for  the  masses— combining  the  functions 
of  a  BlackBerry  and  an  iPod— Apple  could 
soon  see  a  new  growth  tear. 

Thaf  s  the  kind  of  thinking  that  has 
some  analysts  pegging  Apple's  stock  price 
at  160  and  up.  They  contend  that  the 
blazing  success  of  Apple's  Mac  and  iPod 
lines  on  their  own  justify  much  of  Apple's 
current  value.  JMP  Securities'  Ingrid  Eb- 
eling  used  conservative  price-earnings 
ratio  projections  for  2008  to  calculate  that 
the  Mac  business,  with  revenues  of  $11.7 
billion  and  net  margins  of  11%,  would  be 
worth  $42.70  on  its  own.  The  iPod,  with 
$10.8  billion  in  revenues,  12%  margins, 
and  a  slightly  lower  multiple  given  slow- 
ing growth,  would  be 
worth  $38.87.  Add  in 
$6.36  for  other  music 
products,  $6.76  for  pe- 
ripherals such  as  Apple 
TV,  $5.91  for  software, 
and  $14.18  per  share 
in  cash.  You're  already 
at  $114.78— with  no 
help  from  iPhone. 

What  the  iPhone 
adds  is  a  chance  to 
grab  prime  position  in 
a  much  bigger,  faster- 
evolving  business.  Ap- 


A  NEW  APPRECIATION 
FOR  APPLE'S  STOCK 

DOLLARS 


MAY  5,  '06 

Data:  Bloomberg  Financial  Markets 


pie  is  trying  to  use  its  design  and  software 
expertise  to  win  consumers  who  mostly 
buy  Plain  Jane  phone  models  from  en- 
trenched players.  The  success  of  the  iPod 
has  been  remarkable,  with  100  million  sold 
since  2001.  But  more  than  1  billion  cell 
phones  are  sold  each  year. 

If  Apple's  goal  of  selling  10  million 
iPhones  by  the  end  of  2008  seemed  ambi- 
tious to  some  back  in  January  when  Jobs 
first  unwrapped  his  new  baby,  few  doubt 
it  now.  Wall  Street  speculation  has  gone 
from  how  much  market  share  it  can  steal, 
to  how  much  it  can  expand  the  overall 
smartphone  market,  based  on  Apple's 
entry  and  the  competitive  response  it  will 
elicit  from  incumbents  such  as  Nokia, 
Palm,  and  Research  In  Motion. 

PRICE  BARRIER 

THE  ANSWER  MAY  NOT  come  till  2009. 
By  then,  Apple  should  have  begun  creat- 
ing lower-cost  iPhone  variants  to  reach 
consumers  scared  off  by  the  introductory 
$499  price.  It  also  will  probably  have 
moved  into  overseas  markets  and  cut 
deals  with  more  carriers  to  utilize  higher- 
speed  wireless  networks.  So  while  most 
analysts  look  for  Apple  to  sell  around  3 
million  units  this  year  and  10  to  12  mil- 
lion in  2008,  many  figure  that  20  million 
will  move  in  2009.  Piper  Jaffray  Cos. 
analyst  Gene  Munster  thinks  Apple  could 
sell  more  than  40  million  iPhones  in 
2009— enough  to  lift  revenues  more  than 
30%  that  year,  and  earnings  by  40%. 

Still,  Apple  will  need  to  execute 
flawlessly.  In  units  built  and  shipped, 
the  iPhone  launch  will  dwarf  anything 
Apple  has  attempted.  It  plans  to  have 
3  million  iPhones  ready  for  sale  on 
June  29,  two  sources  say.  (Apple  won't 
comment.)  And  with  its  touch-screen 
keyboard,  powerful  battery-sapping 
processors,  and  a  panoply  of  new  appli- 
cations, the  iPhone  is  far  more  complex 
than  the  iPod.  Glitches  could  lead  to 
costly  recalls  and  returns  if  buyers  find 
the  phone  buggy  or  confusing. 
^^^^^^^^^  If  s  easy  to  forget 
that  the  iPod  wasn't  an 
immediate  hit  when  it 
rolled  out.  Apple  had 
years  to  ramp  up  pro- 
duction. Jobs  did  so 
expertly,  often  creat- 
ing a  sense  of  scarcity 
by  running  slightly 
short  of  demand. 
With  all  the  build- 
up over  the  iPhone, 
pumping  up  demand 
will  be  the  least  of 
his  concerns.  ■ 
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INDIA'S  LIFE  OF 
THE  PARTY 

Vijay  Mallya  enjoys  his  newfound 
respect— and  a  good  time 


BY  NANDINI  LAKSHMAN 

IT'S  NO  WONDER  THEY  CALL 
Vijay  Mallya  the  "King  of  Good 
Times,"  because  the  Indian  tycoon 
sure  knows  how  to  throw  a  party. 
A  week  after  bagging  Scotch 
whisky  maker  Whyte  &  Mackay 
Ltd.  for  $1.2  billion  on  May  16, 
the  51-year-old  chairman  of  India's  UB 
Group  Ltd.  staged  one  of  his  epic  bashes 
aboard  his  311-foot  yacht,  the  Indian 
Empress,  anchored  off  the  French  Riviera. 
Among  the  300-odd  guests  were  steel 
baron  Lakshmi  Mittal  and  other  Indian 
industrialists,  European  aristocrats,  and 
celebrities  such  as  American  hip-hop 
artist  Jay-Z.  A  DJ  flown  in  from  Mumbai 
spun  Bollywood  tracks.  And  while 
Indian  dishes  such  as  fish  Amritsari  and 
Tandoori  chicken  were  served,  the  wine 


Vijay  Mallya 

A  silver  spoon,  and  then  some 


BORN:  Dec.  18, 1955, 
in  Kolkata 

EDUCATION:  Degree 
in  Commerce  from 
Kolkata  University 

CAREER:  Succeeded 
father  as  chairman  of 
UB  Group  in  1983. 
Conglomerate  now 
spans  breweries  to 
fertilizer  plants.  Recent 
additions  include 


Kingfisher  Airlines 
(2005)  and  Scotch 
whisky  maker  Whyte  & 
Mackay  (2007). 
Elected  to  parliament 
in  2002. 

PERSONAL:  Married 
with  three  children. 
Hobbies  include  car 
and  horse  racing. 
Collects  art,  cars, 
yachts. 


that  flowed  all  night  came  from  the  Loire 
cellars  Mallya  acquired  last  year. 

Mallya,  you  might  say,  is  India's  Sir 
Richard  Branson.  Like  the  British  en- 
trepreneur, he  has  a  larger-than-life  per- 
sonality and  owns  a  slew  of  businesses, 
from  breweries  (his  Kingfisher  beer  is  a 
staple  of  Indian  restaurants  from  Kolkata 
to  Cleveland)  to  Kingfisher  Airlines,  a 
leading  Indian  carrier.  UB  Group  is  the 
world's  No.  3  spirits  conglomerate,  after 
Diageo  PLC  and  Pernod  Ricard.  Mallya's 
empire  also  spans  engineering,  fertil- 
izers, and  petrochemicals.  Among  his 
personal  investments  are  thoroughbred 
horses,  a  game  lodge  in  South  Africa, 
and  small  newspapers  in  the  San  Fran- 
cisco Bay  Area.  "I'm  not  making  money 
on  [the  papers],  but  it's  a  fun  business 
to  be  in,"  he  says.  Mallya's  latest  move: 
^^^^^^^  a  May  31  takeover  bid  for 
^^UBS  Indian  low-cost  carrier  Air 
HHi^PC     Deccan. 

Even  in  a  country  that's 
minting  millionaires  by 
the  hundreds,  the  silver- 
maned  liquor  baron  is  in 
a  class  by  himself.  His 
net  worth  is  estimated  at 
$1.5  billion— a  figure  he 
doesn't  quibble  with.  And 
he's  not  shy  about  flaunt- 
ing his  wealth,  with  a  col- 
lection of  42  homes  scat- 
tered across  the  world, 
250  vintage  cars,  a  cus- 
tomized Boeing  727  and 
two  other  corporate  jets, 
and  three  yachts— includ- 
ing the  Kalizma,  a  165- 
footer  once  owned  by  ac- 


tor Richard  Burton.  "Everybody  ca 
me  flamboyant,  as  though  it's  my  midc 
name,  but  I've  always  been  the  w; 
am,"  he  says  during  an  interview  at  1 
sprawling,  10-bedroom  Mumbai  hor 
overlooking  the  Arabian  Sea.  Mallya 
dressed  down,  in  jeans  and  a  bright  ri 
T-shirt  emblazoned  with  the  Kingfish 
insignia.  But  as  usual  he's  dripping  wi 
jewelry— gold  chains,  an  antique  di 
mond-studded  watch,  diamond  earring 
and  a  gigantic  bracelet  with  his  initit 
spelled  out  in  diamonds. 

AN  EMPIRE  AT  27 

DESPITE   MALLYA'S  OBVIOUS  succes 
his  freewheeling  lifestyle  long  cost  hi 
the  respect  of  India's  straitlaced  bus 
ness  community.  Mallya  was  only 
his  20s  when  his  father  died  in  198 
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PLANE TALK 

The  launch 
of  Kingfisher 
earned  Mallya 
corporate 
acceptance 
and  raised 
the  bar  for 
domestic 
carriers 
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eaving  him  in  control  of  an  empire  with 
linnual  revenues  of  $100  million.  He 
pent  the  next  two  decades  winnowing 
he  22  businesses  he  inherited— ranging 
rom  a  brewery  to  a  drugmaker  to  a  bat- 
ery  manufacturer— to  just  a  half-dozen. 
Those  he  kept,  though,  have  flourished. 
Today,  revenues  for  the  UB  Group  run 
o  $1.2  billion.  Yet  for  years,  Mallya  was 
logged  by  allegations  that  he  dipped 
nto  his  companies'  coffers  to  fund  his 
avish  lifestyle,  something  he  vehemendy 
lenies.  "I  was  born  with  a  silver  spoon, 
;o  why  should  I  spend  the  company's 
noney?"  he  says. 

It  wasn't  until  Mallya  launched  King- 
jsher  Airlines  in  2005  that  he  earned 
he  corporate  acceptance  he  craved. 
With  its  seatback  video  screens,  smartly 
lressed  flight  crew,  and  attentive  service, 


Kingfisher  raised  the  bar  for  domestic 
Indian  carriers.  The  five  Airbus  A380 
superjumbo  jets  Mallya  has  on  order  will 
surely  generate  additional  buzz.  After 
the  Deccan  acquisition,  Kingfisher  will 
be  in  a  strong  position  to  take  advantage 
of  an  expected  doubling  in  India's  air 
passenger  traffic,  to  60  million,  by  2010. 
"Mallya  has  become  an  important  part 
of  Corporate  India,"  says  Vijay  Chugh, 
an  analyst  at  jPMorgan  Chase  &  Co. 
in  Mumbai.  "The  airline  business  has 
changed  his  profile  completely." 

Now,  he's  aiming  to  go  global.  Mallya 
hopes  to  begin  Kingfisher  flights  to  the 
U.S.  and  Britain  by  the  end  of  the  year. 
He's  also  stocking  up  his  liquor  cabinet. 
The  Whyte  &  Mackay  acquisition  gives 
him  an  international  brand  in  spirits  to 
add  to  the  French  wineries  he  bought 


last  year  from  Champagne  Taittinger. 
(He  wanted  the  bubbly,  too,  but  was 
rebuffed.)  The  spate  of  dealmaking  has 
powered  a  150%  increase  in  the  market 
capitalization  of  his  eight  listed  compa- 
nies over  the  past  year,  to  $3.5  billion. 

Still,  Mallya  remains  quintessentially 
Indian.  He  refrains  from  negotiating 
during  Rahukalam,  the  hours  during  the 
day  that  some  Hindu  faithful  believe  are 
unlucky.  And  he  has  his  planes  blessed 
at  Tirupati,  a  Hindu  temple  in  southern 
India,  before  putting  them  into  service. 
That's  not  to  say,  though,  that  he  thinks 
his  current  streak  is  just  a  run  of  good 
luck.  "I  had  to  show  the  world  that  I  was 
quite  capable  of  standing  on  my  own  feet, 
making  money  and  shareholder  wealth," 
says  Mallya.  "And  doing,"  he  adds  with  a 
smile,  "what  the  hell  I  wanted  to  do."  ■ 
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RAPID  ASCENTS 


A  JUGGERNAUT 
ELECTRONICS 


Taiwanese  contract  manufacturer  Hon  Hai 
has  blown  past  rivals.  Has  it  grown  too  big? 


BY  BRUCE  EINHORN 

VEN  AS  ELECTRONICS 
manufacturers  have  stum- 
bled in  recent  years,  one 
company— Taiwan's  Hon 
Hai  Precision  Industry  Co.— 
has  blown  past  the  competi- 
tion to  become  the  top  player 
in  the  industry,  churning  out  all  manner 
of  products  for  name-brand  gadget  mak- 
ers. For  evidence  of  the  Taiwanese  giant's 
strength,  look  no  further  than  Flextronics 
International  Ltd.'s  $3.6  billion  takeover 
of  Solectron  Corp.,  announced  on  June 
4.  Hon  Hai  "is  the  key  reason  Flextronics 
and  Solectron  merged,"  says  Byron  Wu, 
China  research  manager  for  electronics 
market  watcher  iSuppli  Corp. 

While  rivals  have  suffered  from  shaky 
earnings,  overcapacity,  and  languishing 
stock  prices,  Hon  Hai  has  continued  to 
surge  ahead.  Even  though  Hon  Hai  is 
now  No.l,  it's  growing  faster  than  the 
other  major  players,  making  marquee 
products  such  as  Apple's  iPod  and 
forthcoming  iPhone,  Sony's  PlayStation 
3,  Nintendo's  Wii,  Hewlett-Packard 
printers  and  PCs,  and  thousands  of  other 
gizmos.  Hon  Hai's  sales  jumped  44% 
last  year,  to  $40  billion,  which  is  more 
than  the  combined  revenues  of  its  three 
nearest  rivals,  Flextronics,  Solectron,  and 
Jabil  Circuit.  Profits  for  Hon  Hai  climbed 
47%,  to  $1.8  billion,  for  the  year.  And  its 
stock?  Up  52%  in  the  past  12  months. 

From  its  Taiwanese  base,  Hon  Hai 
has  expanded  rapidly  in  China  in  recent 
years.  At  one  mammoth  complex  in  the 
southern  province  of  Guangdong,  Hon 
Hai  and  its  Hong  Kong-listed  subsidiary, 
Foxconn  International  Holdings  Ltd., 
employ  200,000  workers  and  have  their 
own  police  force,  soccer  stadium,  and 
chicken  farm. 

But  Hon  Hai's  real  advantage  isn't  just 
low-cost  Chinese  labor.  After  all,  most  of 
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its  rivals  have  plants  on  the  mainland, 
and  Hon  Hai  itself  employs  a  total  of 
360,000  people  in  scores  of  factories 
worldwide,  from  Malaysia  to  Mexico. 
Hon  Hai's  edge  is  that  it  makes  about 
one-third  of  its  own  components— every- 
thing from  circuit  boards  and  connectors 
to  the  casings  for  iPods.  The  compa- 
rable figure  for  major  competitors  is 
less  than  10%,  Macquarie  Securities  Ltd. 


THE  STAT 


$40 


BILLION 


Hon  Hai's  2006 
revenues,  more 
than  those  of  its 
three  closest  rivals 
combined 


Data:  iSuppli 


estimates.  That  helps  boost  Hon  H 
earnings,  since  it  can  better  keep  cost; 
check  and  cut  more  profitable  deals  wB 
customers. 

Now  the  company  is  honing  its  expl 
rise  in  new  areas.  Since  it  started  mak  I 
LCD  panels  in  2004,  subsidiary  Inno  « 
Display  has  grown  into  one  of  the  worl  & 
leading  producers  of  the  screens,  and  1 
year  Hon  Hai  bought  Taiwanese  cami 
manufacturer  Premier  Image  Technj 
ogy  Corp.  and  is  making  a  push  in  tl 
market.  In  March,  Hon  Hai  announced 
was  getting  into  the  notebook  PC  busim 
by  acquiring  a  minority  stake  in  Sim] 
Technology  Co.,  a  Taiwanese  produi 
of  batteries  for  laptops,  for  $43  milli< 
"We  just  try  to  enhance  a 
strengthen  our  role  in  t 
whole  supply  chain,"  si 
Hon    Hai    spokesman   F 
mund  Ding.  And  the  comp 
ny  believes  the  outsourci 
market  is  far  from  tappi 
out.  "We  still  see  some  c 
portunities,"  Ding  says. 

SCRUTINY  RISING 

THERE'S  A  DOWNSIDE 
Hon  Hai's  success.  Electro 
ics  makers  are  reluctant 
grow  overly  dependent  or 
single  manufacturer.  "Thl 
are  worried  that  Hon  Hai 
getting  too  big,"  says  Dan. 
Chang,  an  analyst  with  Mai 
quarie  Securities  in  Taip 
And  the  company  has  dravi 
scrutiny  from  foreign  lab; 
rights  groups,  culminatii 
in  news  reports  last  year  th" 
workers  making  iPods  toild 
in  sweatshop-like  conditior 
An  investigation  by  App 
Inc.  found  relatively  minor  infraction 
but  Hon  Hai  further  sullied  its  image  1 
suing  two  Chinese  journalists  who  hj 
written  critically  about  working  cone 
tions.  Hon  Hai  dropped  the  suit  in  th 
face  of  a  storm  of  criticism  from  Chine: 
bloggers  and  newspapers. 

A  bigger  worry  may  be  Hon  Hai's  fii 
ture  once  founder  Terry  Gou  retires.  Tl 
56-year-old  chairman  has  said  he'll  ste 
back  from  day-to-day  operations  next  ye; 
to  focus  on  broader  strategic  issues.  Bi 
given  the  renewed  push  from  rivals  bot 
at  home  and  abroad,  there's  little  chanc 
Gou  will  really  take  a  backseat.  Says  Joh 
Antone,  general  manager  of  Asia-Pacif 
for  Intel  Corp.,  which  supplies  chips  fc 
Hon  Hai's  computer  motherboards:  "He 
going  to  stay  involved."  ■ 

-With  Peter  Burrows  in  San  Mateo,  CaliJ 


u 


/atch  the  only  business  news  network  powered 

/  the  world's  ultimate  financial  authority 

hd  discover  what  Wall  Street  has  known  all  along. 


Bloomberg 


TELEVISION 


A  Wealth  of  Information 


!007  Bloomberg  LP  All  rights  reserved- 


icilRcport 


AS  OTHER  DIVISIONS  STUMBLE, 
CONSUMER  PRODUCTS— BOLSTERED 
BY  A  $16.6  BILLION  ADDITION- 
PROVIDE  A  SECURITY  BLANKET 


ByArlene  Weintraub 


IT'S  NOT  A  PERSONAL  THING,  BUT  J.  NEAL 
Matheson  spends  a  lot  of  time  obsessing  about  bad 
breath.  Matheson  is  chief  technology  officer  for 
Johnson  &  Johnson's  consumer  health  unit,  home 
to  such  iconic  brands  as  Johnson's  Baby,  Band- 
Aid,  and,  most  recendy,  Listerine.  J&J  nabbed  the 
world's  No.  1  mouthwash  a  year  ago  when  it  bought 
Pfizer's  consumer  health  unit  for  $16.6  billion— its 
biggest  acquisition  ever.  With  Listerine  in  its  port- 
folio, along  with  other  Pfizer  brands  such  as  decongestant 
Sudafed,  Bengay,  and  Rolaids,  J&j's  consumer  business  is, 
without  doubt,  the  freshest-smelling  division  in  an  otherwise 
troubled  company. 

The  consumer  teams  from  Pfizer  and  J&J  are  scientific  soul- 
mates,  says  Matheson.  Their  shared  mission:  to  keep  their  sto- 
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ried  brands  up  to  date  by  constandy  tweaking  the  ingredient: 
redesigning  the  packaging,  and  finding  whole  new  uses  for  th 
contents.  At  J&j's  consumer  research  headquarters  in  Skillmai 
N.J.,  Matheson  whips  out  a  paper  showing  how  Pfizer  won  th 
right  to  pitch  Listerine  as  much  more  than  a  breath  freshene 
simply  by  running  some  inexpensive  clinical  trials.  "Halitosis 
plaque,  gingivitis. ..kills  germs  between  teeth,  kills  germs  s 
the  gumline,"  he  reads  from  a  list  of  Listerine's  advertisin 
claims,  excitement  rising  in  his  voice.  "It's  beautiful."  Annus 
retail  sales  of  Listerine,  age  112,  have  jumped  61%  in  the  las 
five  years,  to  $877  million,  according  to  market  research  firri 
Euromonitor  International. 

Gingivitis  is  hardly  the  first  thing  that  comes  to  mind  whei 
most  investors  think  of  J&J.  They're  more  likely  to  remembe 
the  litany  of  woes  that  have  hit  the  company  recendy.  J&J' 
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pharmaceutical  division  has  suffered 
a  series  of  stumbles,  made  worse  by 
a  dearth  of  innovative  products.  As  a 
result,  its  stock  is  down  3%  so  far  this 
yea**,  while  the  Dow  Jones  industrial 
average  is  up  10%.  Meanwhile,  J&j's 
medical  device  unit  has  failed  to  come 
up  with  a  strategy  to  expand  into  high- 
end  heart  products.  In  January,  2006, 
J&j's  effort  to  buy  Guidant  Corp.,  a 
maker  of  cardiac  devices,  ended  in 
disappointment  when  J&J  CEO  Wil- 
liam Weldon  declined  to  match  Boston 
Scientific  Corp.'s  $27  billion  bid. 

The  sting  of  defeat  didn't  last  long, 
though.  Just  three  weeks  later,  Pfizer 
suddenly  put  its  consumer  unit  on  the 
block,  and  Weldon  sprang  into  action. 
"We  opted  out  of  Guidant  because  we 
couldn't  bring  value  to  shareholders  at 
the  price  that  was  being  pinned  to  it," 
he  says  with  a  shrug.  "The  consumer 
health-care  group  at  Pfizer  brought 
tremendous  value." 

Weldon  can  be  excused  for  feeling 
smug  about  the  way  these  two  deals 
turned  out.  Granted,  nobody  expects 
the  new,  expanded  consumer  business 
to  be  able  to  match  the  profit  poten- 
tial of  expensive,  life-sustaining  heart 
devices.  Nevertheless,  J&J  recentiy  an- 
nounced first-quarter  sales  of  $15  bil- 
lion, up  16%  from  the  previous-year 
period.  And  profits,  excluding  special 
charges,  jumped  14%,  to  $3.4  billion. 
The  Pfizer  deal  provided  a  mighty  lift, 
pushing  J&j's  consumer  revenues  that 
quarter  up  48%,  to  $3.5  billion.  J&J  is 
now  telling  Wall  Street  that  the  Pfizer 
merger  will  allow  it  to  squeeze  $500 
million  per  year  out  of  its  cost  struc- 
ture and  that  the  company  will  break 
even  on  the  transaction  in  2009— a 
year  earlier  than  expected.  Meanwhile, 
Boston  Scientific  is  struggling  to  turn 
Guidant  around  and  has  lost  20%  of  its 
value  in  the  past  year. 


A  JOURNEY  INTO  J&j'S 
consumer  products 
division  shows  how 
a  subtle  power  shift 
inside  the  health-care 
giant  has  brought  much-needed  stability.  It 
also  lifts  the  curtain  on  a  mysterious  alchemy  J&J  uses  to  spin 
cash  out  of  relatively  simple  innovations  in  product  design, 
packaging,  and  marketing.  J&j's  total  revenues  are  on  track 
to  rise  at  least  12%  this  year,  to  about  $60  billion.  Consumer 
products  make  up  24%  of  the  total,  compared  with  18%  prior 
to  the  Pfizer  deal.  J&J  has  already  staked  out  its  turf  in  Amer- 
ica's medicine  cabinet,  but  now  it  seems  poised  to  crowd  out 
Procter  &  Gamble  Co.  J&J  produced  400  new  products  last 
year,  and  the  acquisition  pushed  it  to  the  top  of  22  consumer 
categories.  Some  of  its  oldest  family  members  are  charting 
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double-digit  sales  increases,  including  what  J&J  playfully  cal  n 
"the  pink  line"— the  baby  potions  that  come  in  pink  bottle 
For  Weldon,  such  brands  are  annuities.  "If  you  invest  in  thei 
and  you  bring  technology  and  innovation  to  them,"  he  say 
"they  just  keep  paying  back." 

The  command  center  for  J&j's  consumer  operation  is  on  th 
sprawling  Skillman  campus,  which  appears,  seemingly  out  c 
nowhere,  off  a  remote  two-lane  road  dotted  with  farmhouses.  I 
the  center  of  the  town,  population  5,000,  convenience  stores  ar 
loaded  with  the  latest  versions  of  Tylenol,  Reach  toothbrushe; 
and  other  products  being  developed  just  down  the  road. 


milNlE^^         "pink 

arte"  baby  potions,  long 
steady  profitmakers, 
are  now  seeing  double- 
digit  sales  increases 


Matheson,  a  scientist  with  a  background  in 
skin  care,  came  to  j&j  from  P&G  in  1994  with  a 
mandate  to  transform  a  scattered  and  somewhat 
disorganized  research  group  into  a  launchpad 
for  products  consumers  would  rush  to  purchase. 
Back  then,  the  unit  was  bringing  in  just  $4.8  bil- 
lion a  year  in  sales,  and  growth  was  languishing 
below  1%  a  year.  To  gain  a  foothold  in  the  skin- 
care  market,  J&J  bought  pimple-potion  purveyor 
Clean  &  Clear  and  RoC,  a  French  maker  of  anti- 
wrinkle  creams,  followed  by  soapmakers  Neutro- 
gena  and  Aveeno. 

J&J  has  a  long  tradition  of  preserving  the 
independence  of  operations  it  acquires.  But 
that  created  problems.  There  were  scientists  all 
over  the  world— from  Skillman  to  Paris,  home 
of  RoC— who  weren't  always  in  sync  with  each 
other  or  with  the  people  who  could  turn  their 
discoveries  into  products.  "There  were  gazillions 
of  ideas,"  recalls  Matheson,  a  young-looking 
60-year-old  whose  voice  sometimes  dwindles  to 
a  whisper  when  he  wants  to  emphasize  a  point. 
"The  question  was:  How  would  we  get  those 
ideas  to  market?" 

Matheson  put  together  small  teams  of  up  to  a 
dozen  scientists  and  charged  each  with  tackling  a 
cosmetic  challenge.  There's  an  acne  team,  which 
does  nothing  but  think  up  ways  to  help  teens 
zap  zits,  and  a  pigmentation  team  that  dreams 
up  products  to  help  even  out  skin  tone.  Each 
group  gathers  input  from  marketing  and  devel- 
opment folks,  who  help  define  target  audiences 
and  rush  products  to  drugstore  shelves.  And 
Matheson  encourages  the  teams  to  partner  with 
small,  forward-thinking  companies— a  departure 
from  how  things  were  done  at  his  old  stomping 
grounds.  "Procter  has  huge  teams  that  do  every- 
thing inside,"  Matheson  says.  "We're  much  more 
outward-looking."  (A  spokesman  for  P&G  notes 
(tat  40%  of  its  products  now  include  input  from  the  outside, 
p  from  less  than  10%  in  2001.) 

J&j's  new  system  has  helped  erase  wrinkles  on  aging  brands, 
uch  as  Neurrogena.  For  decades,  that  name  evoked  little  more 
ian  amber,  transparent  soap,  but  under  Matheson,  the  brand 
i  expanding  in  unexpected  directions.  Most  recently,  Neu- 
rogena  has  created  an  at-home  version  of  something  called 
licrodermabrasian— a  skin-smoothing  procedure  that  can 
ost  up  to  $200  at  health  spas.  At  the  same  time,  J&j's  "sun- 
are"  team— including  scientists  from  Skillman,  Los  Angeles, 
ranee,  and  Brazil— cooked  up  a  three-ingredient  cocktail 


called  Helioplex  that  promises  to  offer  broader  and  longer-last- 
ing protection  than  standard  sunscreens,  so  beachgoers  don't 
have  to  keep  slathering  themselves.  Last  year,  J&J  put  Helio- 
plex in  several  products,  including  Neutrogena's  sunscreens 
and  anti-aging  lotions.  Neutrogena,  which  J&J  bought  in  1994, 
has  grown  56%  in  the  last  five  years.  It  now  has  worldwide 
sales  of  $1.6  billion. 

The  Pfizer  scientists  J&J  brought  on  board  have  mastered 
a  formula  for  printing  money  from  minor  breakthroughs.  In 
2001,  Pfizer  introduced  Listerine  PocketPaks,  a  unique  for- 
mulation of  fast-dissolving  breath  strips  that  sparked  a  $100 
million-a-year  industry.  The  melt-in-your-mouth  film  has  be- 
come a  new  drug  delivery  platform  for  such  brands  as  Pfizer's 
Sudafed.  And,  says  Matheson,  J&J  is  considering  expanding  it 
to  other  over-the-counter  drugs. 

The  beauty  of  innovations  like  PocketPaks  is  that  they  don't 
cost  a  fortune  to  pull  off.  And  even  just  adding  a  claim— saying, 
for  example,  that  Listerine  can  prevent  gingivitis— enables  a 
company  to  drive  demand  for  the  product,  much  as  adding  a 
new  use  to  the  label  of  a  drug  can  widen  the  pool  of  patients 
who  take  it.  But  there's  one  important  difference:  The  U.S.  Food 
&  Drug  Administration  is  much  more  lenient  with  consumer 
products,  as  long  as  they  contain  already  approved  ingredients. 
In  fact,  when  companies  run  trials  to  prove  claims  on  balms 
and  cosmetics,  if  s  usually  not  because  the  FDA  requires  them, 
but  rather  because  they  need  the  studies  to  support  advertising 
messages  and  gain  street  cred  with  physicians,  who  then  rec- 
ommend the  products  to  patients.  A  skin-care  study  might  cost 
$5,000,  Matheson  estimates.  An  over-the-counter  drug  trial 
would  be  a  little  more,  perhaps  $50,000.  Developing  a  new  for- 
mulation, such  as  PocketPaks  or  Helioplex,  could  run  up  a  tab 
of  $10  million.  Still,  that's  pocket  change  compared  with  the  $1 
billion  it  costs  on  average  to  develop  a  new  prescription  drug. 

ON  A  CRISP  APRIL  DAY,  1,800  J&J  INVESTORS 
stream  into  a  Hyatt  hotel  across  the  street 
from  J&j's  New  Brunswick  (N.J.)  headquar- 
ters. The  crowd,  mostly  retirees,  has  made  the 
pilgrimage  to  the  company's  annual  meet- 
ing, a  rollicking  event  that's  sort  of  like  a  rock 
concert  crossed  with  a  shuffleboard  tournament.  As  Weldon 
takes  the  stage  and  begins  ticking  off  J&j's  accomplishments, 
he's  interrupted  by  applause.  For  the  45th  year  in  a  row,  he 


CONSUMER  CUSHION 

Investors  have  ditched  Amgen  because  of  troubles  with  its 
anemia  drugs  and  Boston  Scientific  due  to  concerns  over 
cardiac  devices.  J&J  makes  both  types  of  products,  but  its 
consumer  unit  is  reassuring  to  shareholders. 
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tells  the  gray-haired  audience,  the  com- 
pany is  increasing  its  quarterly  dividend, 
this  time  by  10.7%.  J&J  is  one  of  only  five 
U.S.  industrial  companies  with  an  AAA 
bond  rating,  and  its  free  cash  flow  is  at  an 
historic  high  of  $11.6  billion.  Retired  retail 
exec  James  K.  Mcintosh,  when  asked  why 
he  has  held  his  J&J  shares  for  40  years, 
says  simply:  "Where  would  the  populace 
be  without  J&J?"  A  moment  later,  a  slide 
pops  on  the  screen  revealing  that  a  single 
share  purchased  for  $37.50  in  1944,  when 
J&J  went  public,  would  be  worth  $950,000 
today,  including  stock  splits  and  dividend 
reinvestments. 

J&j's  critics,  however,  say  far  too  much 
of  the  company's  ebullience  rests  on  the 
success  of  its  consumer  products  business. 
Beyond  those  comfortable  perimeters,  the 
company  faces  serious  challenges.  In  the 
pharmaceutical  arena,  the  FDA  is  consid- 
ering strict  new  limits  on  J&j's  anemia 
drug  Procrit,  which  brings  in  $3  billion  in 
sales  a  year.  An  additional  $7  billion  could 
fall  off  the  top  line  when  J&j's  schizophre- 
nia drug  Risperdal  and  its  epilepsy  and 
migraine  treatment  Topamax  go  generic 
in  2008  and  '09,  respectively.  There  are 
few  potential  blockbusters  in  J&j's  pipe- 
line to  replace  them.  And  sales  of  J&j's 
heart  failure  treatment  Natrecor,  which 
it  picked  up  in  a  $2.4  billion  acquisition 
four  years  ago,  have  sagged  in  the  wake 
of  studies  suggesting  it  might  increase 
the  risk  of  death.  Analysts  expected  the  drug  to  be  bringing 
in  annual  sales  of  $1  billion  by  2007.  They  now  estimate  the 
company  will  struggle  to  sell  more  than  $100  million  of  it  a 
year.  And  there  are  federal  and  state  probes  into  marketing 
practices  related  to  some  of  the  company's  drugs,  heart  stents, 
and  orthopedic  products. 

Meanwhile,  recent  studies  have  sparked  worries  that  drug- 
eluting  stents  can  cause  blood  clots  in  some  patients.  That  has 
curbed  demand  for  the  tiny  metal  tubes,  which  J&J  invented 
in  1994  as  a  way  to  prop  open  clogged  arteries.  Last  year,  the 
company  paid  $1.4  billion  to  acquire  stentmaker  Conor  Med- 
Systems,  which  was  positioning  its  stent  as  a  safe  alternative 
to  rival  products  because  it  releases  drugs  in  a  precise,  mea- 
sured manner.  But  in  May  a  trial  of  Conor's  most  advanced 
stent  failed.  J&J  stopped  developing  the  product  and  pulled  it 
from  Asia,  Latin  America,  and  Europe,  where  it  was  already 
on  the  market. 

THE  CONOR  DEBACLE,  ONE  OF  THE  MOST 
embarrassing  in  J&j's  recent  history,  helps 
explain  the  tremendous  affection  Weldon  and 
his  crew  have  for  the  consumer  division.  It 
acts  as  a  kind  of  security  blanket.  The  con- 
sumer unit  posted  operating  profit  margins  of 
14%  last  year— not  bad,  but  well  below  the  30%  J&J  typically 
earns  on  drugs  and  devices,  which  are  protected  by  patents. 
Yet  historically,  powders,  lotions,  soaps,  and  other  lifestyle 
products  have  been  a  much  safer  haven  for  manufacturers. 
Besides  the  fact  that  consumer  products  are  lightly  regulat- 
ed, they  rarely  spark  liability  lawsuits.  More  important,  their 


sales  don't  fall  off  a  cliff  when  generic  competitors  enter  t* 
fray.  But  mostly,  consumer  brands  are  safe  because  they  ha; 
intrinsic  value  for  consumers,  who  willingly  hand  over  the 
extra  bucks  for  Tylenol  rather  than  buying  the  store-braul 
version  in  a  bland-looking  box.  "You  don't  have  to  deal  wit 
the  volatility  that  you  have  in  pharmaceuticals  and  device: 
Weldon  says.  "It's  the  consumer  making  a  choice  and  thil 
moving  forward." 

Despite  J&j's  recent  stock  swoon,  the  company  remai 
one  of  the  strongest  long-term  performers  in  the  health-ca' 
sector.  It  has  returned  149%  to  shareholders  over  the  past 
years,  beating  both  the  Dow,  which  has  gained  124%,  and  t 
Standard  &  Poor's  500  Health  Care  Index,  which  is  up  1181 

To  some  influential  investors,  the  company's  sliding  shari 
represent  a  buying  opportunity.  This  year,  Warren  Buffets 
Berkshire  Hathaway  Inc.  doubled  its  stake,  to  48.7  millid 
shares,  according  to  a  May  15  filing  with  the  Securities  &  Fj 
change  Commission.  Buffett's  policy  is  to  stay  mum  on  sped:, 
investments,  but  some  of  his  followers  say  most  likely  it's  th 
Band-Aids  and  Baby  Oil  that  are  drawing  him  to  the  stoc 
not  the  stents  and  drugs.  "Buffett  loves  consumer  business' 
with  staying  power,"  says  Frank  Betz,  a  partner  at  Carret  Zai 
Capital  Management  in  Warren,  N.J.,  which  manages  priva 
portfolios  that  hold  both  Berkshire  and  J&J  shares.  "Yes,  Jl 
has  hit  some  speed  bumps,  but  look  at  it  over  the  long  ru 
There's  never  been  a  bad  time  to  own  J&J." 

On  May  17,  an  invitation-only  crowd  of  more  than  8C 
young  adults  lined  up  in  New  York's  trendy  SoHo  neigl 
borhood  to  celebrate,  of  all  things,  toothpaste.  The  par 
launched  a  "pop-up  store"  that  J&J  ran  for  six  weeks  1 
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MJ&J  is  ramping  up  makeover 
>,  book  readings,  concerts,  and  other 
indirect  sales  tools  that  amplify  the  brand 


promote  its  tooth-whiten- 
ing brand,  Rembrandt. 
The  multimedia-crammed 
space  didn't  actually  sell 
the  product.  Instead,  to 
build  buzz  for  Rembrandt 
as  the  whitener  of  choice 
for  the  hip  and  youthful, 
it  hosted  makeover  par- 
ties, book  readings,  and 
concerts.  Among  the  open- 
ing-night guests  were 
up-and-coming  actresses 
Rashida  Jones  and  Sophia 
Bush.  "They  were  trend- 
setters—boutique owners, 
actors,  models.  No  suits," 
says  Carmen  Nestares,  32, 
part  of  the  new  generation 
of  J&J  brand  managers, 
who  are  coaxing  the  cente- 
narian to  think  beyond 
old-fashioned  marketing 
techniques  such  as  print 
and  TV  advertising.  Was 
he  Rembrandt  store  a  departure  for  the  traditionally  but- 
oned-up  J&J?  "Totally,"  she  says. 

i  In  staging  such  events,  J&J  is  just  now  catching  up  to  its 
[ivals,  who  long  ago  embraced  alternative  techniques  such  as 
iral  marketing.  Just  before  Valentine's  Day,  J&j's  Rembrandt 


team  placed  an  ad  on  YouTube  that  featured  a  young  couple 
kissing  passionately  for  30  seconds.  It  was  so  racy  that  the 
video  site  relegated  it  to  its  adult  section.  Word  spread  on 
blogs,  prompting  viewers  to  click  on  the  ad  180,000  times. 
"Next  thing  we  knew,  it  popped  up  everywhere,"  says  Colleen 
Goggins,  a  26-year  veteran  of  J&J  who  has  been  worldwide 
chairman  of  the  consumer  unit  since  2001.  She  adds  with  a 
mix  of  delight  and  trepidation:  "We  couldn't  control  it." 

For  products  with  few  special  powers— and  let's  face  it,  not 
all  consumer  products  are  legends  in  their  own  time— success 
lies  in  surface  details.  In  2006,  J&J  opened  a  satellite  office  in 
New  York  staffed  by  designers  who  spend  their  days  devising 
fresh  ways  to  serve  up  decades-old  products,  from  how  they're 
packaged  to  how  they're  displayed  on  store  shelves.  "It's  no 
longer  a  situation  where  we  work  so  hard  on  the  product 
and  then  just  throw  it  into  a  standard  package,"  says  Marc 
Robinson,  who  came  over  from  Pfizer  to  serve  as  J&j's  group 
chairman  for  consumer  healthcare,  over-the-counter,  and 
nutritional  products.  The  new  unit  designed  Band-Aid  Brand 
Interlocking  Pods,  a  package  with  separate  linked  compart- 
ments for  carrying  different  sized  bandages. 

Sounds  simple,  but  marketing  experts  say  such  variations 
on  old  products  can  make  all  the  difference  on  shelves  popu- 
lated with  umpteen  first-aid  tapes,  ointments,  and  sprays.  "In 
what's  become  an  overcrowded  marketplace,  companies  need 
to  own  a  point  of  difference,"  says  Lee  Sucharda,  president  of 
Design  North,  a  packaging  consulting  firm  in  Racine,  Wis. 

It  will  also  help  J&J  achieve  the  ambitious  growth  targets 
Weldon  sets  for  his  top  executives.  Unit  managers  are  constant- 
ly weighed  against  internally  designed  "composites"  made  up 
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^fs  purchase  of  Pfizer s  brands  closes  a  loop  on  a  shared  history 


865  English 
lrgeon  Sir  Joseph 
ister  first 
Smonstrates  how 
sing  antiseptics  in 
irgery  protects 
atients  from 
btentially  deadly 
ifections. 


J&J'S 
PATH 


1 1870 


1 1880 


1887  Robert  Wood 
Johnson  and  his  two 
brothers  found  J&J 
and  begin  making 
surgical  dressings 
based  on  Lister's 
work. 


1890 


PFIZER'S      1 
PATH 


1921  J&J  introduces 
Band-Aid  adhesive 
bandages  for  home 
use,  along  with  other 
consumer  products 
such  as  Johnson's  Baby 
Cream. 
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11960 


11980 


1989  J&J  consolidates 
its  wound  care,  dental, 
and  over-the-counter 
brands  such  as  Tylenol 
into  a  consumer 
products  unit. 


1895  Jordan  Wheat 
Lambert's  company 
markets  a  germ- 
killing  mouthwash 
called  Listerine. 
Lambert  first  used 
the  name  16  years 
earlier  for  a  surgical 
antiseptic. 


1955  William  Warner  &  Co. 
buys  Lambert's  company  and 
builds  a  portfolio  of  brands, 
including  Rolaids  and 
Lubriderm  lotion. 


2000  Pfizer  Inc. 
buys  Warner- 
Lambert,  gaining 
full  rights  to  the 
cholesterol 
blockbuster 
Lipitor  along  with 
the  consumer 
brands. 


2006  Pfizer 
carves  out  all  its 
consumer 
brands.  J&J  buys 
them  for  $16.6 
billion— its 
largest  purchase 
ever. 
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Tomorrow  keeps  happening  today  in  Japan 

Japanese  are  notoriously  impatient.  They  keep  trying  to  get  the  jump  on  the  limes  through  forward- 
looking  innovations  and  template-busting  breakthroughs.  Their  unquenchable  thirst  for  improvements 
has  transformed  global  manufacturing  and  is  spawning  new  business  models  all  across  the  industrial 
spectrum.  Inventive  entrepreneurship  is  fermenting  throughout  Japan,  from  Hokkaido  to  Okinawa. 
And  business-friendly  policies  are  making  Japan's  creative  gifts  more  available  to  international  investors 
than  you  might  have  imagined.  Hitch  your  wagon  to  a  rising  sun. 
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Doors  and  Opportunities  Open  up  in  Japan 


With  astonishing  results,  Japan  has 
pened  up  to  the  outside  world  twice  in 
jcent  history.  First,  in  the  mid- 19th  century, 
le  country  embraced  the  West  to  become 
n  industrialized  power  after  centuries  of 
.olation.  Later  came  its  post-war 
xperience  of  democratizing,  almost 
vernight,  to  achieve  miraculous  growth. 

Today  the  country  is  undergoing  an 
qually  dramatic  "third  opening  to  foreign 
ivestments.  And  like  during  the  previous 
vo  periods  when  Japan  welcomed  the 
utside  world,  the  changes  and  opportu- 
ities  are  multifaceted  and  manifold. 

Global  investors,  seeing  the  doors 
pening  onto  the  worlds  second  largest 
conomy,  are  rushing  in.  Foreign  direct 
ivestment  into  Japan  grew  at  an 
stonishing  60  per  cent  to  Y5,304bn  last 
sar.  And  M&A  activity  has  been  soaring. 
lie  number  of  M&A  cases  has  nearly 
jadrupled  from  its  peak  in  1990  to  2,775 
3ses  last  year,  according  to  figures  from 
le  Ministry  of  Economy,  Trade  and  Industry 

feu 

Opportunity,  not  threat 

This  is  encouraging  news  for  foreign 
jsinesses  that  have  been  keen  to  establish 

foothold  in  Japan,  especially  as  its 
conomy  has  returned  to  rude  health 
icently.  Though  being  one  of  the  richest 
nd  most  sophisticated  markets  in  the 
orld,  Japan  has  also  had  a  reputation  of 
ing  particularly  difficult  to  prize  open, 
ade  barriers,  complex  regulatory  hurdles, 
id  high  business  costs  have  often  been 
ted  as  reasons  for  reluctance  to  establish 
presence. 

But  the  Japanese  leadership  has  become 
creasingly  sensitive  to  such  criticism.  More 
ucially,  there  has  been  a  significant  shift 
attitude:  foreign  direct  investments  are  no 
nger  seen  as  a  threat,  but  as  an  opportu- 
ty  for  growth  and  domestic  reform. 
"In  order  to  achieve  sustainable  growth  in 
5  21  st  century,  it  is  indispensable  to  bring 
;ian  and  global  growth  and  vitality  into 
pan,"  declared  Prime  Minister  Shinzo  Abe 
his  policy  speech  this  January. 
Mr.  Abe  has  committed  his  administration 

doubling  the  amount  of  foreign  direct 
vestments  into  the  country  as  a  proportion 
GDP  by  2010.  "Not  only  does  FDI  bring 
ipital  to  Japan,  but  more  specifically,  a 
ide  range  of  technology,  talent, 
□  nagement  know-how,  as  well  as 
impetition,  explains  Keiichi  Kawakami, 
rector  of  the  trade  and  investment 
cilitation  division  in  Tokyos  METI. 
This  rhetoric  has  been  backed  up  by  a 
de  range  of  measures  to  facilitate  foreign 
/estments  and  make  the  market  more 
xible.  These  include  fewer  legal  restric- 
>ns  on  M&A  activity,  deregulation  across 
ctors,  a  fundamental  revision  of  the 
iuntry's  corporate  laws  in  2005,  and 
roduction  of  accounting  standards  in  line 
th  international  practices. 


In  addition  to  these  regulatory  improve- 
ments, Japans  high  business  costs  have 
come  down  considerably  in  the  past 
decade.  Rents,  communications,  and 
logistics  costs  have  fallen,  making  the 
country's  reliable  and  high-quality  infra- 
structure more  competitively  priced. 

Arena  of  innovation 

Perhaps  as  important  as  this  improved 
business  environment  is  the  allure  of  the 
Japanese  consumer.  With  a  population 
exceeding  120  million  people,  per  capital 
income  of  $36,000,  and  a  total  household 
savings  pool  surpassing  1,400  trillion  yen 
(12  trillion  dollars),  the  Japanese  consumer 
market  is  both  enviably  deep  and  wide. 

Moreover,  success  in  Japan  has  long 
been  considered  key  to  success  elsewhere. 
Many  products  in  common  use  around  the 
world  have  originated  in  Japan,  making  the 
country  an  ideal  testing  ground  for  new 
services  and  products.  For  numerous 
companies,  the  highly  sophisticated  and 
discerning  Japanese  consumer  is 
increasingly  valuable  as  a  "font  of 
creativity  for  developing  world  class- 
products. 

The  country  is  also  unmatched  in  the 
region  as  an  arena  for  technological 
innovation,  a  quality  rooted  in  the  country's 
high  levels  of  R&D  spending,  top-class 
universities,  research  facilities,  and  well- 
educated  labor  force. 

High-tech  US  firms  -  such  as  Google, 
Cisco,  and  AMD  that  have  previously 
limited  their  R&D  facilities  to  their  US 
headquarters  are  now  establishing  such 
facilities  in  Japan.  And  in  a  reversal  of  roles 
from  ten  years  ago,  US  companies  are  now 
sending  their  top  researchers  there. 
Sumitomo  3M,  the  diversified  technology 
company,  is  investing  further  in  its  extensive 
R&D  facilities  in  Japan  and  strengthening 
its  role  as  a  technological  hub  for  affiliated 
3M  companies  in  the  region. 

Proximity  to  Japanese  multinationals  is 
another  compelling  reason  for  foreign 
companies  to  establish  a  strong  R&D 
presence  in  the  country. 

"We  believe  Japanese  car  makers  will 
continue  to  have  tremendous  influence  in 
the  global  automotive  market,  particularly 
in  the  growing  Chinese  market.  As  a  car 
parts  maker,  maintaining  a  presence  in 
Japan  is  therefore  a  must,"  says  Yoji  Toi, 
managing  director  of  Federal  Mogul  KK 
Japan,  an  automotive  parts  maker  with 
over  thirty  years  experience  in  Japan. 

Gateway  to  Asia 

Indeed,  Japans  strategic  location  in  East 
Asia  is  a  key  consideration  for  many 
businesses  eyeing  the  region.  Since  1980, 
East  Asias  share  of  global  GDP  has  nearly 
doubled  to  30  per  cent,  an  explosion  of 
business  activity  that  has  been 
accompanied  with  deepening  integration. 


Regional  trade  in  East  Asia  has  increased 
by  76  per  cent  to  over  $410bn  between 
1998  and  2003.  Governments  in  the 
neighborhood  are  moving  towards  forming 
an  "East  Asian  free  economic  zone  .  And 
the  region  has  become  tightly  interlinked 
with  direct  flights  from  regional  airports  in 
Japan  to  major  cities  in  Asia. 

Driven  by  this  integration,  foreign 
companies  are  pursuing  an  increasingly 
complementary  strategy  to  the  region  - 
seeking  to  combine  Japanese  technological 
sophistication  with  the  high-volume,  low-cost 
manufacturing  base  of  China. 

"Japan  is  very  sophisticated  in  areas  such 
as  advanced  materials,  precision 
engineering  and  quality  control.  China  has 
inexpensive  labor,  but  is  still  far  behind  in 
the  areas  of  material  engineering  and 
quality  control.  For  a  US  company,  in  many 
industries,  it  would  be  a  mistake  to  skip 
Japan  and  only  focus  on  China."  says 
Richard  Dyck,  president  of  TCS  Japan, 
maker  of  electronic  interconnection  systems, 
based  in  Sendai,  northern  Japan. 

The  company,  which  focuses  on  high 
value-added  products  of  small  lot  and  large 
variety,  says  it  does  most  of  its  production 
and  assembling  in  Japan,  explaining  that 
the  country  is  competitive  in  these  areas 
with  China. 

Another  company  persuaded  of  Japans 
attractions  as  a  manufacturing  base  is 
Nobel  Biocare  Japan,  the  dental  products 
maker.  The  company  plans  to  open  its  first 
manufacturing  site  in  Asia  in  Japan  this 
year,  citing  its  "talented  people,  high 
commit-ment  to  quality  and  important 
customer  base". 

"Opening  a  manufacturing  site  in  Japan 
will  allow  us  to  also  further  improve  our 
service  and  reduce  delivery  time  for  our 
Japanese  customers.  But  our  commitment  in 
Japan  allows  us  also  to  gain  a  better 
understanding  of  the  Asian  market  and  will 
thereby  help  us  to  expand  into  further 
markets  in  the  region,  says  Nicolas 
Weidmann,  Vice  President  of  Communi- 
cations for  Nobel  Biocare  Holdings. 

Japan,  then,  is  becoming  an  invaluable 
"Gateway  to  Asia  and  a  crucial  test 
market  in  a  wide  range  of  promising  fields: 
environmental  technologies,  cultural  goods 
(anime,  computer  games,  movies),  and  even 
"silver  care  businesses  for  the  elderly.  As 
regulatory  barriers  come  down,  these 
expanding  markets  are  becoming 
accessible  to  foreigners  more  than  ever 
before. 

As  the  "third  opening"  of  Japan  now 
unlocks  opportunities  of  staggering  scale, 
one  may  recall  the  words  of  Marco  Polo. 
Seven  hundred  years  ago,  the  worlds 
earliest  global  businessman  described 
Cipangu  (Japan)  as  a  land  covered  in  gold 
with  "wealth  so  abundant  that  no  one  can 
imagine  its  value".  The  enduring  myth 
started  by  that  Venetian  merchant  may  well 
turn  out  to  be  a  reality  for  his  modern-day 
colleagues. 


Speciai  Report 


of  competitors  in  each  of  J&j's  three 
major  industries,  consumer,  phar- 
maceuticals, and  medical  devices. 
The  consumer  composite  includes 
the  usual  suspects:  skin-care  giant 
Loreal;  over-the-counter  drug  rivals 
Novartis  and  GlaxoSmithKline;  and 
uber-competitor  P&G.  The  goal  is 
to  outpace  the  composite  on  a  top- 
and  bottom-line  basis.  By  boosting 
sales  55%,  to  $9.8  billion,  and  op- 
erating profits  37%,  to  $1.4  billion, 
since  2001,  J&j's  consumer  group 
has  stacked  up  pretty  well,  Goggins 
says.  But  before  the  Pfizer  opportu- 
nity popped  up,  Goggins  worried 
about  the  future:  "We  would  have 
certainly  grown  organically,  but  not 
in  any  way,  shape,  or  form  could  we 
have  achieved  what  we  can  achieve 
[with  Pfizer]  as  quickly." 


EVERYTHING  OLD 
IS  NEW  AGAIN 

A  multifaceted  approach  to  innovation  led 
to  more  than  400  new  products  from  J&J 
and  Pfizer  in  the  past  year,  including  these: 


EXTRA  STRENGTH  TYLENOL 

RAPID  RELEASE  GELS 

Why  should  consumers  have  to  wait  for  a 

painkiller  to  kick  in?  J&J  scientists  figured  out 

how  to  drill  tiny  holes  in  Tylenol  gel  caps  so 

they  release  medication  into  the  bloodstream 

more  rapidly. 


AT  SHANGHAI  FIRST 
Maternity  &  Infant 
Health    Hospital, 
newborns  with  tiny 
inner  tubes  around 
their  necks  float  in 
warm  baths.  After  a  15-minute  soak, 
the  babies  get  massages  from  their 
moms,  courtesy  of  J&J,  which  spon- 
sors this  center  and  more  than  700 
like  it  to  teach  Chinese  parents  the 
art  of  therapeutic  touch.  In  the  mas- 
sage room,  a  smiling  mother  adorns 
a  giant  pink  J&J  poster,  and  a  display 
cabinet  showcases  a  dozen  J&J 
baby  shampoos  and  lotions.  New 
father  Zhuang  Jun,  a  32-year-old 
software  engineer,  says  he  and  his 
wife  plan  to  use  J&J  products  for 
their  baby  girl.  His  wife  was  al- 
ready using  the  company's  prod- 
ucts anyway.  "I  listen  to  what  my 
wife  says,"  he  explains. 

If  J&J  can  crack  the  code,  that 
baby  with  the  inner  tube  around 
her  neck  will  soon  be  swish- 
ing Listerine  and  slapping  on  J&j's 
sunscreens.  The  real  test  of  any 
company's  strategy  is  in  places  like 
Shanghai,  where  people  are  just 
now  cluing  in  to  the  concept  of  con- 
sumer choice.  Last  year,  J&j's  overseas  sales  in  the  consumer 
unit  grew  nearly  11%  to  $5.2  billion,  while  U.S.  sales  inched 
up  just  4%  to  $4.6  billion. 

To  garner  insights  on  how  to  tailor  products  to  local  mar- 
kets, J&J  expanded  a  consumer  research  center  in  India  in 
2004,  and  it  has  just  broken  ground  on  a  similar  center  in 
Shanghai.  "We  expect  the  number  of  upper-  and  middle-class 
families  in  India  and  China  to  double  in  the  next  five  years," 
says  Goggins,  who  is  always  devouring  market  research  so  she 
can  better  understand  overseas  opportunities.  "That's  a  lot  of 
people  with  newfound  income." 
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VANILLA  MINT 
LISTERINE 

What  was  for  decades  a  medicine-like, 
very  intense  mouthwash  has  spawned 
dozens  of  iterations  and  flavors, 
including  this  one,  which  doesn't 
sting  so  much  when  swished. 


JOHNSON'S  BEDTIME 
TOUCH  MASSAGE  GEL 

J&J  worked  with  sleep  experts  to  devise 
a  three-step  bedtime  routine  to  help 
fussy  babies  sleep  more  soundly.  An 
accompanying  online  tutorial  for  this 
product  explains  how  to  massage 
babies  to  sleep. 


BAND-AID  ADVANCED 
HEALING  BLISTER 

After  J&J  bought  a  small  European 
brand  called  Compeed,  it  adapted  the 
latter  company's  thick,  cushiony 
bandages  to  a  range  of  Band-Aid 
products.  This  one  protects  blisters 
with  a  waterproof  shield. 


NEUTROGENA  ULTRA  SHEER 
BODY  MIST  SUNBLOCK 
An  international  team  of  J&J 
scientists  spent  more  than  five  years 
figuring  out  how  to  stabilize 
sunscreen  to  improve  its 
effectiveness.  The  resulting 
technology,  called  Helioplex,  has 
revitalized  J&J's  sunscreen  business. 


In  locales  where  Unilever  PLC  i  ji 
P&G  have  flourished  for  years,  J&  £ 
still  in  kindergarten— and  prone  js 
stumbles.  When  it  introduced  a  1  'A 
in  India  called  Johnson's  Kids  a  1  jr 
years  ago,  parents  weren't  interest  I; 
reports  Aneesh  Issar,  who  worked  in 
J&J  in  Mumbai  for  three  years.  "B  jl 
ing  something  just  for  kids  wail 
perceived  by  the  masses  to  be  a  nee  4 
shy,"  says  Issar,  who  is  now  a  sen  k 
manager  for  RocSearch,  a  market  1 
research  firm  in  Noida,  India.  One  1 
the  products  was  a  menthol  powi  ■ 
that  J&J  pitched  as  being  comforta  1 
cooling.  "It  was  perceived  as  burn:  1 
rather  than  cooling,"  Issar  says.  T| 
ing  to  create  a  children's  market,  I 
admits,  "was  a  little  premature."  ,  I 
dropped  the  kids'  line. 

As  J&J  feels  its  way  through  1 1 
eign  territories,  Pfizer  is  helping! 
plug  some  holes  in  its  geograpl 
reach.  J&J,  for  example,  has  ne-| 
been  a  big  player  in  Mexico,  when  1 
Pfizer  has.  Building  an  operati| 
there  from  the  ground  up,  says  Gt 
gins,  "takes  time  and  it  takes  mon 
When  you  have  the  kinds  of  relatic 
ships  Pfizer  has  with  the  retaikl 
health-care  professionals,  and  a 
sumers,  it  just  makes  life  easier." 
a  result  of  the  Pfizer  merger,  overse 
sales  of  over-the-counter  drugs  a 
nutritionals  (primarily  the  J&J  suj 
substitute  Splenda)  jumped  183% 
the  first  quarter. 

In  January,  at  an  integration  kir 
off  soiree  J&J  execs  threw  for  th! 
new  Pfizer  colleagues,  partygo 
came  across  a  striking  exhibit, 
featured  24  illuminated  colum 
each  labeled  with  an  hour  of  the  d 
Atop  each  column  were  a  hand 
of  products  consumers  might  use 
that  hour:  7  a.m.,  Reach  toothbru 
(J&J);  11  p.m.,  Sudarub  Vapour  R 
(from  Pfizer,  sold  overseas  only);  a 
so  on.  Each  column  poses  a  ch 
lenge  for  the  combined  J&J-Pfr- 
consumer  team  to  ponder.  At  11  p. 
it  asks,  "How  Can  We  Help  Peo] 
Rest  Assured?"  The  display,  n< 
on  the  consumer  floor  of  the  New  Brunswick  headquarte 
is  a  perfect  depiction  of  J&j's  grand  plan:  to  hook  consum< 
regardless  of  where  they  are  or  what  they're  doing.  "The  cc 
sumers  are  king  and  queen,"  Matheson  says.  Serving  at  th 
pleasure  is  more  important  than  ever  as  J&J's  other  divisio 
struggle  to  find  their  way.  ■ 

-With  Bruce  Einhorn  in  Shangf 
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ONLINE:  For  more  on  J&J's  acquisition  strategy,  visit 
businessweek.com/extras. 
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CONQUER 

new  markets.  Without  new  security  risks. 

You're  pressured  to  grow.  Globally.  But.  safely.  We  can 
help  you  design  a  solution  that  accommodates  growth. 
And  incorporates  protective  measures  into  your  network. 
In  other  words,  security.  Delivered.  For  everything  you 
need  for  your  world,  go  to  att.com/onwardenterprise. 
And  it's  onward,  business. 


tt.com/onwardenterprise 
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Managing  Executive  Development 

What  Works 

In  Women's  Networks 

Howthree  corporations  crafted  organizations 
for  female  employees  that  have  an  actual  impact 


BY  DIANE  BRADY  AND  JENA  McGREGOR 

CORPORATE  WOMEN'S  NETWORKS  FREQUENTLY  GET 
a  bad  rap— for  good  reason.  The  groups  frequently  toil  on 
the  fringes,  hosting  "lunch  and  learns"  and  book  clubs  that 
rarely  provide  the  skills  or  exposure  women  need  to  rise  in 
the  ranks.  Often,  "these  initiatives  are  run  by  people  who 
don't  really  have  much  power,"  notes  Claudia  Peus,  a  visiting 
scholar  at  Massachusetts  Institute  of  Technology's  Sloan  School  of  Man- 
agement. When  she  interviewed  more  than  900  female  executives  about 
critical  factors  in  their  success,  they  ranked  programs  for  the  promotion  of 
women  last.  "The  spontaneous  reaction  was,  They  don't  work.' " 

Yet  such  initiatives  are  flourishing.  One  reason  is  an  eagerness  on  the 
part  of  talent-hungry  employers  to  appear  more  female-friendly.  Net- 
works are  cheap,  usually  relying  on  female  volunteers  and  garnering 
little  corporate  funding.  The  groups  may  become  little  more  than  social 
gatherings,  and  have  trouble  attracting  heavy  hitters. 

But  networks  need  not  be  feeble.  They  can  be  a  magnet  for  recruiting 
and  retaining  top  achievers.  They  may  go  beyond  mentoring  and  net- 
working to  draw  in  clients,  as  General  Electric  Co.'s  does,  or  let  members 
work  on  key  business  issues,  as  they  do  at  Best  Buy  Co.  For  companies 
like  Deloitte  &  Touche  USA,  the  network  helps  address  the  needs  of  all 
employees,  male  and  female.  Here's  a  look  at  some  practices  that  work: 


GET  CUSTOMERS 
IN  ON  THE  ACT 

FORMED  10  YEARS  AGO  after  a  handful 
of  senior  female  employees  had  dinner 
with  Jack  Welch,  the  GE  Women's  Net- 
work has  since  grown  to  40,000  active 
members  worldwide.  Its  focus  on  leader- 
ship, advancement,  and  career-broaden- 
ing opportunities  has  helped  GE  get  to 
the  point  where  women  now  run  busi- 
nesses generating  some  $40  billion  in 
sales,  more  than  20%  of  total  revenues. 
One  distinguishing  feature  of  the  net- 
work: Its  annual  Leading  &  Learning 
summit  that  brings  together  about  150 
top-level  women,  two-thirds  of  whom 
are  customers  or  suppliers,  to  discuss  a 
wide  range  of  ideas  and  issues.  "We  did 
it,  thinking  it  would  be  a  one-off,"  says 
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Susan  Peters,  GE's  vice-president  of  ex- 
ecutive development  and  chief  learning 
officer. 

Five  years  later,  the  Leading  &  Learn- 
ing summit  has  become  a  coveted  invita- 
tion both  inside  and  outside  the  com- 
pany. Susan  Phillips,  vice-president  of 
marketing  at  PayPal  Inc.,  says  she  came 
because  "the  agenda  topics  and  speakers 
looked  amazing  and  compelling,  and  I 
knew  there  would  be  a  networking  op- 
portunity with  senior  women."  The  fact 
that  it  was  an  all-female  gathering  just 
made  for  a  richer  experience,  adds  Phil- 
lips, as  she  "felt  the  ability  to  relate  with 
other  participants."  Among  the  speakers 
at  the  May  15-16  event  this  year:  eBay 
Inc.  CEO  Meg  Whitman,  author  Karenna 
Gore  Schiff,  playwright  Sarah  Jones,  At- 
lanta Mayor  Shirley  Franklin,  and  Today 


co-anchor  Meredith  Vieira.  CEO  Jeffr 
R.  Immelt  also  came,  as  he  always  dot 
to  speak  and  spend  a  few  hours  with  t 
participants. 

Within  GE,  the  benefits  of  linkii 
the  company  network  to  outsiders  a 
many.  One  big  positive  is  the  exposui 
"I  don't  get  an  awful  lot  of  opportuniti 
to  interact  with  customers  in  my  job 
notes  Tracie  Winbigler,  an  executive  vie 


•esident  at  NBC  Universal  and  co-chair 
the  network.  "This  gives  me  a  chance 

have  more  external  focus."  Another 
lyoff  to  hosting  such  events  is  having 
Istomers  form  "a  favorable  impression 

GE,"  adds  co-chair  Julie  DeWane, 
ho  works  as  a  general  manager  at  GE 
ansportation. 

That's  one  reason  why  each  geographic 
twork  "hub"— there  are  140  of  them 


TRACIE  WINBIGLER 


EVP  &  CFO,  Integrated  Media, 
NBC  Universal;  Network  co-chair 

NETWORK  GE  Women's  Network 

TAKEAWAY  Use  the  network  to  connect 
women  to  key  customers  and  suppliers,  as 
well  as  communities  in  which  they  work 

around  the  world— is  asked  to  participate 
in  a  range  of  community  activities,  from 
philanthropic  ventures  to  other  customer- 
oriented  events.  Network  members  in  Eu- 
rope now  plan  to  hold  a  similar  high-level 
summit  there,  and  others  are  looking  to 
extend  the  concept  elsewhere.  The  buzz 
is  already  mounting.  "I  heard  from  past 
participants  that  it  is  an  incredible  oppor- 
tunity to  meet  people  doing  fascinating 
things,"  says  Michelle  McMurry  of  the 
Aspen  Institute,  a  GE  partner,  who  went  to 
the  May  summit.  "They  were  right." 


TACKLE  REAL 
BUSINESS  PROBLEMS 

JULIE  GILBERT  DOESN'T  mind  admit- 
ting that  the  women's  network  at  Best 
Buy  started  with  some  hugs.  Three  and 
a  half  years  ago,  Gilbert,  who  launched 
the  company's  store-within-a-store  con- 
cept for  home  theater  buffs,  no- 
ticed that  during  store  visits 
the  few  female  staffers  she'd 
see  would  come  up  and  hug 
her.  When  she  asked  a  store 
greeter  about  it,  the  young 
woman  told  her:  "Every 
day  when  we  have  people 
in  from  the  corporate  of- 
fice, they're  all  guys.  When 
we  see  you,  we  realize  if 
we  just  keep  working 
hard,  one  day  we'll  [get 
there],  too." 

Such  chummy  begin- 
nings belie  the  pragmat- 
ic nature  of  the  network 
Gilbert  would  go  on  to 
create.  Inspired  by  the  en- 
counter with  the  greeter, 
Gilbert  typed  up  a  business 
plan  for  a  new  women's 
initiative  that  night.  Unlike 
the  women's  network  that 
existed  at  the  time— a  25- 
person  shell  of  a  program 
at  Best  Buy's  Minneapo- 
lis headquarters— Gilbert 
designed  the  program  as 


a  way  for  employees,  from  top  executives 
to  cashiers,  to  get  more  deeply  involved  in 
core  business  issues.  "The  frame  on  it  is 
leadership,"  she  says,  "but  you  don't  go 
to  a  course  to  build  a  leader.  You  learn  by 
doing  actual  business  issues,  by  solving 
business  problems." 

One  problem  was  coming  up  with  bet- 
ter ways  to  recruit  and  retain  women  in 
Best  Buy's  male-dominated,  techie  cul- 
ture. In  the  home  theater  department,  for 
example,  the  rate  of  female  turnover  was 
double  that  of  their  male  colleagues.  But 
just  as  important,  Gilbert  wanted  the  net- 
work to  be  an  innovation  engine  for  the 
company's  woefully  underserved  female 
customers.  At  the  time,  Best  Buy  was 
grappling  with  how  to  better  appeal  to 
women,  who  influence  89%  of  consumer 
electronics  purchases  and  spend  $68  bil- 
lion on  them  each  year. 

Gilbert's  program,  known  as  WOLF 
(Women's  Leadership  Forum),  includes 
a  web  of  regional  "WOLF  packs"  and  in- 
novation teams,  which  are  based  in  Min- 
neapolis. Each  of  the  innovation  teams 
chooses  a  project,  such  as  finding  ways 
to  attract  more  female  customers,  and 
then  has  to  get  the  ideas  into  a  few  stores 
in  three  months  and  into  a  large  number 
of  stores  in  six.  Next  month,  for  example, 
one  WOLF  group  will  launch  designer 
iPod  holders  and  laptop  cases  in  100  of 
Best  Buy's  stores.  Another  WOLF  team 
is  revamping  the  online  gift  registry;  yet 
another  is  working  with  designers  to 
make  stores  more  woman-friendly. 
The  efforts  are  paying  off.  Re- 
cruitment of  female  sales  manag- 
ers is  up  100%  over  the  past  year, 
and  the  company  has  a  greater 
share  of  female  customers  than 
before  the  network  started.  Inter- 
nally, the  network  has  found 
fans  among  executives  like 
Midwest  regional  man- 
ager Shawn  Score,  who 
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draw  in  employees 
from  the  front  line  to 
the  top  ranks 
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has  attracted  more  than  300  new  female 
employees  and  seen  turnover  among 
women  managers  in  his  territory  drop 
almost  10  percentage  points  in  the  last 
year  thanks  to  the  WOLF  program.  He 
has  also  tapped  the  network  to  help 
him  better  serve  women  customers.  One 
WOLF  team  suggested  switching  signs 
on  washing  machines  to  promote  how 
many  loads  they  hold  instead  of  measur- 
ing the  machine's  volume  in  cubic  feet, 
leading  to  more  pertinent,  mom-friendly 
signage.  "We  think  that's  going  to  be  an 
absolute  home  run,"  says  Score. 


BRIDGE  THE 
GENDER  DIVIDE 

FEW  WOMEN'S  NETWORKS  can  boast 
of  a  track  record  like  that  of  Deloitte. 
Now  in  its  14th  year,  Deloitte's  Initiative 
for  the  Retention  and  Advancement  of 
Women,  known  as  WIN,  has  been  lauded 
for  its  success  in  promoting  women  to 
the  most  senior  ranks:  19.3%  of  part- 
ners are  women,  the  highest  percentage 
among  the  Big  Four  public  accounting 


firms.  That's  up  from  7%  since  WIN  was 
started  in  1993. 

One  reason  for  its  success?  Many  of 
the  programs  born  out  of  Deloitte's  wom- 
en's initiative  are  geared  toward  both 
women  and  men.  For  instance,  the  firm 
is  piloting  a  "mass  career  customization" 
program  that  will  give  every  employee  a 
framework  for  dialing  up 
and  down  their  hours,  travel 
demands,  and  responsibili- 
ties as  their  personal  needs 
change  over  the  course  of 
their  careers.  Unlike  flex- 
time  or  job-sharing  poli- 
cies, which  men  often  avoid 

because  of  the  stigma  still    -f-|-|p  Rip"  ThOIIT* 
associated  with  opting  into     L11C  -^,1&  7, 
them,  everyone  in  the  pilot    Sei"V10eS  fllTTlS 
locations  will  be  enrolled  in    ^^^^^^^ 
the  program. 

Still,  such  initiatives  have 
little  direct  impact  on  hard- 
charging  audit  partners  whose  idea  of 
work-life  balance  is  a  three-day  weekend 
after  tax  season.  When  asked,  says  Cathy 
Benko,  the  national  managing  director 
in  charge  of  WIN,  men  almost  always 
say  that  the  women's  initiative  is  impor- 


Deloitte 
has  the 
most  female 
partners  of , 


CATHY  BENKO 


National  managing  director,  WIN;  Deloitte's 
national  managing  principal  for  talent 

NETWORK  Initiative  for  the  Retention  and 
Advancement  of  Women  (WIN) 

TAKEAWAY  To  transform  the  company's 
culture,  the  network  should  benefit  men,  too 

tant.  "But  then  they'll  stop,  and  if  th 
continue,  they'll  say  1}ut  it  hasn't  do 
anything  for  me.' " 

To  help  change  that  thinking,  Ben 
came  up  with  a  new  program  two  ye; 
ago  called  Women  as  Buyers.  It  wot 
specifically  help  men  with  what  matter 
to  them— winning  more  clients— wh 
improving  understanding  between  m 
and  women  at  the  firm.  Noticing  a  deai 
of  research  on  how  executive  worn 
make  decisions,  the  WIN  team  sponsor: 
a  yearlong  study  on  the  topic.  It  t 
been  presenting  its  findings  in  four-he 
workshops  made  up  of  two -thirds  m 
and  one-third  women. 

The  sessions  remind  men  of  simjl 
differences  such  as  client  entertaini 
(women  prefer  breakfast  to  dinner,  sir 
they  often  have  more  evening  respc 
sibilities  at  home)  and  communicati 
styles  (just  because  a  woman  is  noddi 
doesn't  mean  she  agrees  with  you).  WW 
male  executives  may  prefer  consultai 
or  accountants  to  sit  by  their  side,  worm 
are  more  visual  than  men,  the  resear 
found,  and  partners  should  face  wonu 
executives  in  client  meetings. 

And  because  women  tend  to  see  lee 

ership  roles  as  positions  of  responsibil 

rather  than  power,  partners  should  thi 

carefully  about  whom  they  paracht 

in  to  help  sell  services. 

it's  a  guy,  you  might  ws 

to  bring  your  big  mud 

muck  in,"  says  Paul  Silv 

glate,  an  audit  partner  w> 

went  through  the  trainii 

"Women  partners  are  mc 

focused  on  who's  going . 

do  the  work  with  their  te£ 

day-to-day.  That  was  ve 

interesting  to  me." 

The  feedback  from  m 

has  been   overwhelming 

positive:  More  than  90%  s 

the  workshops  were  usef 

Silverglate,  who's  also  a  leader  in  Wl 

says  he's  even  had  male  colleagues  t 

him  they've  used  the  tips  in  their  persoi 

fives.  "If  you  really  want  to  make  a  diffi 

ence  for  women,"  says  Silverglate,  "it  h 

to  make  sense  for  all  the  partners."  I 
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Going,  Going...  Every  where 

EBay  has  been  buying  furiously  to  move  beyond  its  auction-house 
identity,  and  a  new  raft  of  services  will  spread  its  reach  even  further 


II 


tl 


BY  CATHERINE  HOLAHAN 

WHEN  PIERRE  M. 
Omidyar  founded 
eBay  in  1995,  the 
key  to  e-commerce 
success  was  rela- 
tively simple:  Es- 
tablish a  Web  site 
where  Web  surfers  go  to  spend  time  and 
shop.  By  that  measure,  eBay.com  be- 
came one  of  the  Web's  most  successful 
sites,  with  233  million  registered  users 
looking  to  auction  off  items  or  find  bar- 
gains. Indeed,  the  average  eBay  user  to- 
day spends  nearly  two  hours  a  month  on 
the  site— still  more  than  five  times  what 
people  spend  on  Amazon.com. 

Today,  though,  insisting  that  everyone 
visit  your  solitary  site  seems  so  '90s.  The 
action  is  wherever  users  make  it— on  a 
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MySpace  page,  in  a  YouTube  video,  in 
their  very  own  blog.  So  where  does  that 
leave  eBay?  Everywhere,  if  eBay  has  its 
way.  The  company  is  stepping  up  efforts 
to  break  out  beyond  its  own  walls.  If  s  a 
big  reason  why  it  has  spent  more  than 
$6  billion  over  the  past  five  years  to  buy 
up  such  tech  assets  as  Internet-phone 


operation  Skype,  online  payments  serv 
PayPal,  ticket  reseller  StubHub,  a  host 
classified  sites  around  the  world,  inch  ft 
ing  a  25%  interest  in  Craigslist,  and  I  f. 
rant,  whose  technology  is  used  to  set  i 
online  "storefronts"  separate  from  eB; 

How  all  those  seemingly  dispar^ 
businesses  fit  together  may  not  be  ob 


The  Auctioneer 
Goes  Shopping 

EBay  has  spent  more  than  $6  billion  to 
morph  from  a  pure  Internet  auction 
house  into  an  e-commerce  engine  that 
sells  Web  tools  to  small  businesses.  Here 
are  some  key  acquisitions: 


PAYPAL 

JULY  2002 

$L5 

BILLION 
Processes  payment 
for  eBay.com  and 
other  Web  sites 


REIW 

DEC. 


$4r 


MILLI 
j   Provides  pi  |l 
rental  and  i  Its 
search  serv  J 


■Appn 


s.  Indeed,  investor  and  analyst  uncer- 
nty  about  them  explains  why  eBa/s 
>ck  has  languished  in  the  past  year. 
it  in  essence,  eBay  Chief  Executive 
irgaret  C.  "Meg"  Whitman  is  taking  a 
ge  from  Visa  International:  She  wants 
ay  to  be  everywhere  you  want  to  be. 
e  new  thrust  will  become  clearer  be- 
ming  on  June  11,  when  eBay  kicks  off 
ck-to-back  three-day  conferences  for 
Etware  developers,  eBay  sellers,  and 
Dppers  in  Boston.  At  the  developer 
riference,  the  company  plans  to  unveil 
w  services  that  let  buyers  shop  for  and 
rchase  eBay  items  outside  of  the  core 
ay.com  site. 

Just  one  example:  EBay  will  release 
n  Dimas,  a  product  developed  with 
obe  Systems  Inc.  technology,  that  lets 


buyers  and  sellers  download  software 
so  they  can  monitor  their  auctions  and 
make  purchases  while  working  on  a 
separate  desktop  application.  If  s  a  fully 
functional  eBay  that  you  can  have  run- 
ning on  the  same  computer  screen  where 
you  are  crunching  numbers  on  a  spread- 
sheet. "It  puts  eBa/s  presence  in  front 
of  users  in  a  more  ubiquitous  way,"  says 
John  Donahoe,  president  of  eBay  Mar- 
ketplaces and  the  person  charged  with 
expanding  the  brand  globally. 

It's  an  ambitious  strategy  for  a  com- 
pany that's  become  so  clearly  identified 
with  its  core  Web  site— and  which  has 
built  up  such  a  loyal  following  among 
its  customers  and  merchants.  But  eBay 
executives  believe  future  growth  depends 
on  evolving  beyond  a  destination  site  and 


into  a  provider  of  tools  and  services  that 
power  e-commerce  across  the  Web. 

Whitman  calls  that  strategy  "the  pow- 
er of  three,"  referring  to  eBay's  shop- 
ping, payments,  and  Skype  calling  ser- 
vices. PayPal,  with  revenues  last  quarter 
of  $439  million,  is  a  leader  in  the  online 
payments  market,  second  only  to  credit- 
card  companies.  EBay  sees  a  future 
where  PayPal  is  the  standard  payment 
processor  for  online  transactions  ev- 
erywhere. Already,  roughly  40%  of  the 
$11.4  billion  in  payments  processed 
by  PayPal  are  from  non-eBay  sites; 
that  part  of  the  business  grew  51%  last 
quarter  from  a  year  earlier.  Likewise, 
Skype,  which  had  quarterly  revenues 
of  $79  million,  is  used  to  connect  eBay 
sellers  and  buyers,  however  it  is  more 
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NT/PROSTORES 

SH0PPING.COM 

SKYPE 

STUBHUB 

STUMBLEUP0N 

JAN.  2005 

JUNE  2005 

SEPT.  2005 

JAN.  2007 

MAY  2007 

ricen/a 

$620 

$2.5 

$310 

$75 

MILLION 

BILLION 

MILLION* 

MILLION* 

Hers  set  up  online 
its  separate  from 

n 

1 

Runs  a  comparison- 
shopping  Web  site 

Its  Internet  phone 
service  can  connect 
sellers  with  shoppers 

A  ticket  reselling  site 
that  is  promoted  on 
eBay.com 

Recommends  Web  sites 
based  on  user  interests 
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of  a  global  Web-calling 
service. 

But  some  analysts  com- 
plain there  aren't  enough 
synergies  in  these  tech 
purchases  to  justify  the 
billions  spent.  Much  of 
the  San  Jose  (Calif.)  com- 
pany's buying  spree  has 
been  an  expensive  diver- 
sion away  from  what's  ail- 
ing its  core  shopping  sites, 
they  argue.  Shopping  still 
accounted  for  nearly  70% 
of  eBay's  $6  billion  in  rev- 
enues last  year.  Yet  sales 
growth  in  that  business 
has  slowed,  from  a  40% 
annual  pace  through  2004 
to  23%  last  quarter. 

As  a  result,  eBay's  stock 
has  fallen  16%  over  the 
past  two  years,  vs.  a  107% 
rise  for  the  shares  of  Am- 
azon.com Inc.  "They  con- 
tinue to  be  distracted  by 
very  far-from-core  things 
like  Skype,"  says  Scot 
Wingo,  CEO  of  Channel- 
Advisor  Corp.,  a  provider 
of  software  and  other  ser- 
vices for  e-retailers. 

UGANDAN  INITIATIVE 

THAT'S  WHY  the  compa- 
ny's latest  effort  to  create 
storefronts  which  aren't 
on  eBay.com  is  so  critical.  To  culti- 
vate new  customers  and  generate  new 
transaction  fees,  the  company  feels  it 
has  to  make  it  easy  for  folks  who  never 
would  have  bought  or  sold  on  eBay  to 
set  up  little  versions  of  its  e-commerce 
engine  on  their  own  sites. 

Technology  acquired  by  eBay  through 
Kurant  (renamed  ProStores)  is  help- 
ing new  users  set  up  online  stores. 
Take  Devin  Hibbard,  the  co-founder 
of  a  nonprofit  jewelry  store,  Beadfor- 
Life.org,  who  works  with  women  in 
Uganda's  most  impoverished  neighbor- 
hoods to  help  them  make  jewelry  and 
sell  it  abroad.  She  discovered  ProStores 
through  a  developer  who  built  her  Web 
site.  Today,  the  250  women  who  sell 
through  the  online  storefront  Hibbard 
has  set  up  with  ProStores'  help  have 
raised  their  income  from  less  than  $1 
a  day  to,  on  average,  more  than  $3. 
EBay  charges  the  storefronts  monthly 
subscription  fees  ranging  from  $29.95 
to  $249.95,  depending  on  the  size  of  the 
store  and  volume  of  goods  sold.  "It's 
an  unlikely  partnership,"  says  Hibbard. 
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"But  I  think  you  find  more  and  more 
nonprofits  in  the  fair  trade  movement 
are  looking  at  how  do  you  bring  in 
earned  income." 

In  April,  eBay  began  testing  a  tool 
dubbed  To  Go  that  enables  buyers  and 
sellers  to  embed  software,  known  as  a 
widget,  in  a  site.  That  lets  anyone  on 
the  site  keep  an  eye  on  eBay  auctions 
they  care  about— and  monitor  how  bids 
are  progressing— without  actually  hav- 
ing to  switch  over  to  eBay.com.  It  may 
not  seem  like  a  big  deal,  but  consider 
how  much  time  people  spend  today  on 
social  networks  such  as  MySpace  and 
Facebook,  where  they  can  read  their 
friends'  blogs,  write  their  own  entries, 
and  share  photos,  videos,  and  other  im- 
ages. Why  not  shop  there  as  well? 

Terapeak,  a  Web  outfit  that  sells  mar- 
ket research,  created  an  eBay  store  site 
within  Facebook  last  month.  Facebook 
members  could  click  to  a  "find  it" 
page  that  lets  them  search  for  eBay 
items  while  never  leaving  Facebook. 
Items  show  up  in  a  special  eBay/ 
Facebook  window,  along  with  prices 


and  ratings  of  a  seller's  reputation, 
think  that  eBay  has  a  great  site  and  a 
of  people  use  it,  but  ultimately  you  c 
never  be  everything  for  everyone,"  ss 
Anthony  E.R.  Sukow,  Terapeak's  CEC 

FIERCE  COMPETITION 

EBAY  NEEDS  TO  MOVE  beyond  its  o^ 
site  not  just  because  that's  where  she 
pers  are.  So  are  its  merchants.  Some  of 
most  successful  sellers  have  moved  on 
sell  items  through  their  own  storefron 
using  Google's  search  advertising  pi  t 
form  to  drive  traffic  to  those  sites.  Th 
don't  stop  selling  on  eBay,  but  they  bej 
giving  the  site  less  of  their  premii 
merchandise  and  more  of  the  kinds 
items  they're  willing  to  sell  at  a  barga^ 
"As  sellers  mature,  eBay  goes  from  th. 


Hibbard's  online 
jewelry  store,  created 
with  technology  from 
eBay,  has  allowed 
women  in  Uganda's 
poorest  neighborhood!  | 
to  more  than  triple 
their  personal  income 


■ 


:\ 


[  Hi 

channel  of  first  resort  to  their  channel 
last  resort,"  says  Wingo. 

To  avoid  becoming  a  bargain  baseme 
eBay  has  to  encourage  sellers  to  keep  1  ,, 
ing  more  of  their  higher-end  invent! 
on  the  site  while  attracting  more  you 
businesses.  Better  merchandise  brings '  I 
more  buyers  which,  in  turn,  attracts  mi 
sellers.  EBay  can  also  lack-start  the  cy 
by  attracting  more  buyers  through  effc 
such  as  eBay  To  Go  and  the  Facebook  in, 
gration.  "They  should  be  aggressively  j  J  ' 
ing  after  the  people  who  don't  have  onl .  I 
businesses  yet,"  says  Tim  Boyd,  an  anal  J 
at  American  Technology  Research  Inc. 

Grabbing  buyers,  as  well  as  busine 
outside  of  eBay's  core  shopping  platfo 
will  be  a  significant  challenge.  Comp< 

id 

IE 


tion  on  the  Web  is  fierce,  and  eBay  m 
contend  not  just  with  other  e-comme 
companies  looking  for  buyers'  and  s< 
ers'  business  but  also  with  myriad  V  I 
entertainment  and  social  sites  seeking  | 
grab  their  time.  "The  off-eBay  world  is  ,  , 
more  competitive,"  says  Derek  Brown, 
analyst  with  Cantor  Fitzgerald.  "Succ 
there  is  no  certainty."  '  ■ 
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\  Coming  Real  Estate 
Crunch  on  the  Net 

ftth  online  addresses  getting  scarce,  holders  of 
nusedones  could  be  sitting  on  atreasure  trove 


'  LORRAINE  WOELLERT 

DURING  THE  LEAN  YEARS 
of  the  dot-com  bust,  com- 
puter networking  consul- 
tant Robert  B.  Anna  re- 
sorted to  bartering  with 
failing  companies.  He 
would  offer  his  exper- 
I  in  exchange  for  an  arcane  asset: 
nr  Internet  Protocol  addresses  (such  as 
2.168.1.1.),  which  enable  computers,  cell 
ones,  servers,  and  other  devices  to  send 
ckets  of  data  to  other  devices  across  cy- 
rspace.  Someday,  he  figured,  this  finite 
iource  might  become  valuable. 
That  day  seems  to  be  here.  With  mil- 
ns  of  new  computers, 
1  phones,  and  other 
vices  going  online 
;ry  month,  the  sup- 
I  of  Internet  Protocol 
')  addresses  is  grow- 
;  scarce.  With  only 
billion  number  com- 
lations  possible,  an 
lernet  registry  group 
imates  that  the  1  bil- 
n  remaining  unallo- 
:ed  addresses  will  run 
t  by  2010.  Familiar 
t  addresses,  such  as 
vw.businessweekcom, 
!  just  human-friendly 
mes  with  numerical 
uivalents  that  enable 
e  device  to  find  an- 
ler  online.  Migration 
an  upgraded  version  of  the  Internet, 
lich  would  allow  access  for  billions 
>re  devices,  is  moving  too  slowly  to  stem 
j  looming  address  shortage. 
Some  believe  this  could  add  up  to  a 
Id  mine  for  so-called  legacy  address 
Iders,  those  who  scooped  up  hundreds 
millions  of  addresses  at  the  dawn  of  cy- 
space.  They  were  doled  out  liberally  by 
landfill  of  academics  and  government 


contractors  before  the  commercial  poten- 
tial of  the  Internet— and  the  rules  govern- 
ing it— was  clear.  Those  legacy  holders 
range  from  little  guys  such  as  consultant 
Antia  to  a  few  huge  corporations  that 
hold  many  millions  of  addresses  apiece. 
Because  they  were  given  control  of  IP 
addresses  before  the  creation  of  Internet 
governing  authorities  in  the  1990s,  they 
aren't  bound  by  the  same  contractual  re- 
quirements as  companies  and  individuals 
who  lease  their  IP  addresses  from  the  In- 
ternet registries.  That  includes  the  obliga- 
tion to  make  full  use  of  any  addresses. 

What's  not  clear,  though,  is  whether 
legacy  holders  can  legally  sell  the  address- 


es. The  American  Registry  for  Internet 
Numbers  (ARIN),  one  of  five  nonprofits 
that  were  handed  stewardship  of  cyber- 
space, says  holders  should  be  obligated  to 
turn  over  any  unused  addresses. 

Today,  the  vast  majority  of  Internet 
users— including  most  companies,  In- 
ternet service  providers,  and  universi- 
ties—lease address  space  from  ARIN  and 
the  other  registries.  Leasing  fees  vary  by 


region;  ARIN,  which  governs  Canada,  the 
U.S.,  Latin  America,  and  the  Caribbean, 
charges  from  $1,300  per  year  for  a  small 
block  of  numbers  to  $18,000  for  several 
million;  the  biggest  users  can  pay  tens 
of  thousands  of  dollars  a  year  for  their 
space.  Already,  a  market  has  sprung  up 
for  unauthorized  sales  of  addresses  is- 
sued through  the  registries.  Some  num- 
bers have  even  shown  up  on  eBay. 

ARIN  has  begun  a  campaign  to  cajole 
legacy  holders  into  depositing  their  un- 
used addresses  in  the  public  pool.  "There's 
a  moral  imperative  here,"  argues  ARIN 
General  Counsel  Stephen  M.  Ryan,  a  part- 
ner with  the  law  firm  McDermott  Will  & 
Emery  in  Washington,  D.C.  Legacy  hold- 
ers "have  a  duty  to  think  about  the  com- 
munity's interest  as  well  as  their  own." 

JUST-IN-CASE  STRATEGY 

THAT'S  MEAGER  INCENTIVE  for  address 
holders.  Transferring  big  blocks  of  num- 
bers, even  if  they're  not  being  used,  takes 
time  and  tech  resources.  And  there's  no 
economic  reason  to  voluntarily  submit 
to  ARIN's  rules.  Most  corporate  legacy 
holders  contacted  for  this  story— includ- 
ing Apple,  Hewlett-Packard,  and  General 
Electric— did  not  return  calls  or  declined 
to  comment.  In  an  e-mail,  Halliburton  Co. 
spokeswoman  Zelma  Branch  says  that  al- 
though its  more  than  17  million  addresses 
aren't  always  used  at 
any  given  moment,  "the 
trend  today  is  to  assign 
IP  addresses  to  more 
and  more  devices."  As 
more  individuals  hit  the 
Internet  with  new  gad- 
gets, service  providers 
need  more  addresses. 
Halliburton  intends  to 
hang  on  to  the  ones  it 
holds,  Branch  says. 

Despite  a  couple  of 
offers,  Antia  says  he 
has  resisted  selling  his 
addresses.  He  has  even 
retu  rned  some  to 
ARIN,  swayed  by  the 
registry's  appeal.  Oth- 
ers aren't  so  altruistic. 
Internet  pioneer  Karl 
Auerbach,  a  former  member  of  the 
board  of  Internet  Corporation  for  As- 
signed Names  &  Numbers,  which  man- 
ages domains,  says  he  isn't  inclined  to 
sell  the  "obscene  numbers"  of  addresses 
he  has  accumulated.  He  sees  nothing 
wrong  with  doing  it,  though,  if  he  can 
sort  through  the  legal  thicket:  "It's  like 
sitting  on  property  with  oil  under  it,  but 
nobody  knows  how  to  drill."  ■ 
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How  do  you  keep  them 
down  on  the  farm  after 
they've  seen  Shanghai? 
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Finance  Wall  Street 


This  Investment 
Could  Turn  Ugly 

The  Street  wants  to  get  small  investors  into 
exotic  pools  called  CDOs.  It's  a  risky  game 


BY  DAVID  HENRY 

w 


HO'S  THE  LAT- 
est  investor  Wall 
Street  wants  to 
lure  into  the  credit 
boom?  You. 

After  spending 
two  years  devising 
the  right  formula,  big  firms  are  now  tar- 
geting individuals,  and  the  mutual  fund 
managers  who  cater  to  them,  with  the 
investment  du  jour:  collateralized  debt 
obligations  (CDOs).  Those  complicated 
investment  pools,  which  are  generally 
filled  with  such  risky  assets  as  subprime 
mortgages  and  junk-rated  corporate 
loans,  have  usually  been  sold  to  hedge 
funds,  insurance  companies,  and  the  like. 
Now  several  firms,  including  fund  man- 
ager Highland  Capital  Management  and 
affiliates  of  private  equity  giant  Kohlberg 
Kravis  Roberts  and  investment  bank  Bear 
Stearns,  are  pitching  publicly  traded  ve- 
hicles that  hold  CDOs.  "It  wouldn't  sur- 
prise me  if  you  see  a  dozen  of  these,  if  not 
more"  in  the  next  year,  says  Michael  R. 
Littenberg,  a  partner  at  law  firm  Schulte 
Roth  &  Zabel. 

But  a  close  look  at  the  preliminary 
prospectuses  shows  that  these  aren't  the 
same  kind  of  CDOs  that  the  pros  have 
been  feasting  on  for  years.  Add  to  that 
the  very  real  possibility  that  the  credit 
cycle  will  soon  turn,  along  with  the  fact 
that  some  of  the  under-  _^^^^^^_ 
lying  holdings  are  po- 
tentially toxic,  and  you 
have  the  recipe  for  a  re- 
tail nightmare. 

The  market  for  CDOs 
has  been  piping  hot.  Big 
investors  are  attracted  to 
the  bond-like  securities 
because  their  returns 
beat  the  stock  market  (at 
least  recently).  A  dozen 
CDO  funds  managed  by 


PACKAGED  GOODS 


200 


BILLIONS  OF  DOLLARS 


QUARTERLY  SALES 
OF  CDOs 


Highland  have  historically  paid  annual 
dividends  of  19.6%,  according  to  an  IPO 
filing  with  the  Securities  &  Exchange 
Commission.  Eighteen  CDOs  in  which 
Bear  Stearns'  affiliate  Everquest  Finan- 
cial has  invested  have  average  annual  re- 
turns of  24.5%,  according  to  a  company 
filing.  Some  $550  billion  worth  of  CDOs 
were  sold  last  year,  more  than  triple  the 
amount  in  2004. 

But  it's  a  dangerous  game  for  small  in- 
^^^^^^^_  vestors.  CDOs  are  gener- 
ally divided  into  different 
tiers,  with  the  so-called 
equity  portion  sitting  at 
the  bottom  of  the  pile. 
Investors  in  that  part  of 
the  structure  get  higher 
returns,  but  they  can  be 
hurt  badly  if  something 
goes  wrong  and  bor- 
rowers can't  make  their 
payments.  Those  equity 
investors  are  the  first  to 


Data:  Thomson  Financial  Services.  Securities  Industry 
&  Financial  Markets  Assn. 


absorb  any  losses  and  can  be  wiped  c 
because  CDOs  use  a  lot  of  leverage,  T' 
new  vehicles  buy  those  equity  portioi 
"The  equity  piece  [of  the  CDO],  by  de 
nition,  is  the  riskiest  piece,"  says  Ge 
Kendall,  president  of  CD02,  which  sel 
software  for  valuing  the  instruments. 

TYING  MANAGERS'  HANDS 

IT  GETS  WORSE.  Many  of  the  new  CI 
products  for  the  retail  arena  are  mc 
limited  than  the  ones  institutions  ha 
been  loading  up  on.  To  avoid  restr 
tive  rules  governing  investments  i 
individuals,  managers  have  tweaked  t 
investments.  KKR  Financial  Holdinj 
Everquest,  and  Hig 
land  have  been  char 
ing  the  legal  contrai 
that  govern  the  maj< 
ity  of  their  CDOs  to  I 
the  managers  fro 
trading  the  under 
ing  assets  for  profr 
a  strategy  that  h 
boosted  CDO  rerun 
The  three  compan 
warn  in  their  filin 
that  this  restricti 
puts  them  at  a  pote 
tial  disadvantage 
most  CDOs.  Spokt 
men  for  all  three  firi 
declined  to  comme 
In  a  conference  cc 
with  analysts,  KKR 
ficials  said  the  char 
es  won't  be  as  onero 
for  them  as  for  othfl 
who  trade  more  fi 
quently  in  their  portfolios. 

Such  investments  are  also  ripe  : 
abuse,  since  there's  little  transparer 
in  the  underlying  holdings.  "We've  se< 
several  examples  in  the  past  where  ms 
agers  succumb  to  temptation  and  infL 
prices  to  increase  their  fees,"  says  Jai 
Tavakoli,  a  consultant  to  institutional 
vestors  and  president  of  Tavakoli  Stn 
tured  Finance  Inc.  "These  products  < 
not  appropriate  for  retail  investors." 

The  timing  of  the  new  push  is 
ideal,  either.  Late  to  the  party,  individi 
investors,  who  face  a  potentially  hu 
headache  come  tax  season  with  th( 
types  of  products,  have  missed  out 
the  easy  gains.  Now  they  may  be  lured 
just  as  borrowers  max  out  and  the  ere 
cycle  turns  down  after  five  up  years.  I 
credit  crunch  leaves  borrowers  unable 
refinance,  a  wave  of  defaults  will  follow 
along  with  a  wave  of  losses  for  invest* 
in  this  latest  generation  of  CDOs.  ■ 
-With  Matthew  Goldstein  in  New  Yt 
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NVEST  IN  MACEDONIA 


New  Business  Heaven  in  Europe 


ivestment  Incentives 

i  the  FEZs  and  Technology  Parks 

•  No  corporate  tax  for  1 0  years, 
10%  thereafter 

'  5%  personal  income  tax  for  5 

years,  1 0%  thereafter 

» 

No  VAT  and  customs  duties  for 
export  production 

Free  connection  to  piped  natural 
gas,  electricity,  water  and  sewage 

Immediate  access  to  main 
international  airport,  railroad 
,  and  vital  road  corridors 

Special  incentives  for  leading 
multinational  companies  to 
include  training  costs  and  up  to 

•  €500.000  towards  building  costs 

Land  lease  for  up  to  75  years  at 
attractive  concessionary  rates 

Benefit  package  for  eligible 
investors  will  be  approved  within 
10  business  days 


'  ft 


500  km 


Advantages  For  Investing 
Outside  FEZs  and  Technology  Parks 

•  10%  corporate  tax* 

•  1 0%  personal  income  tax* 

•  0%  tax  on  reinvested  profit 

•  Free  access  to  large  market  -  650**  million  customers 

•  Abundant  and  competitive  labour  with  €370/month 
average  gross  salary 

•  Fast  company  registration  -  2  days 

•  Macroeconomic  stability  -  average  yearly  inflation 
below  2%  over  the  last  5  years 

•  Excellent  infrastructure 

•  EU&  NATO  candidate  country 

Austria-  1000km 
Italy- 1200km 
Germany-  1500km 

I  France  -  1 700km  _       Bulgarian  coast  line  -  700km 

Turkey  -  650km 


Greek  coast  line  ~  1 00km 


Greek  coast  line  -  1 00km 

FREE  ECONOMY  ZONES 

FEZ -Skopje  Skopje- FEZ  Skopje  -  10km 

FEZ  -  Stip  Skopje  -  FEZ  Stip  -  75km 


MBI-10  Macedonian  Stock  Exchange  Index 
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of  2008. 12%  in  2007.  **Free  Trade  Agreements  with  27  EU  and  13  other  European  countries. 
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For  more  information  visit:  www.investinmacedonia.com 
or  contact  us  at:  ++389  2  3100  11 1;  fax  ++389  2  3100  1 10 
e-mail:  fez@investinmacedonia.com 


Energy  Green  Fuel 


The  Money  Flying 
Down  to  Brazil 

Big-name  investors  sniff  hefty  ethanol 
profits  in  the  country's  vast  cane  fields 


BY  JOSHUA  SCHNEYER 

HILIPPE  REICHSTUL 
knew  there  was  money  to 
be  made  in  ethanol.  But 
the  former  president  of 
Brazil's  state  oil  company, 
Petrobras,  also  realized  he 
needed  deep-pocketed  in- 
vestors to  make  a  mark  in  the  fast-grow- 
ing biofuels  field.  So  when  he  heard  last 
year  that  AOL  co-founder  Steve  Case  was 
interested  in  a  small  venture  to  produce 
sugarcane  ethanol,  Reichstul  was  eager 
to  get  in  touch.  But  forget  about  any- 
thing pint-sized.  "It  had  to  be  something 
large,"  Reichstul  says. 

These  days,  lots  of  A-list  investors  see 
potential  for  big  profits  in  Brazil's  sugar- 
cane fields.  Private  equity,  agribusiness, 
and  well-heeled  entrepreneurs  are  trying 
to  cash  in  on  the  country's  ethanol.  A 
pioneer  in  the  industry  since  the  1970s, 
Brazil  is  the  world's  top  ethanol  exporter 
and  second  only  to  the  U.S.  as  a  producer. 
Nearly  all  cars  in  Brazil  run  on  ethanol  or 
an  ethanol-gasoline  mix,  and  the  coun- 
try's sugarcane-based  fuel  is  30%  cheaper 

70  I  BusinessWeek  I  June  18.  2007 


to  make  than  the  U.S.  corn-based  variety. 

All  good  reasons  why  Reichstul  was 
able  to  attract  serious  money.  In  addition 
to  Case,  he  enlisted  green-fuel  advocate 
and  Sun  Microsystems  co-founder  Vinod 
Khosla,  supermarket  magnate  Ron  Burkle, 
film  producer  Steve  Bing,  and  former 
World  Bank  President  James  D.  Wolfen- 
sohn  to  create  Brazilian  Renewable  Ener- 
gy Co.,  or  Brenco.  The  Americans  put  a  to- 
tal of  $31  million  into  the  company,  while 
Brazilians  invested  $20  million.  In  March, 
the  group  raised  nearly  $150  million 
more  from  U.S.  and  European  investors. 
Brenco  plans  to  spend 
$2.2  billion  to  plant  1.5 
million  acres  of  sugar- 
cane, build  10  ethanol 
mills,  and  churn  out 
1  billion  gallons  a  year 
by  2014,  largely  for  ex- 
port. Reichstul  says 
he  aims  to  "unlock 
demand"  for  the  fuel 
across  Europe,  Asia, 
and  the  U.S. 

It's  a  long-term  invest- 
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SWEET  GOLD  Ethanol      ment,  with  pk 

corn-based  variety        ^        start  I 
^^^mmm  ducing        u  i 

2009,  and 
company  says  it  will  have  to  raise  a  furt 
$1.5  billion  in  loans  and  private  capita 
finance  its  buildup.  Meanwhile,  costs 
rising:  Land  prices  in  Brazil's  sugarca 
growing  heartland  have  more  than  d 
bled  since  last  year.  And  no  one  knc 
whether  ethanol  will  remain  profitable 
most  countries,  consumers  won't  buy 
fuel  without  government  subsidies—; 
Brazilian  ethanol  faces  stiff  tariffs  in 
U.S.  and  Europe.  Even  in  Brazil,  wr 
ethanol  isn't  subsidized,  producers  cc 
lose  out  if  oil  prices  fall  below  $40  per  I 
rel,  which  might  spur  consumers  to  sw 
to  a  cheaper  mix.  Currentiy,  pure  eths 
sells  for  $2.80  a  gallon  at  the  pump  in  I 
zil,  vs.  $5.00  for  a  gasoline  formula  the 
about  one-fourth  ethanol. 

BETTING  BILLIONS 

A  HOST  OF  INVESTORS  seem  to  th 
Brazil's  ethanol  bet  is  worth  it.  On  Jun 
billionaire  George  Soros  visited  a  Bri 
ian  ethanol  mill  owned  by  Buenos  A\ 
food  and  energy  group  Adecoagro.  Su 
is  the  leading  shareholder  in  the  comp; 
which  plans  to  invest  $1  billion  in  f 
more  Brazilian  fuel  projects  by  2015. " 
expect  the  returns  to  be  highly  attractr 
says  Adecoagro  President  Alan  Boyce 
March,  private  equity  firms  Carlyle  Gr« 
and  Riverstone  Holdings  raised  $240  i 
lion  to  fund  Brazilian  partners  operat 
four  ethanol  mills.  "We  think  ethanol 
be  a  permanent  part  of  the  [global] 
mix,"  says  Riverstone  Managing  Dire 
Michael  B.  Hoffman. 

With  all  the  money  pouring  in,  Bra: 
ethanol  capacity  is  picking  up  fast. 
2010,  at  least  77  new  ethanol  plants 
expected  to  begin  operation,  boost 
output  by  a  third,  to  almost  7  bill 
gallons  a  year,  says  the  Agriculture  N 
istry.  Major  producers  such  as  Bre 
will  have  to  find  export  markets  or  1 
the  price  volatility  that  could  come  v 
^ mm  a  domestic  glut.  S 
if  there's  a  shakei 
the  biggest  players 
probably  survive.  " 
aren't  saying:  'Lef  s 
biofuels  at  any  pric 
says  Arnaldo  Vieira 
Carvalho,  an  ene 
specialist  at  the  In 
American  Developrr 
Bank.  "But  in  Br 
there's  already  pi 
they  work."  ■ 


Work  alongside  the  country's  most  educated  workforce 
andthere's  nevera  shortage  of  answers. 


Fairfax  County,  Virginia,  has  a  workforce  with  three  times  the  national  averace  of  graduate 
and  professional  degrees.  and  4,goo  technology  firms  to  employ  them.  when  your 
colleagues  are  this  impressive,  you'll  be  surrounded  by  answers.  to  see  how  your  company 
can   benefit   from   a   move  to   fairfax  county,  visit   l-country.org  or  call  us  at  703-79o-060o. 

Fairfax  County.  The  power  of  ideas. 
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Public  lands  make  up  over  one-third  of  this  great  country,  and  they 

belong  to  each  of  us.  From  sidewalks  outside  our  doors  to  beaches  to 

distant  mountain  streams,  we  share  it  all.  And  together,  we  can  protect 

it.  Whether  you'd  like  to  organize  a  cleanup,  be  a  campground  host,  -i-A|fp  Pridf 

or  do  something  else,  there's  a  way  you  can  help.  To  find  out  more  'Ny^M  ERICA 

about  the  volunteer  opportunities  available,  visit  www.TakePride.gov.  It's  your  land,  lend  a  hanmL 
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iTech  I  Developments  to  Watch 


/  CATHERINE  ARNST  RESISTANCE 

ore  than  31,000  doctors  and  researchers  attended  the  American  THWARTING 

)ciety  of  Clinical  Oncology's  annual  meeting  on  June  1-5  in  Chicago.  CANCER'S 

ley  discussed  advances  in  cancer  research  that  could  soon  transform  SURVIVAL 

)w  patients  are  treated.  Here  are  some  of  the  latest  data:  STRATEGY 


NNOVATIONS 


)f  flaxseed  doses 
ind  therapeutic 
'accines 

►>  Not  all  studies  at  the 
ancer  meeting  were  about 
rugs.  Researchers  at  Duke 
Iniversity  presented  results 
fa  trial  involving  161  men 
'ith  prostate  cancer,  some  of 
'horn  were  helped  by  a  diet 
lat  included  a  daily  30-gram 
ose  of  flaxseed,  a  grain  rich  in 
imega-3  fatty  acids.  After  30 
ays,  the  researchers  observed 
lat  cancer  cells  in  the  men 
iking  flaxseed  grew  30%- 
0%  more  slowly  than  cells 
i  the  control  group.  Further 
tudies  are  needed  before  they 
an  recommend  the  grain. 


>  A  number  of  companies 
resented  data  on 
lerapeutic  cancer 
accines,  meant  to  prod 
le  body's  own  immune 
/stem  into  attacking 
imors.  Although  such 
iccines  have  been  studied 
r  years,  they  have  been 
fficulttotest,  and 
ost  are  still  in  the  early 
ages  of  development, 
iree  vaccines  against 
ng  cancer,  from 
laxoSmithKline,  IDM 
narma,  and  Introgen 
lerapeutics,  produced 
omising  enough  results 
early-stage  trials  to  merit 
rther  testing. 


ONCOLOGY 

MOREWAYSTO  STARVE  TUMORS 

GENENTECH'S  BREAKTHROUGH  DRUG  Avastin  proved  that 
shutting  off  the  blood  supply  to  a  tumor  can  stop  the 
spread  of  cancer,  a  process  called  anti-angiogenesis.  Now 
several  other  such  drugs  are  in  the  pipeline. 

VEGF-Trap,  developed  by  Regeneron  Pharmaceuticals 
and  Sanofi-Aventis,  works  like  Avastin  and  may  be 
even  safer  for  patients.  In  a  mid-stage  study  involving 
153  patients  with  advanced  ovarian  cancer,  it  stopped 
the  cancer  from  progressing  in  71%  of  patients  and 
shrank  tumors  in  8%.  Only  1%  of  patients  on  VEGF-Trap 
developed  potentially  fatal  bowel  perforations,  compared 
with  11%  on  Avastin. 

Pfizer  also  presented  data  on  its  anti-angiogenesis  drug, 
Axitinib,  aimed  at  thyroid  cancer,  for  which  there  have 
been  no  new  medicines  in  over  30  years.  In  a  trial  with  60 
people,  it  shrank  tumors  in  13  patients. 


CERTAIN  CANCER  cells  are 
determined  to  survive  and 
spread  and  will  adapt  to 
very  toxic  environments  if 
they  have  to.  Consequendy, 
tumors  frequendy  develop 
resistance  to  all  manner 
of  drugs  over  time— often 
by  activating  a  protective 
cellular  mechanism  called 
heat  shock  protein  90,  which 
acts  as  a  bodyguard  for 
cells  under  attack.  Several 
companies  are  testing  drugs 
that  hold  HSP90  in  check  so 
that  cancer  treatments  can  do 
their  work. 

Dr.  George  Demetri  of 
Dana-Farber  Cancer  Institute 
has  had  success  with  an  anti- 
HSP90  drug  from  Infinity 
Pharmaceuticals  called 
IPI-504,  being  tested  on 
patients  resistant  to  Gleevec, 
a  Novartis  treatment  for 
stomach  cancer.  Demetri 
says  he  would  like  to  study 
it  more  broadly.  And  Kosan 
Biosciences  is  testing  two 
anti-HSP90  drugs  against  four 
different  cancers.  Early-stage 
trials  persuaded  Kosan  to 
enter  a  larger  Phase  3  trial  this 
summer.  "We  may  have  the 
first  HSP90  inhibitor  to  reach 
the  market,"  says  Kosan's 
CEO,  Dr.  Robert  Johnson. 


Cancer  Drugs  Take  Off 

Market  research  firm  IMS  Health  says  there  are  currently  2,000  new  cancer  drugs  in  development. 
Some  95  of  them  are  in  Phase  3  and,  if  successful,  could  be  available  to  patients  in  a  few  years.  As 
a  result,  IMS  projects  the  cancer  drug  market  will  grow  17%  to  20%  a  year  between  now  and  2010, 
compared  with  just  2%-4%  per  year  for  widely  used  respiratory  disease  drugs. 


CANCER  DRUGS 

RESPIRATORY  DRUGS 

WORLDWIDE  SALES  (BILLIONS) 

2006 

$34.6 

$24.5 

2010 

$62-$70 

$26-$29 

Data:  IMS  Health  Inc 
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Design  I  Competitive  Edge 

Putting  Designers 
In  the  Driver's  Seat 

These  days  at  General  Motors,  style  has 
become  a  matter  of  survival 


BY  DAVID  WELCH 

CLAY  DEAN'S  BOSSES  AT 
General  Motors  Corp. 
have  lofty  expectations— 
perhaps  insanely  so— for 
the  new  Chevrolet  Malibu. 
The  family  sedan,  which 
Dean  spent  three  years 
designing,  must  compete  with  the  likes  of 
the  Toyota  Camry  and  Honda  Accord  and 
is  supposed  to  sell  20%  better  than  its  pre- 
decessor. Even  Toyota  Motor  Corp.  would 
be  hard-pressed  to  hit  that  target. 

With  his  bosses'  anxiety  levels  off  the 
charts,  Dean— affable,  goateed,  45-years- 
old— recendy  found  himself  at  a  factory 
in  Fairfax,  Kan.,  inspecting  trim,  doors, 
and  body  panels  to  make  sure  they  were 
being  manufactured  to  his  specifications. 
The  very  next  week,  Dean  was  back  in 
his  bright,  white  studio  north  of  Detroit 
working  on  that  car's  successor,  which 
will  appear  in  2010. 

GM  is  not  the  only  car  company  being 
forced  to  step  up  its  design  game  these 
days.  They  all  are— even  Toyota,  which 
sees  moving  beyond  vanilla  as  one  of  the 
best  ways  to  keep  such  comers  as  Hyun- 
dai Motor  Co.  in  the  rearview  mirror.  But 
for  GM,  like  its  crosstown  rivals,  getting 
design  right  is  a  matter  of  survival. 
As    if  the   automaker   doesn't   have 


enough  troubles,  its  accelerated  efforts 
to  design  cars  that  people  actually  want 
comes  at  a  moment  when  competition  is 
the  fiercest  ever.  More  models  are  jockey- 
ing for  drivers'  attention  than  ever  before; 
this  year  alone  automakers  are  launching 
56  new  ones.  Plus,  most  cars  feature  ac- 
ceptable to  excellent  quality  these  days,  so 
finding  a  way  to  differentiate  yourself  be- 
comes all  the  more  important.  "There  are 
so  many  choices  out  there  that  it  almost 
feels  like:  'How  many  different  shades  of 
white  can  you  have?'"  says  Dean,  who  re- 
cently found  himself  feverishly  sketching 
at  home  while  watching  the  animated  hit 
Cars  with  his  five  kids.  "It's  very  stressful. 
But  when  you  come  up  with  the  right  de- 
sign, it's  awesome." 

A  few  years  ago,  GM  did  just  that  with 
Cadillac.  At  the  time,  top  brass  were  al- 
most paralyzed  by  Caddy's  angular  new 
design;  it  looked  nothing  like  the  previous 
models.  Would  anyone  buy  it?  Manage- 
ment plunged  ahead  only  because  they 
thought  the  brand  would  die  without 
dynamiting  the  past.  Now  GM  hopes  to 
duplicate  Caddy's  success  with  Chevrolet 
and  other  brands. 

Not  since  the  heyday  of  the  American 
automobile,  when  such  legendary  design- 
ers as  Harley  J.  Earl  created  classics  like 
the  Corvette  and  tail-finned  Cadillac,  have 


The  new 
Chevy 
Malibu  is 
an  exercise 
in  cheap 


chic 


GM  designers  been  accorded  so  mut  is 
freedom.  GM  hasn't  formalized  their  a  ic 
thority  as  Toyota  has,  which  made  :i  i 
design  chief  a  managing  director.  Instea  h 
vice-chairman  and  resident  car  guru  Ro  in 
ert  A.  Lutz  rewired  GM's  new-car  won  do 
to  unleash  his  designers'  creativity  (It  » 
calls  it  putting  the  lunatics  in  charg(  ipt 
Lutz  theorizes  that  managers  who  are  si  h 
ficiently  courageous  to  take  risks  and  fr  id 
up  designers  "will  get  outstanJ  k 
ing  work  from  the  same  gu .  sit 
who  did  the  bad  stuff." 

In  the  past,  designing  a  G  its 
vehicle  went  something  like  thi  a 
The  engineers,  marketers,  ai<  u 
finance  folks  would  devise  a  loi  I 
list  of  specifications— everythii  tt 
from  how  much  headroom  d  tig 
car  would  have  to  which  matei  J\ 
als  would  cut  costs.  Then  thi  TV 
would  present  the  list  to  tl  p- 
designers;  one  likens  the  expel  as. 
ence  to  styling  a  brick.  i  & 

Lutz  has  turned  the  proce;  t 
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It's  very  stressful.  But 
when  you  come  up 
with  the  right  design, 
it's  awesome." 


(its  head.  These  days,  de- 
li comes  up  with  the  vi- 
I  Then  engineering  and 
Irketing  take  a  whack  at  it, 
iking  their  case  for  more 
trior  space,  more  fuel-efficient  aero- 
lamics,  or  body  changes  that  might  be 
laper  to  manufacture.  Compromises 
l  hammered  out  in  regular  meetings 
bided  over  by  Lutz. 

iJnderstanding  that  the  designers  and 
rineers  needed  to  start  feeling  each  oth- 
i  pain,  GM  has  begun  holding  design 
rkshops.  At  one  meeting  in  November, 
lign  chief  Ed  Welburn  demonstrated 
at  clean,  elegant  design  has  done  for 
I  likes  of  Apple.  Simple  aesthetics,  de- 
tiers  said,  command  higher  prices  and 
•nger  sales  for  companies  that  sell  ba- 
dly the  same  thing  as  their  rivals, 
fhe  designers  also  lectured  on  the  clas- 
proportions  championed  by  Earl  and 
ers.  They  explained  why  pushing  the 
;els  to  the  corners,  for  example,  com- 
nicates  strength  and  athleticism  much 


the  same  way  that  pil- 
lars at  each  corner  of  a 
building  telegraph  stabil- 
ity. They  suggested  that 
a  long,  sweeping  hood 
lights  the  fires  of  desire  in- 
side consumers.  "It  went 
a  whole  lot  deeper  than, 
We  want  bigger  wheels,' " 
says  Welburn. 

The  engineers  had 
plenty  to  say,  as  well. 
They  taught  the  design- 
ers a  thing  or  two  about 
what  still  needs  to  hap- 
pen for  cars  to  achieve 
decent  safety  ratings. 
And  they  explained  why 
that  wacky  concept  car 
that  looks  so  cool  on  pa- 
per would  be  a  nightmare 
to  engineer.  Still,  both 
sides,  so  long  in  conflict, 
say  they  feel  freer  to  ex- 
periment. Mike  Meloeny, 
chief  engineer  on  the 
Malibu  project,  cites  his 
bosses'  willingness  to  accept  delays  if  it 
means  engineering  a  more  beautiful  car. 
"It  was  direction  from  upper  manage- 
ment," he  says,  "that  said  engineers  don't 
need  to  be  so  risk-averse." 

Of  course  GM  doesn't  have  Toyota's 
billions  in  development  funds  to  take 
career-betting  risks.  Nor  does  it  have 
the  luxury  of  sending  its  designers  on 
lengthy  research  trips  to  hang  out  with 
New  York  hipsters,  as  Toyota  did  recent- 
ly, to  help  it  concoct  a  new  version  of  its 
youth-oriented  Scion  Xb.  Finally,  apart 
from  its  Cadillac  luxury  brand,  GM  can't 
command  premium  prices  for  its  cars, 
certainly  not  for  a  family  sedan. 

So  when  designer  Clay  Dean  sat  down 
with  his  team  to  brainstorm  the  new 
Chevrolet  Malibu  three  years  ago,  he  knew 
he  needed  to  find  an  inexpensive  way  to 


CACHET  SEEKER  With 

budgets  tight,  Malibu 
designer  Dean  is 
"fooling  the  eye" 


transcend  its  cheap  price.  To  get  there, 
his  team  looked  at  low-price  consumer 
brands  that  use  a  dash  of  design  flair 
to  impart  cachet.  Among  them:  Panera 
Bread,  JetBlue  Airways,  and  Target.  Jet- 
Blue offers  a  cheap  flight,  Dean  notes,  but 
gives  all  passengers  leather  seats  and  in- 
seat  entertainment.  Panera  is  just  selling 
bread,  but  they  give  it  to  you  in  tony  shops 
with  rich  wood.  As  for  Target,  well,  it's  the 
pioneer  in  cheap  chic. 

OPTICAL  ILLUSIONS 

WITH  BUDGETS  TIGHT,  Dean  was 
forced  to  employ  a  few  design  tricks. 
For  example,  he  wrapped  the  headlights 
around  the  edge  of  the  car.  That  has  the 
effect  of  making  the  front  wheels  look 
closer  to  the  front  than  they  really  are 
and  lends  the  Malibu  classic  propor- 
tions that  people  seem  drawn  to.  Actu- 
ally pushing  the  wheels  farther  forward 
would  have  cost  millions  in  develop- 
ment and  production  costs.  "We're  fool- 
ing the  eye,"  he  confides.  Dean  was  also 
looking  for  a  rakish  bulge  in  the  hood  to 
convey  power.  At  the  time,  three  differ- 
ent engineers  said  it  couldn't  be  done, 
Dean  says.  But  he  pushed,  and  design 
made  a  few  suggestions  of  their  own. 
Finally  the  two  sides  made  it  work. 

The  new  Malibu  appears  late  this  sum- 
mer. The  car  isn't  brashly  aggressive  (like 
the  Chrysler  300),  but  Dean  hopes  its 
simplicity  will  showcase  the  stately  grille, 
shapely  hood,  and  a  glimmer  of  classic 
proportions.  "It's  exactly  what  Chevy 
should  be  doing,"  says  James  N.  Hall, 
who  runs  research  firm  AutoPacific.  "The 
car  looks  more  expensive  than  it  is." 

Of  course,  given  GM's  tarnished  brand, 
the  Malibu  could  always  fail.  What  then?  In 
truth,  Dean  is  much  more  enthused  about 
the  2010  model.  This  time,  the  design 
started  with  him.  He  already  has  nine  con- 
cepts—and is  getting  plenty  of  cooperation 
from  the  engineering  department.  ■ 
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The  Man  Behind 
The  Google  Doodle 

Webmaster  Dennis  Hwang  dashes  off  those 
fanciful  logos— and  helps  keep  the  brand  fresh 


BY  AILI  MCCONNON 

DENNIS  HWANG'S  DRAW- 
ings  are  viewed  by  near- 
ly 180  million  people  a 
day.  He's  one  of  the  most 
important  graphic  de- 
signers in  the  business 
world.  And  yet  the  mild- 
mannered  29-year-old  keeps  a  low  pro- 
file—and devotes  only  a  small  fraction  of 
his  time  to  his  art. 

Hwang  is  the  Google  doodler,  the  man 


whose  hand-drawn  alterations  of  the 
search  engine's  logo  commemorate  holi- 
days, artists'  birthdays,  and  other  random 
events  that  the  company  deems  impor- 
tant. In  June,  2004,  a  French  astronomer 
sent  Hwang  an  e-mail  explaining  that 
within  24  hours  Venus  would  pass  in 
front  of  the  sun— the  first  time  it  had 
happened  in  122  years.  Quickly,  Hwang 
mocked  up  a  version  of  the  Google  logo 
where  the  second  "O"  had  become  a 
sun  with  a  black  spot  on  it  represent- 


THE  ARTIST  Hwang 

does  about  50 
doodles  per  year 
for  Google 

ing  Venus.  He  sho 
the  design  to  Larry  I 
and  Sergey  Brin,  Goof 
co-founders,  who  like 
"We  are  a  geeky  con 
ny,  so  it  was  an  easy  1 
says  Hwang.  "Withi 
few  hours,  I  had  poi 
the  doodle  and  we  v 
alerting  the  world  to 
cool  event." 

A  former  art-corn 
er  science  double- 
jor  at  Stanford  Uni 
sity,  Hwang  is  also  i 
Google's  Webmaster, 
devotes  80%  to  90% 
his  time  to  managing 
team  of  30  people  who  maintain  Goof 
Web  pages  in  more  than  100  langua 
His  doodles,  about  50  a  year,  are  das 
off  using  an  electronic  tablet  that  to 
lates  his  scrawlings  onto  his  screen. 

Hwang's  whimsical  designs  st 
a  serious  business  function.  Goog 
multi-colored  Google  logo  is  just 
important  a  branding  device  as  App^ 
apple.  As  Google  balloons  into  a  p 
erful  and  controversial  tech  beherm 
the  doodles  humanize  the  comp; 
With  their  rough,  hand-drawn  Id 
they  hark  back  to  the  company's 
perimental,  nimble,  intellectual,  ; 
fanciful  startup  legacy.  "The  dooc 
let  Google  wink  at  their  audience,"  J 
Bill  Gardner,  founder  of  LogoLour 
com,  a  site  that  covers  trends  in  cor 
rate  logo  design. 

Born  in  Knoxville,  Tenn.,  Hwang 
spent  part  of  his  youth  living  in  a  Se 
suburb.  As  a  junior  at  Stanford  in  2C 
his  residential  adviser  asked  him  to 
an  assistant  Webmaster  at  a  then-lit 
known  search  engine  startup  nar 
Google.  He  started  as  a  summer  int 
and  then  worked  40  hours  a  week1 


Portraits 

ofa 

Logo 

Variations  on 
a  theme. 


Google! 


FIRST  DOODLE  When 

Page  and  Brin  headed 
to  the  Burning  Man 
festival  in  Nevada  in 
1999,  they  left  a  clue 
about  their 
whereabouts  on  the 
logo. 


HWANG'S  FIRST 

DOODLE  As  a  Google 
intern  in  2000,  Dennis 
Hwang  created  the 
Bastille  Day  logo  to 
celebrate  the 
anniversary  of  the 
French  Revolution. 


GUEST  DOODLER 

Cartoonist  Scott 
Adams  brought  the 
characters  from  Dilbert 
to  Google's  logo  in 
2002. 


ARTISTS' 
BIRTHDAYS The 

company  often  turns 
its  doodles  into  artist 
tributes.  Here's  how 
Hwang  celebrated 
Michelangelo's 
birthday  in  2003. 


INVENTORS' 
BIRTHDAYS  To 

commemorate  Lou 
Braille's  birthday 
in2006,  Hwang 
translated  the  logo 
into  braille. 
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mior  year  while  completing  his  under- 
raduate  degree. 

By  that  time,  Google  had  already  ex- 
erimented  with  doodles.  The  first  one 
as  done  by  Brin  and  Page  in  1999 
hen  they  left  for  the  Burning  Man 
istival  in  the  Nevada  desert.  Hwang 
:arted  doodling  almost  by  accident, 
[t  was  simply  because  I  was  an  art 
lajor  in  a  very  small  company,"  he  re- 
ills.  His  first  design  honored  Bastille 
ay  in  2000. 

To  plan  his  doodles,  Hwang  meets 
uarterly  with  a  team  of  vice-presidents 
id  creative  directors.  People  now  expect 
doodle  on  certain  holidays,  like  Thanks- 
iving.  "For  others,  we  look  at  the  calen- 
ir  and  muse  about  what  is  happening 
round  the  world,  interesting  events  or 
irthdays  of  people  who  have  contrib- 
ted  something  significant."  Once  he 
rafts  a  doodle,  he  shows  it  to  Page  and 
rin.  "Holding  up  my  mockups  and  then 
olding  my  breath  while  Larry  and  Ser- 
jy  do  their  'thumbs-up,  thumbs-down' 
nperor  thing  is  never  boring,"  wrote 
wang  on  a  Google  blog.  "I  love  the  fact 
lat  my  little  niche  within  this  company 
trned  out  to  be  something  so  cool  and 
•eative  and,  well,  Google-y." 
Hwang  also  gets  many  ideas  from 
ithusiastic  users  like  the  French  as- 
onomer.  In  2005  librarians  around  the 
)untry  lobbied  Hwang  for  a  National 
ibrary  Week  doodle.  After  he  created 
ne,  he  received  a  big  care  package 
Dmplete  with  a  librarian  action  figure 
lat  shushed. 

Some  doodles  draw  strong  respons- 
>.  An  early  design  for  Thanksgiving 
atured  an  innocuous  turkey  raking 
saves.  But  it  drew  vitriolic  responses 
om  Brazil,  Australia,  and  other  parts 
Pthe  Southern  Hemisphere  from  users 
ho  accused  Hwang  of  being  Northern 
emisphere-centric.  "That  one  taught 
ie  to  think  more  broadly,"  he  said, 
nother  logo,  for  Michelangelo's  birth- 
ly,  proved  to  be  a  little  too  risque  for 
>me  users.  "A  lot  of  businessmen  were 
artled  when  they  pulled  up  the  home 
ige  in  client  meetings  and  there  was 
ie  nude  David." 

The  afterlives  of  his  doodles  form 
wang's  favorite  stories.  In  2003  he 
ove  the  double  helix  into  Google's 
go  to  celebrate  the  50th  anniversary 
I  the  discovery  of  DNA.  Recently,  he 
et  James  Watson,  one  of  the  scientists 
ho  discovered  DNA.  "He  asked  me  for 
signed  print  of  the  Google  DNA  logo," 
ys  Hwang,  his  voice  brimming  with 
'ithusiasm.  "I  couldn't  believe  it.  My 
awing  had  come  full  circle."  ■ 


Discovery  Channel 
Rediscovers  Itself 

Chiefjane  Root  is  reeling  in  coveted  male 
viewers  with  brawny  programming 


BY  RONALD  GROVER 

A  STORM-TOSSED  BER- 
ing  Sea.  Daring  fisher- 
men. Alaska  King  Crab. 
These  are  the  improb- 
able ingredients  of  a 
hit  TV  show:  Deadliest 
Catch,  an  adrenaline- 
salted  Discovery  Channel  reality  program 
that  follows  the  exploits  of  six  Alaskan 
crabbing  boats.  Deadliest  Catch  (theme 
song:  Wanted  Dead  or  Alive,  by  Bon  Jovi) 
has  become  one  of  the  hottest  things  on 
cable,  regularly  luring  more  men  over  25 
than  anything  but  sports. 

Credit  the  eclec- 
tic tastes  of  a  slight, 
British  50-year-old 
named  Jane  Root. 
Since  becoming  Dis- 
covery's chief  three 
years  ago,  Root  has 
helped  pull  the  na- 
ture channel  out  of 
a  ratings  slump  with 
shows  featuring,  in 
no  particular  order, 
people  battling  na- 
ture, people  living  in 
prison,  people  saving 
the  planet,  and  so  on.  Ratings  are  up 
16%  this  year  and  11%  among  the  elu- 
sive 25 -to -54-year- old  male.  "Discovery 
has  become  a  must-have  channel  for  a 
lot  of  our  clients,"  says  Chris  Boothe, 
who  is  the  top  media  buyer  for  ad 
agency  Starcom  USA.  "You  might  not 
have  said  that  a  few  years  back." 

No  lie.  Discovery  started  to  lose  its  way 
in  2003,  shoving  aside  furry  animals  and 
sunsets  and  relying  too  heavily  on  such 
do-it-yourself  reality  shows  as  American 
Chopper,  derided  in  the  biz  as  "tattoo 
TV."  Ratings  withered  as  viewers  fled 
to  The  History  Channel  and  National 
Geographic  Channel.  "It  was  like  crack 
cocaine,"  says  Root,  who  lost  little  time 


dropping  American  Chopper  and  sister 
show  American  Hot  Rod.  "You  got  a  rat- 
ings high  but  became  addicted  as  well." 
By  the  time  Root  joined  Discovery  in 
2004,  the  onetime  TV  critic  had  carved 
out  a  reputation  at  BBC  Two  for  devel- 
oping the  quirky  likes  of  The  Office  and 
The  Weakest  Link.  Root  decided  to  marry 
Discovery's  nature  programming  with 
an  extreme  sensibility.  And  like  so  many 
British  imports,  she  looked  homeward 
for  ideas.  Root  scooped  up  Man  vs.  Wild, 
which  stars  a  former  British  special- 
forces  soldier  scrounging  for  food  in  the 
Moab  Desert  or  trying  not  to  freeze  to 
death  in  the  French 
Alps.  She  had  a  hand 
as  well  in  greenlight- 
ing  Planet  Earth,  a 
Discovery-BBC  joint 
venture  about  the  di- 
versity of  life.  Timed 
perfectly  to  tap  into 
America's  nascent 
environmental  aware- 
ness, the  program, 
narrated  by  Sigourney 
Weaver,  quickly  be- 
came one  of  Discov- 
ery's biggest  hits. 

Root  likes  to  say 
that  Discovery  shows 
must  equally  edu- 
cate and  entertain. 
But  entertainment  rarely  takes  a  back 
seat.  Which  is  why  Root  hung  on  to 
MythBusters.  It  features  a  motley  crew 
of  geeky  special-effects  masters,  who, 
among  other  things,  test  food  for  its 
flatulence-inducing,  um,  qualities. 

No  one  is  cheering  Root  on  more  than 
a  certain  billionaire  media  mogul.  John 
Malone  recently  won  majority  control  of 
Discovery  Communications  Inc.,  which 
owns  Discoveiy  and  11  other  U.S.  chan- 
nels. Later  this  year,  Discovery  is  almost 
certain  to  go  public.  ■ 
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High-Tech 
Creature  Comforts 

There's  more  to  technology  than  silicon  chips  in  metal  boxes.  Some  innovati 
new  gear  can  make  you  feel  good,  too.  bycuffedwards 


WHEN  MOST  PEOPLE  THINK 
about  the  digital  home,  there's 
a  giant-screen  high-def  tele- 
vision and  tricked-out  sound 
system  involved.  Some  might 
imagine  voice-activated  lights  or 
networks  linking  the  PC  to  the 
lawn  sprinklers. 

But  the  high-tech  home  is 
more  than  dazzling  entertain- 
ment and  techno-wizardry— it 
offers  creature  comforts,  too. 
Consumers  want  products  that 
are  both  practical  and  make  them 
feel  good,  whether  if  s  a  $4,250 
bed  that  improves  their  sleep  or 
a  novel  $25  alarm  clock  that  gets 
them  moving  in  the  morning. 

One  good  reason  for  compa- 
nies to  emphasize  the  personal 
benefits  of  their  technology  is  that 
women  are  playing  a  bigger  role 
in  tech  purchasing  and,  accord- 
ing to  marketing  pros,  are  more 
likely  to  consider  these  implica- 
tions when  if  s  time  to  buy. 


» 


BusinessWeek  .coin 


ONLINE  For  a  slide  show  of 
more  great  digital  products 
for  the  home,  go  to 
businessweek.com/ 
technology/special_reports/ 
20070528digitalhome.htm 


Sonic  Chair 

$13,800 

www.sonicchair.de 
It's  designed  more  for 
hotels  and  airports, 
but  the  Sonic  Chair 
may  also  attract  the 
technophilewith 
dollars  to  spare. 
It  has  noise- 
cancellation  tech- 
nology, along  with 
built-in  speakers  and 
input  jacks  to  connect 
your  iPod,  game 
console,  or  other 
audio  device. 
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MM  TechTools 

Flying  Alarm  Clock 

$25 

giftsatprincess.com 
The  Flying  Alarm 
Clock  will  do  its  best 
to  get  you  out  of  bed. 
At  a  preset  time,  the 
alarm  sounds  and  an 
attached  whirlybird 
takes  off.  You  must 
catch  it  and  set  it 
back  in  its  cradle  to 
turn  off  the  alarm.  If 
that's  a  little  much  for 
you,  it  may  work  just 
fine  for  your  teens. 


» 


LG  Trontm  Steam 
Washer/Dryer 

$2,700 
lge.com 

This  high-tech 
appliance  does  all 
the  regular  washing, 
but  can  also  program 
cycles  for  baby  wear, 
sanitizing  and,  of 
course,  steam.  This 
energy  efficient, 
front-loading  combo 
could  save  you  a  few 
dry-cleaning  bills 
because  the  steam  is 
supposed  to  help  get 
the  wrinkles  out. 


MM  Sleep  Number  9000 
x*Bed 

$4,250 

selectcomfort.com 
You  may  be  taken 
aback  by  a  bed  that 
arrives  in  a  jumble  of 
pieces,  but  those  air 
chambers  and  digital- 
firmness  controllers 
are  the  secret  that 
Select  Comfort 
guarantees  will  give 
you  a  better  rest. 
True,  it's  pricey,  but 
not  if  it  lets  you  have 
that  elusive  good 
""   night's  sleep. 


Grohe  Ondus    %% 
Aquafountain    "* 
Call  for  pricing 
www.groheamerica.com 
Preset  functions  let 
users  personalize  the 
bathing  experience 
by  controlling 
temperature  and 
pausing  the  flow 
while  applying 
soap  or  shampoo. 
The  water  savings 
are  good  for  the 
environment. 


Sunlight  Direct  <v 
Solar  Lighting  ^ 
System 

Call  for  pricing 
sunlight-direct.com 
It's  not  easy  being 
green,  especially 
in  an  old  house. 
Sunlight  Direct  uses  a 
hybrid  fiber  and  solar 
cell  technology  to 
collect  and  distribute 
sunlight  to  the 
interior.  It  should  cut 
the  electric  bills. 
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Rhapsodic  Hungary 

A  hilly  land  of  grapes,  horses,  and  castle  ruins- 
wrapped  around  a  beautiful  lake-lies  just  a 
morning's  drive  from  Budapest,  byjackewing 


HUNGARIANS  SAY  THE 
area  around  Badac- 
sony,  on  Hungary's 
Lake  Balaton,  held 
on  to  its  charms  even 
in  socialist  times.  Maybe  it  was  the 
vines.  People  don't  have  yards  in  this  part 
of  Hungary:  They  have  grapes,  strung 
from  trellises  and  covering  every  available 
piece  of  the  gray,  volcanic  soil.  It  has  been 
that  way  since  Roman  times.  Against  such 
a  well-entrenched  viticulture,  even  com- 
munism didn't  have  a  chance. 

These  thoughts  occur  as  I  sit  outside 
a  friend's  stone  cottage  high  on  the 
slopes  of  Mt.  Badacsony,  an  extinct  vol- 
cano. I  got  here  by  roads  so  narrow  that 


branches  slapped  the  car  windshield. 
Wild  pigs  were  a  traffic  hazard.  Now, 
fresh  trout  sizzles  on  a  charcoal  grill 
as  I  sip  a  glass  of  rustic,  oaky  rizling, 
or  riesling,  from  my  friend's  own  tiny 
vineyard.  The  sun  sets  over  the  lake  be- 
low, which  is  remarkably  peaceful  thanks 
to  a  ban  on  motorboats. 

In  1822,  French  geographer  Fran^ois- 
Sulpice  Beudant  declared  Balaton  the 
most  beautiful  place  in  the  world.  That 
may  be  a  bit  effusive,  but  there  is  a  Tuscan 
quality  to  the  landscape.  The  area's  prox- 
imity to  Budapest,  about  2  Vi  hours  by  car, 
and  Vienna,  about  ZVi  hours,  make  it  an 
ideal  spot  for  a  two-  or  three-day  sojourn 
between  business  meetings.  The  prolifera- 


)RTRESS  VIEW  The 
region  has  resisted 
^.modernization 

tion  of  low-cost  flights  by  airlines  sucl 
easyjet  and  Wizz  Air  make  Balaton  ace I 
sible  from  many  points  in  Europe. 

A  few  miles  from  Badacsony  pro] 
where  I  stayed,  the  village  of  Badacso  ] 
tomaj  seems  to  have  resisted  the  exces 
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Earning  it.  Investing  it.  Spending  it. 

Check  out  this  weekend's  show  June  9  and  10: 


Carpooling: 

How  to  get  on  board  with 
ride-sharers,  what  you'll  save, 
and  what  some  companies  are 
doing  to  help  out. 

Junk  Your  Junk  Mail: 

Learn  how  to  cut  the  clutter  — 
once  and  for  all  —  from  your  mailbox. 


The  Dish  on  Diets: 
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commercial  diet  plans  are  worth 
their  weight. 
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Terry  Semel  turned  the  tech  giant 
around  once.  Can  this  former 
movie  studio  head  do  it  again? 
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'capitalism  as  well  as  it  resisted  Marx- 
m.  Some  parts  of  Balaton  are  overbuilt, 
ith  concrete-slab  hotels  and  water-slide 
irks,  but  the  most  prominent  building 
Badacsonytomaj  is  a  twin-steepled 
lurch  built  of  black  basalt.  Drive  a  few 
inutes  more  to  the  thinly  settled  inland, 
id  there  is  little  to  remind  you  of  the 
st  century.  Horse  breeding  is  still  a  ma- 
r  industry,  and  mares  canter  across  the 
istures.  Thatched  roofs  are  common,  as 
ell  as  grand  villas  that  once  belonged  to 
e  aristocracy  and  now  are  more  likely 
e  weekend  retreat  of  a  banker  from  Vi- 
ma  or  an  entrepreneur  from  Budapest. 
Here  are  some  suggestions  for  things 
do  around  Badacsony: 

NE  ON  LOCAL  FOODS.  Eat  lake  catfish 
ith  homemade  noodles  at  a  restaurant 
ich  as  Kvirag,  in  the  village  of  Koves- 
il,  about  15  minutes  inland  from  the 
keshore.  The  next  day,  work  off  the 
epe-like  palatschinken,  the  national 
:ssert,  by  hiking  or  mountain  bik- 
g  on  the  cone-shaped  hills,  many  of 
hich  feature  a  castle  ruin  on  top.  Most 
wns  in  the  area  have  a  bike-rental 
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shop,  and  some  hotels  (like  the  Kali  Art 
Inn,  below)  loan  bikes  free  to  guests. 

STAY  AT  THE  KALI  ART  INN.  The  small, 
beautifully  kept  hotel  is  located  in  a  re- 
stored former  officer's  mess  three  miles 
from  the  lake,  also  in  Koveskal,  with 
rooms  in  renovated  stone  stables. 

CRAWL  ACROSS  LAKE  BALATON.  The  3.1- 
mile  cross-Balaton  swim,  from  Revfu- 
lop  to  Balatonboglar,  attracts  thousands 
of  swimmers  from  around  Europe  every 


year.  This  year's  event  will  be  held  on  July 
21.  Boats  are  spaced  along  the  route  every 
100  feet  or  so  for  safety,  and  a  ferry  takes 
swimmers  back  to  the  starting  point  after- 
ward (go  to  www.balaton-atuszas.hu). 

LIFT  A  GLASS.  The  wines  are  excellent,  if 
not  yet  as  good  as  the  best  from  France  or 
Italy.  They're  best  sampled  by  hiking  the 
vineyards  above  the  lake  and  stopping  in 
wherever  you  see  a  sign  for  bor.  Thaf  s 
Hungarian  for  wine,  and  in  these  parts 
it's  a  word  worth  knowing.  ■ 


ExecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


Nap>a  Cabernet:  I 

Variations  on  a  Theme 


MANY  TYPES  OF  WINE  are  produced  in  California's  Napa  Valley,  but  much 
of  the  region's  reputation  is  built  on  cabernet  sauvignon.  Fine  cabs  should 
be  dense  blue-black  in  color  and  have  aromas  that  include  black  currants, 
chocolate,  cedar,  new  saddle  leather,  and  dried  herbs.  If  you  detect  a 
vegetal  character,  say  asparagus  or  green  beans,  the  wine  is  flawed.  J 
Given  cab's  popularity— and  stratospheric  prices— this  is  a  good  time  to 
look  at  how  recent  vintages  are  shaping  up. 


2005 

90  points.  Because  of  a  long,  cool  growing 
season,  the  acids  are  brighter  and  fresher 
than  in  previous  vintages.  That  cool  weather 
also  resulted  in  alcohol  levels  of  13%  to  14.5%, 
which  is  relatively  moderate  for  Napa  cab. 

2004 

91  points.  A  ripe,  modestly  sized  crop 
produced  wines  with  sweet  tannins,  soft, 
seductive  textures,  loads  of  fruit  and  purity 
but  not  a  great  deal  of  body,  power,  or  muscle. 
This  vintage  is  not  one  for  the  ages,  but  then 
again,  you  can  enjoy  it  right  now. 

2003 

92  points.  It  was  a  year  of  numerous  heat 
spikes,  and  the  wines  reflect  the  weather 
pattern.  At  the  top  end  of  this  vintage,  the 
wines  are  very  good:  full-bodied  and  powerful, 
with  high  alcohol  and  richness  as  well  as 
excellent  balance.  Outside  these  efforts,  the 
wines  are  spotty;  some  are  terrific,  others 
seem  hollow  in  the  middle,  with  too  much 
tannin  and  scorched,  baked  fruit.  All  but  a 
handful  of  these  should  be  consumed  during 
their  first  10  to  15  years. 

2002 

95  points.  These  are  classic,  super-ripe, 
powerful  wines  possessing  low  acidity  and 
gorgeous  black  currant  fruit  intermixed  with 
floral  and  spice  notes.  They  are  very  flavorful, 
but  their  opulence  of  fruit  and  magnificent 
concentration  largely  obscure  some  high 
tannin  levels.  Such  wines  can  be  drunk  young 
(because  of  their  stunning  purity  and  texture), 
but  they  will  age  for  20  or  30  years,  too. 
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IT  WAS  A  VERY 
GOOD  YEAR? 


Robert  Parker's  ratings  for 
vintages  of  Napa  Valley 
cabernet  sauvignon 
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2001 
96 
points.  It 

was  a  relatively 
modest  year  in 
terms  of  yield  from 
the  vineyards,  and  that 
worked  to  the  vintner's 
advantage.  The  results:  some 
of  Napa's  most  concentrated, 
structured,  long-lived  wines.  Built  for 
aging,  they  are  rich,  densely  colored, 
fruity,  and  tannic. 


Extraordinary 
Ml&M  Outstanding 
K:HB:l'B  Above  average 
Ui'i^M  Average 
K-I'gftl  Below  average 

Unacceptable 


^fflw 

ty 


j_  Still  tannic,  youthful 

or  slow  to  mature 
R=  Ready  to  drink 
E_  Early  maturing  and 
accessible 


1999 

88  points.  Some  good, 
structured  wines  were 
produced  from  vineyards 
planted  on  the  valley  floe 
The  herbaceousness 
and  cooler  temperatures: 
in  the  higher-elevation 
vineyards  have  resulted  i 
problematic  wines. 

1998 

85  points.  Extremely  herl< 
vegetal  offerings 
emerged  from  Nap 
hillside  vineyards, ; 
somewhat  disjoint! 
light,  midweight 
wines  were  produc 
from  the  valley-floc 
fruit.  This  is  largely 
disappointing  year. 


1=  Irregular 

C=  Caution,  may  be  too  old 


2000 

78  points.  Average  in  quality  but  generous 
in  production,  the  2000  Napa  cabs  lack 
both  complexity  in  their  aromatic  profiles 
and  depth  in  their  flavor  profiles.  Some  good 
wines  were  produced,  but  overall  they  are 
nowhere  near  as  brilliant  as  the  vintages 
that  followed. 


1997 

94  points.  These 
wines  drank  well 
young,  but  at  age  1 
they  are  beginning  to  really  strut  their  stuff 
This  is  a  vintage  of  super-ripe,  fleshy,  swee 
tannic  wines  that  are  starting  to  reveal  sorr 
secondary  nuances,  with  more  complex  be 
bouquet  as  opposed  to  primary  fruit  flavor 


Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  t< 

of  thousands  of  tasting  notes,  buy  his  books, 
subscribe  to  his  newsletter,  The  Wine  Advocc 
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Personal  Finance  i  Compensation 


Options:  Have 
An  Exit  Plan 


Grants  are  part  of  your  overall  portfolio,  so  you 
need  a  clear  strategy  for  selling,  by  lewis  braham 


FINANCIAL  PLANNER  David  Berman  worries  that  his 
clients  have  too  many  options— the  kind  that  can  be 
sold  for  a  profit.  And  he  frets  with  good  reason:  In 
2000  he  had  a  client  who  held  $6  million  of  employee 
stock  options  in  Ciena,  a  high-flying  networking 
equipment  company  whose  stock  eventually  lost 
95%  of  its  value  in  the  tech-stock  crash.  Berman  got 
$3  million  of  the  client's  money  out  in  time,  but  not  without  a  fight. 
"This  executive  was  under  the  impression  the  stock  would  go  up 
forever,  and  he  was  pressured  by  his  colleagues  to  hold  on  to  it,"  says 
the  planner,  who  is  based  in  Timonium,  Md.,  in  suburban  Baltimore. 

Now  Berman  tells  the  Ciena  tale  to  cli-         But  sell  they  probably  should.  Em- 
ents  working  at  mutual  fund  companies  T.     ployee  stock  options  are  financial  con- 


Rowe  Price  and  Legg  Mason,  whose  stocks 
are  riding  high  in  the  bull  market.  "I  have 
to  argue  with  them,"  he  says.  "They've 
seen  their  net  worth  double  in  the  last  few 
years.  It's  not  easy  to  convince  them  to  sell 
the  asset  that  made  them  rich." 


tracts  with  a  limited  life  span,  typically  10 
years.  The  contracts,  if  exercised  during 
that  period,  are  converted  into  shares  of 
stock  that  can  then  be  sold  for  cash.  But 
if  never  exercised  they  expire  worthless. 
"North  of  10%  of  valuable  options  ex- 


pire unexercised  every  year,"  says  Bn. 
Brumberg,  editor  of  myStockOptio 
com,  a  site  devoted  to  options,  restrict 
stock,  and  other  forms  of  equity-basi|i|i 
compensation. 

Before  you  can  exercise  options,  til  « 
must  pass  a  vesting  period,  typica. 
two  to  three  years,  and  the  price  of  yo  m 
company's  stock  should  exceed  the  c  u 
tions'  predetermined  strike  price.  Ev  [ 
before  the  options  vest,  though,  y.  Jv 
should  have  a  well-defined  exit  strate  \ 
"It's  a  mistake  to  think  of  options  as  jn  ot 
extra  money  lying  around  as  opposed  \ 


Cr* 


You're  not  preparing  to  retire. 
You're  preparing  to  live. 


% 


•  iiegiate  Atretic  Associate 

ncialS  iidiaries. 

es®  Han    dS     ritii     -istribution  Company 


rt  of  your  overall  investment  portfo- 
I  says  Berman. 

Most  options  issued  today  are  "non- 
alified"  stock  options,  or  NQSOs.  Any 
ins  made  on  exercising  NQSOs  are 
;ed  as  income  at  rates  as  high  as  35%. 
t  until  you  exercise  them  your  gains 
annulate  tax  free.  So  in  most  cases  you 
auldn't  rush  to  exercise  as  soon  as  you 
it.  "Unless  you  need  the  money  right 
ay  or  you  think  your  company's  stock 
1't  going  any  higher,  you  shouldn't  sell 
Pore  at  least  year  6  of  a  10-year  option," 
rs  Brumberg. 


In  fact,  he  recommends  that  most 
investors  wait  until  the  last  two  years  of 
their  exercise  periods  and  then  sell  off  a 
percentage  of  their  option  portfolio  each 
quarter.  The  higher  the  stock  price  gets 
above  the  option's  strike  price,  the  more 
aggressive  you  should  be  about  selling. 
One  thing  also  to  consider  is  whether 
cashing  in  the  options  will  push  you  into 
a  higher  tax  bracket.  If  so,  you  may  want 
to  exercise  a  smaller  amount  to  avoid  the 
higher  rate. 

There  are  important  exceptions.  "A  lot 
of  people  get  so  caught  up  in  exercising 


their  options  just  right,  they  never  stop  to 
think:  'Wait  a  minute,  I've  got  too  much 
stock  in  this  company,'"  says  Berman. 
As  a  rule  of  thumb,  he  recommends  that 
clients  have  no  more  than  10%  of  their 
investment  portfolio  in  one  stock  or  op- 
tion, nor  more  than  25%  in  one  industry. 
This  is  true  with  any  stock  but  doubly  im- 
portant with  the  stock  of  your  employer, 
because  a  big  slide  in  the  stock's  price 
could  mean  your  company  is  in  some  sort 
of  trouble.  You  could  lose  your  job  as  well 
as  your  investment  portfolio. 

SMALL  WINDOWS 

OFTEN  EXECUTIVES  WHO  have  far  more 
than  10%  of  their  net  worth  tied  up  either 
in  options  or  restricted  company  stock 
are  not  free  to  make  changes.  In  many 
cases,  the  company's  board  of  directors 
or  its  bylaws  require  them  to  maintain  a 
large  amount  of  stock  in  their  personal 
portfolios.  Moreover,  because  executives 
are  privy  to  inside  information  about 
their  company,  they  are  forbidden  to  buy 
or  sell  either  shares  or  options  during 
"blackout  periods"  when  earnings  are 
reported,  say,  or  merger  talks  are  under 
way.  Such  executives  may  need  to  be 
more  aggressive  about  exercising  options 
when  they  can  because  their  windows  of 
opportunity  are  limited. 

For  those  with  large  positions,  there 
are  several  strategies.  Many  option  grants 
today  are  part  of  an  overall  compensation 
package  that  includes  restricted  stock. 
Unlike  NQSOs,  the  moment  such  stock 
becomes  unrestricted  for  sale,  the  value 
of  the  entire  grant  is  taxed  as  income. 
"If  a  client  has  both  stock  grants  and  op- 
tions, typically  we  look  to  get  out  of  the 
stock  first,"  says  financial  planner  David 
Strege  of  Syverson  Strege  in  Des  Moines. 
That  way  the  client  maintains  the  tax 
deferral  of  the  options. 

Strege  also  recommends  taking  ad- 
vantage of  what  is  called  a  10b5-l  trading 
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plan.  Offered  by  many  companies,  the 
programs  allow  employees  to  exercise 
options  and  sell  company  shares  at 
regular  intervals  throughout  the  year 
at  preset  prices.  Such  plans  also  allow 
high-level  types  to  sell  stock  even  during 
blackout  periods,  provided  they  set  up 
the  plan  during  a  nonblackout  period 
and  had  no  illicit  insider-type  reasons 
for  doing  so.  Make  sure  to  set  up  your 
10b5-l  correctly:  The  Securities  &  Ex- 
change Commission  has  been  looking 
closely  at  them. 

For  those  locked  into  a  large  po- 
sition because  their  options  haven't 
vested  yet,  some  planners  recommend 
hedging  techniques  to  protect  against 
downturns.  You  could  buy  put  options 
on  your  company's  stock.  (Puts  rise  in 
value  when  the  stock  declines.)  Another 
approach  is  to  buy  put  options  on  an 
exchange-traded  fund  that's  invested  in 
the  same  industry  as  your  company.  An 
ETF  hedge  is  sometimes  easier  to  set  up, 
since  some  companies  have  restrictions 
on  buying  put  options  on  their  stock. 

For  most  employees,  having  a  simple 
exercise  plan  as  your  options  approach 
expiration  is  good  enough.  A  handy 
resource  is  myStockOptions.com.  Much 
of  the  site's  articles  and  tools  are  free,  al- 
though a  full  membership  is  $189  a  year. 
The  site  offers  calculators  that  allow  you 
to  see  what  the  aftertax  gain  of  your  op- 
tions sale  will  be  and  compare  it  with 
other  investments.  You  can  also  monitor 
your  portfolio  and  sign  up  for  alerts  that 
notify  you  if  your  company's  stock  has 
hit  your  price  target  or  if  your  options 
are  close  to  expiration.  You  don't  want 
your  valuable  options  to  end  up  among 
the  10%  that  expire  worthless.  ■ 


GETTING  OUT 


DEVELOP  A  SELLING  strategy  as  soon 
as  you  receive  an  options  grant 

IF  AT  ALL  POSSIBLE,  your  options/ 
company  stock  position  should  not 
exceed  10%  of  your  portfolio 

WAIT  UNTIL  at  least  year  6  of  a  10-year 
option  before  you  exercise  it 

AS  A  RULE,  exercise  the  options  closest 
to  expiring  first 

THE  HIGHER  YOUR  company's  stock 
price,  the  more  you  should  be  willing  to 
sell  an  option 

IF  YOU  HAVE  both  options  and  restricted 
stock  that  can  be  sold,  sell  the  restricted 
stock  first 


l 


Upon 
The  Farm 

Investors  looking  to  diversify  are  getting  in  on  the 
land  boom.  But  it's  a  risky  play  byemilythorntoii 


HERE'S  THE  DIRT  ON 
where  the  real  smart 
money  has  been  head- 
ing lately:  If  s  going  into 
the  ground.  Since  2000, 
the  average  price  of  U.S. 
farmland  has  zoomed 
74%,  to  a  record  $1,900  an  acre,  while 
the  benchmark  Standard  &  Poor's  500- 
stock  index  has  risen  only  7%. 

Prices  are  soaring,  in  part,  thanks  to 
demand  for  corn  for  biofuels  and  for 
building  sites  for  new  homes.  That  raises 
the  chance  that  prices  are  at  a  peak.  Be- 
yond that,  farmland  is  inherendy  risky: 
Crop  cycles  are  variable,  and  tenants  often 
have  trouble  paying  rent  in  poor  harvests. 
"If  s  the  volatile  end  of  the  more  volatile 
end  of  real  estate,"  warns  Alan  Dorsey, 
the  alternative  investment  strategist  at 
Lehman  Bros. 

Still,  high-net-worth  investors  hoping 
to  diversify  their  portfolios  are  buying 
farmland  because  the  returns  are  not  cor- 
related with  stocks  and  bonds.  A  small 
but  growing  group  of  advisers  is  helping 
them  plant  their  stakes.  Many  of  these 
advisers  predict  it  will  still  be  possible  to 
reach  annual  returns  on  U.S.  farmland  of 
about  10%  to  12%  over  a  long  investment 
horizon.  The  current  rally  in  agricultural 
commodities  could  drive  returns  signifi- 
cantly higher.  "The  vehicles  to  invest  in 
farmland  are  limited  now,  but  will  grow 
in  2008,"  says  Cynthia  Steer,  chief  re- 
search strategist  at  pension  consulting 
firm  Rogerscasey. 

EMERGING  HARVEST 

AT  THE  HIGH  END— a  minimum  $40 
million  investment— one  option  is  a 
separate  account  in  which  to  build  a 
portfolio  of  properties.  For  a  manage- 
ment fee  of  roughly  1%,  Boston's  Han- 
cock Agricultural  Investment  Group 


GREEN  ACRES 

Since  2000,  the  value  of  Americar 
farmland  has  risen  much  faster 
than  the  stock  market 

INDEX:  JAN.  1,  '00=100 
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will  assemble  10  to  20  U.S.  farm: 
diverse  locales  that  produce  a  var 
of  crops.  Westchester  Group  Inc 
Champaign,  111.,  works  with  indivi 
als  aiming  to  invest  several  million  i 
lars  to  build  their  own  farm  portfolio 

Below  that  level,  you  might  get  rr 
diversification  from  a  pooled  investm 
For  example,  Soy  Capital  Ag  Service 
Kankakee,  111.,  is  raising  a  farmland  im 
ment  fund  to  acquire  Midwestern  pro 
ties.  If  you're  set  on  a  single  propi 
Hertz  Farm  Management  in  Montioie 
111.,  will  help  individuals  willing  to  sp.ita 
$200,000  find  a  farm,  though  a  qu;  4 
parcel  runs  $400,000  to  $500,000. 

The  boldest  investors  are  going 
emerging  markets.  Hertz  Chairman  iy|( 
Hertz  picked  up  14,000  acres  in  Brazi 
a  group  of  individuals  who  each  contri  i  ite, 
ed  a  minimum  of  $25,000  to  a  roughly 
million  private  placement  that  is  not 
entirely  invested.  Don't  worry.  The  gr  k 
is  not  clear-cutting  the  rain  forest,  bui  rust 
quiring  existing  farmland  far  from  it. ! 
Hertz:  "If  s  a  place  of  opportunity"  ■ 
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Ceeping  It 

Ul  in  the  Family 

itate  planner  Armond  Budish  explains 
)w  to  use  trusts  to  safeguard  your  legacy 


r  "T^OU  MAY  WORRY  YOUR  CHILDREN  will  blow  your  money 
L  /  on  sports  cars  or  lavish  parties.  But  perhaps  a  greater  risk 
^/  is  that  your  legacy  wind  ups  in  the  hands  of  their  ex-spous- 
I  es  or  creditors,  says  Armond  Budish,  a  partner  at  Budish, 
— ■—  Solomon,  Steiner  &  Peck,  a  Cleveland  law  firm  that  spe- 
lizes  in  estate  planning  and  elder  law.  That's  why  Budish,  author 
Why  Wills  Won't  Work  (If  You  Want  to  Protect  Your  Assets)  (Avery; 
2.95),  recommends  a  strategy  his  wealthiest  clients  have  long  used 
keep  assets  in  the  family.  It  pairs  two  trusts:  one  that  resembles  a 
1  but  is  exempt  from  the  often  costly  and  time-consuming  probate 


cess,  and  another  that  protects  in- 
itances  from  lawsuits  and  divorce, 
lish  spoke  with  Associate  Editor 
le  Tergesen. 

uld  everyone  avoid  probate? 

You  have  to  look  at  the  size  of  an 
ite,  the  nature  of  the  assets,  and  the 
ih/s  dynamics.  But  in  most  cases,  the 
:  of  establishing  a  trust  [to  avoid  pro- 
0  is  less  than  the  cost  of  probate.  Such 
ust  will  protect  your  privacy,  too.  Un- 
probate,  a  list  of  everything  owned  by 
deceased— every  bank  account,  stock, 


bond,  money  market,  mutual  fund,  and 
piece  of  real  estate— is  public  record. 

How  do  you  avoid  probate? 

There  are  several  ways.  A  father  can 
name  his  son  joint  owner  of  his  broker- 
age account.  But  if  the  son  is  sued,  the 
money  is  at  risk.  Dad  may  also  name 
his  heirs  beneficiaries  of  his  property. 
But  if  his  three  kids  inherit  his  house, 
they  may  not  agree  on  how  to  fix  it  up 
or  sell  it.  From  a  practical  standpoint, 
the  best  tool  is  a  revocable  living  trust 
[RLT].  Like  a  will,  this  document  says 


where  your  assets  will  go  when  you  die. 
To  fund  the  trust,  all  you  have  to  do  is 
retitle  your  assets  so  the  trust  becomes 
the  official  owner. 

Will  you  lose  control  over  the  assets? 

No.  You  can  be  trustee  of  your  own  trust, 
so  there  are  no  limits  on  your  ability 
to  buy  or  sell  assets,  spend  money,  or 
change  your  mind  about  who  gets  what. 

How  can  you  protect  the  money  you  leave 
heirs  from  lawsuits? 

Set  up  a  SAFE  trust  [Safeguard  Assets 
for  the  Family  Exclusively].  I've  also 
seen  these  referred  to  as  bloodline  trusts, 
family  protection  trusts,  and  spendthrift 
trusts.  We  often  graft  SAFE  trusts  onto 
our  clients'  revocable  living  trusts.  That 
way,  when  a  client  dies,  the  assets  not 
only  bypass  probate  but  automatically 
go  into  SAFE  trusts  and  are  protected 
against  creditors.  It's  much  easier  for  a 
parent  to  set  up  a  trust  that  protects  a 
child's  inheritance  than  it  is  for  the  child 
to  do  so.  Typically,  the  child  would  have 
to  set  up  an  offshore  trust  or  a  limited 
liability  company,  which  are  far  more 
complicated  and  cosdy. 

Do  SAFE  trusts  have  other  uses? 

Sure.  If  your  son  dies,  a  carefully  con- 
structed SAFE  trust  will  ensure  the  money 
will  go  to  your  grandchildren.  It  will 
bypass  your  daughter-in-law,  who  might 
remarry  and  leave  it  to  a  second  husband. 

Who  controls  SAFE  trusts? 

A  child  can  be  trustee  of  his  or  her  own 
trust.  But  to  avoid  putting  the  trust  at 
risk  if  the  child  is  sued,  we  typically  re- 
quire the  child  to  step  down  as  trustee  if 
he  or  she  is  sued.  Another  party,  usually 
a  relative,  will  step  in. 

Are  these  trusts  guaranteed  to  work? 

Nothing  is  100%  guaranteed.  The  IRS 
may  be  able  to  crack  a  SAFE  trust.  Some 
states  allow  those  seeking  court-ordered 
child  or  spousal  support  to  get  access. 
But  we've  been  drafting  these  for  over 
10  years  and,  so  far,  they've  withstood 
challenges,  even  in  cases  where  the  ben- 
eficiary was  convicted  of  a  crime. 

How  much  does  setting  them  up  cost? 

It  depends  on  where  you  live  and  the 
complexity  of  your  estate.  A  rough  esti- 
mate would  be  from  $1,500  to  $3,000 
for  a  standard  RLT,  and  from  $1,500  to 
$10,000  to  add  SAFE  trusts,  depending 
on  how  many  you  have.  There  may  be 
ongoing  costs,  too,  such  as  filing  annual 
tax  returns  and  paying  trustees'  fees.  ■ 
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A  NEW  CEO  MAY  HELP  SIEMENS  MOVE  BEYOND  ITS  SCANDAL 
HOW  MCF  SHINES  BY  DISCOVERING  DIAMONDS  IN  THE  ROUGH. 
INVESTORS  ARE  PUTTING  BETS  ON  NATIONAL  BANK  OF  GREECE. 
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Unscathed  at  Siemens 

EVEN  AS  SCANDAL  rocked  Germany's  Siemens  (SI)  in 
recent  months,  its  stock  has  rolled.  The  engineering  and 
electronics  powerhouse  saw  its  American  depositary 
receipts  (ADRs)  vault  from  76  a  year  ago  to  130.29  on  June 
6.  And  they  should  keep  climbing,  ^^______^_ 

say  some  pros,  with  the  naming  of  a 

new  chief.  Although  not  personally 

implicated,  CEO  Klaus  Kleinfeld  has 

resigned,  along  with  other  senior 

officers,  and  in  mid-May  a  German 

court  convicted  two  former  executives 

of  bribery.  But  strong  earnings  bolstered 

the  stock,  and  chances  are  new  boss 

Peter  Loscher,  a  General  Electric  and 

Merck  veteran,  who  takes  over  on  July 

1,  will  lead  Siemens  to  higher  ground, 

analysts  say.  "Without  belittling  the 

challenges  Siemens  faces  from  the  bribery  scandal,  we  think  ' 

investors  will  now  pay  attention  to  earnings,"  says  Michael 

Hagmann  of  UBS  in  London.  Siemens  vowed  to  "become 

faster,  more  focused,  and  less  complex."  Hagmann,  who  rates 

Siemens  a  buy,  upgraded  his  price  target  from  137  to  145, 

reflecting  his  increased  2008  sales  and  earnings  forecasts. 

Gael  de  Bray  of  Societe  Generate  in  London  says  a  new  CEO 

"removes  much  uncertainty"  and  should  let  investors  refocus 

on  Siemens'  "improving  performance  and  potential  for 

portfolio  restructuring."  Loscher  has  held  top  jobs  that  involved 

"transforming  a  company,"  says  de  Bray,  who  also  rates  Siemens 

a  buy.  He  sees  earnings  of  $4.13  a  share  in  2007,  $9.68  in  2008, 

and  $11.28  in  2009,  up  from  $4.13  in  2006. 

Green-Lighting 
Tomorrow's  Blue  Chips 

SOME  CALL  THEM  MICROCAPS,  but  MCF  (MEM) 
Chairman  Jonathan  Merriman  sees  these  undiscovered 
low-cap,  high-growth  companies  as  tomorrow's 
blue  chips.  And  they  are  providing  MCF,  a  small  financial 
services  outfit,  with  a  fast-growth  business.  With  less  than 
stratospheric  valuations,  microcaps  are  "orphans"  on  Wall 
Street,  he  says.  MCF's  Merriman  Curhan  Ford  unit  "provides 
investment  banking  and  research  services  that  help  them 
grow  and  get  institutional  attention,"  says  Merriman.  MCF 
sales,  up  from  $6.5  million  in  2002  to  $52  million  in  2006, 
should  hit  $100  million  in  a  year  or  two,"  says  Scott  Potter    f 
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San  Francisco  Equity  Partners,  which 
owns  7%.  MCF  fills  a  void,  he  says, 
and  the  stock,  now  at  4.45,  is  cheap, 
considering  MCF's  50%  yearly  revenue 
growth  rate.  David  Trone  of  Fox-Pitt 
Kelton  rates  it  "outperform"  and  sees 
MCF  in  the  black  in  2007  He  upped 
his  2007  estimate  from  2$  a  share  to 
4<t,  and  his  2008  from  5$  to  8$.  His 
12-month  stock  price  target:  8. 

Where  to  Dig 
For  Value  in  Greece 


THE  PRICE 
IS  RIGHT 

STOCK  PRICE  (DOLLARS 
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BOOM  IN 
THE  BALKAN 

STOCK  PRICE  (DOLLARS 


"ALUE  INVESTOR  John  Maloney  is  finding  it  tough 
locating  great  buys  in  the  U.S.  So  where  does  he 
dig?  Greece.  Maloney,  president  of  M&R  Capital 

Management,  bought  shares  in  National  Bank  of  Greece 

(NBG),  the  country's  No.  1  bank,  which  is  growing  25%  a 

year,  vs.  an  average  of  10%  for  European  banks.  Maloney 

sees  NBG  as  a  play  on  booming  Southeastern  Europe. 

Through  acquisitions,  NBG  is  in  Bulgaria,  Romania,  Serbit , 

and  Turkey,  which  have  probusiness 

monetary  and  fiscal  policies  that 

keep  inflation  and  interest  rates  low. 

Maloney  sees  earnings  of  $2  billion, 

or  83<t  an  ADR,  in  2007,  up  from  $1.2 

billion,  or  60<t,  in  2006.  In  2008,  he 

expects  earnings  to  jump  25%,  to 

$1.04  per  ADR.  He  thinks  the  stock, 

now  at  11.30,  will  hit  21  in  two  years. 

Ronit  Ghose  of  Citigroup  in  London, 

who  rates  NBG  a  buy,  believes  that 

by  2009  it  will  derive  45%  of  its 

profits  outside  Greece,  with  Turkey 

bringing  in  30%.  "NBG  remains  our  top  pick  in  Greece," 

says  Ghose,  with  its  "strong  home  market,  exposure  to  risi 

deposit  spreads,  and  a  high-growth  Southeastern  Europea 

franchise."  Citigroup  has  done  banking  for  NBG.  ■ 
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t  week's  dream  of  an  interest 
cut  was  shattered  as  Fed 
lirman  Bernanke  reiterated 
concerns  about  inflation. 
t  in  turn  sent  stocks 
ibling  from  record  highs, 
jond  yields  ballooned, 
i-yielding  utilities,  including 
;,  FPL  Group,  and  Allegheny 
rgy  got  hit.  Retailer  Big  Lots 
12.9%  after  projections 
erwhelmed  investors. 
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WEEK 

%  CHANG.: 

YEAR  TO     LAST  12 

DATE      MONTHS 

S&P500 

1517.4 

-0.8 

7.0 

20.1 

Dow  Jones  Industrials 

13.465.7 

-1.2 

8.0 

22.4 

NASDAQ  Composite 

2587.2 

-0.2 

7.1 

19.6 

S&PMidCap400 

908.6 

-0.3 

13.0 

20.1 

S&P  SmallCap  600 

436.0 

-0.4 

9.0 

17.7 

DJWilshire5000 
SECTORS 

15.301.0 

-0.7 

76 

20.3 

BusinessWeek  50* 

870.8 

-0.1 

9.0 

20.9 

BW  Info  Tech  100" 

4S3.3 

07 

8.0 

29.9 

S&P/Citigroup  Growth 

696.1 

-0.4 

6.7 

19.1 

S&P/Citigroup  Value 

820.0 

-1.2 

7.3 

21.0 

S&P  Energy 

525.3 

0.1 

15.3 

29.0 

S&P  Financials 

5011 

-1.5 

1.2 

14.8 

S&P  REIT 

199.8 

-2.2 

0.5 

20.1 

S&P  Transportation 

232.7 

-0.4 

7.2 

4.2 

S&P  Utilities 

203.4 

-3.4 

9.0 

25.2 

GSTI  Internet 

223.9 

-07 

12.1 

30.1 

PSE  Technology 

944.4 

0.2 

7.9 

17.7 

GLOBAL  MARKETS 
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%  CHANGE 
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DATE       MONTHS 

S&P  Euro  Plus  (U.S.  Dollar) 

2197.8 

0.3 

10.5 

34.0 

London  (FT-SE 100) 

65227 

-1.2 

4  9 

15.0 

Paris  (CAC  40) 

5977.9 

-11 

7.9 

24.6 

Frankfurt  (DAX) 

7730.1 

04 

17.2 

40.5 

Tokyo  (NIKKEI  225) 

18,040.9 

2  6 

4.7 

17.3 

Hong  Kong  (Hang  Seng) 

20,818.6 

2.6 

4.3 

30.3 

Toronto  (S&P/TSX  Composite) 

13.941.6 

-1.0 

8.0 

19.5 

Mexico  City  (IPC) 
FUNDAMENTALS 
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JUNE 

1.0 

19.8 

WEEK  AGO 

68  5 

YEAR  AGO 

S&P  500  Dividend  Yield 

1.74% 

1.76% 

1.86% 

S&P  500  P/E  Ratio  (Trailing  12 

!  mos.) 

18.0 

17.9 

171 

S&P  500  P/E  Ratio  (Next  12  mos.)* 

15.8 

15.7 

14.3 

First  Call  Earnings  Revision* 
TECHNICAL  INDICATORS 

0.37% 

JUNE 

) 

-0.11%    - 
• 

WEEK  AGO 

0,06% 
'irst  Call  Corp. 

YEAR  AGO 

S&P  500  200-day  average 

1410.7 

1404.3    Positive 

Stocks  above  200-day  average 

76.0% 

72.0%   N 

egative 

Options:  Put/call  ratio 

0.79 

0.90    Positive 

•March  19. 1999=1000  "February  7,  2000=1000 


Insiders:  Vickers  NYSE  Sell/buy  ratio        5.42 
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Health-Care  Supplies 

13.5 

Tires  &  Rubber 

205.4 
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11.7 

Internet  Retailers 

76.5 

Residential  REIT's 

9.9 
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/5.9 
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8.9 
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Europe 

LAGGAROS 

34.7 

Utilities 

-0.3 

Japan 

4.3 

Health 

-0.1 

Domestic  Hybrid 

15.4 

Precious  Metals 

-0.1 

Miscellaneous 

16.3 

Real  Estate 

0.0 

Financial 

16.4 

EQUITY  FUNDS 

4-WEEKTOTALRETURN                            % 
LEADERS  

DireXn.Lat.Am.Bull2Xlnv.  18.7 

ProShares  Ultra  Oil  &  Gas  13  5 

ProFds.  Mble.  Tlcmms.  Inv.  13.1 

ProFunds  UltraEmrg.  Mkts.  131 
LAGGARDS 

ProFunds  UltSh.Emrg.  Mkts.  -12.6 
ProShares  UltSh.  Oil  &  Gas  -12.4 
John  Hancock  Intl.  A  -10.3 

DireXn.Emrg.  Mkts.  Short       -7.3 


52-WEEK  TOTAL  RETURN  % 

LEADERS 

DireXn.  Lat.  Am.  Bull  2X  Inv.  140.7 
ProFunds  UltraEmrg.  Mkts.  94.2 
Dreyfus Prem.  Grtr.  China  A  82.7 
iShares  MSCI  Mexico  Index    79.8 

LAGGARDS 

PnAndsUttSh.Emrg.Mkts.  -58.4 
DireXn.  Emrg.  Mkts.  Short  -54.8 
DireXn.  Sm.  Cap  Bear  2.5X  -38.1 

DireXaNASDAQ10OBe»Z5X  -37.6 


WORST-PERFORMING  LAST 

GROUPS                                MONTH  % 

LAST  12 
MONTHS  % 

Retail  REIT's 

-7.3 

Electric  Mfg.  Svcs. 

-21.2 

Home  Furnishings  Rtlrs. 

-6.6 

Gold  Mining 

-20.1 

Multi-Utilities 

-6.2 

Agricultural  Products 

-18.5 

IT  Consulting 

-6.1 

Education  Services 

-10.4 

Agricultural  Products 

-5.4 

Airlines 

-9.5 

INTEREST  RATES 


KEY  RATES 

JUNE  6 

WEEK  AGO      fEARAGO 

Money  Market  Funds 

4.86% 

4.87%     4.53% 

90-Day  Treasury  Bills 

4.79 

4.83       4.86 

2-Year  Treasury  Notes 

4.95 

4.88       4.99 

10-Year  Treasury  Notes 

4.97 

4.88       5.00 

30-Year  Treasury  Bonds 

5.08 

5.01        5.08 

30-Year  Fixed  Mortgage  f 

6.42 

6.33       6.57 

t  BanxQuote  inc. 

BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR.  BOND 

30-YR.BOND 

General  Obligations 

4.00% 

4.46% 

Taxable  Equivalent 

5.71 

6.37 

Insured  Revenue  Bonds 

4.10 

4.60 

Taxable  Equivalent 

5.86 

6.57 

THE  WEEK  AHEAD 


ML  SALES  Wednesday,  June 
1:30  a.m.  EDT»  May  retail 
5  are  expected  to  have  risen 
o,  after  a  0.2%  dip  in  April, 
's  the  consensus  among 
lomists  polled  by  Action 
lomics.  Excluding  motor 
:les,  sales  probably  grew 
o,  after  holding  steady. 
INESS  INVENTORIES 
nesday,  June  13, 10  a.m. 
»  Inventory  levels  most  likely 
bed  by  0.3%  in  April. 


PRODUCER  PRICE  INDEX  Thursday, 
June  14,  8:30  a.m.  EDT » Producer 
prices  probably  jumped  0.5%  in 
May,  after  a  0.7%  surge  in  April. 
Less  food  and  energy,  prices 
probably  ticked  up  0.2%,  after  no 
change  the  prior  month. 
CONSUMER  PRICE  INDEX  Friday, 
June  15,  8:30  a.m.  EDT  »  Prices 
are  forecast  to  have  increased 
0.5%  in  May,  following  an  April 
rise  of  0.4%.  Minus  food  and 
energy,  consumer  prices  probably 


rose  by  0.2%  for  a  second 
consecutive  month. 
CURRENT  ACCOUNT  Friday,  June 
15,  8:30  a.m.  EDT  » The  first- 
quarter  current-account  deficit 
most  likely  widened  to 
$200  billion,  from  $195.8  billion. 
INDUSTRIAL  PRODUCTION  Friday, 
June  15,  9:15  a.m.  EDT »  Factory 
output  is  seen  improving  by  0.2% 
in  May,  after  a  0.7%  leap  in  April. 
Capacity  utilization  probably 
slipped  to  81.5%,  from  81.6%. 


The  BusinessWeek  production  index 
improved  to  302.5  for  the  week  ended 
May  26,  a  9.2%  gain  from  a  year  ago. 
Before  calculation  of  the  four-week 
moving  average,  the  index  rose  to 
304.4. 


BusinessWeek  .com 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  on  more 
than  350.000  companies— public 
and  private— worldwide.  Find  the  best 
company  resource  on  the  free  Web 
at  investing.businessweek.com 

For  the  BW50.  more  investment 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras 
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Get  the  latest  issue 
in  digital  format. 


BusinessWeek  Digital  Edition 
delivers  every  page  of  every  issue 
direct  to  your  desktop  —  before 
it  hits  newsstands! 

■  Same  great  content  and  design 

■  Find  articles  quickly  with 
keyword  search 

■  Digital  archive  for  fast  reference 

■  Live  hyperlinks  for  additional 
Web  content 

■  On-screen  highlighter  and  notes 
capability 


BusinessWeek 


Digital 

Edition 

Subscribe  today  at 
businessweek.com/go/dig/ 


Download  a 

FREE  sample  issue  at 

businessweek.com/digital/ 


Company  Index 

This  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
reference  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
names.  Companies  listed  only  in  tables  are  not  included. 


A 

ABC(DIS)26 
ABNAmro(ABN)ll 
Accenture(ACN)28 
Adecoagro70 
Adidas  14 
Adobe  (ADBE)  62 
A.G.Edwards  (AGE)  26 
AirDeccan44 
Alcatel-Lucent  (ALU)  26 
Alltel  (AT)  26 
Amazon  (AMZN)  62 
American  Express  (AXP) 

89 
American  Technology 

Research  62 
Anderson  Analytics  14 
A0L(TWX)38,70 
Apple(AAPL)26.38,42. 

43,46,65,72,74 
AT&T  (T)  20, 42 
AutoPacific  72 
Avaya(AV)26 


B 

Bain  89 

Barclays  (BCS)  11 
BBC  75 

BD0Seidman40 
Bear  Stearns  (BSC)  68 
Berkshire  Hathaway 

(BRK)48 
Best  Buy  (BBY)  58 
BlingH2012 
Bloomberg  23 
Boeing  (BA)  44 
Boston  Scientific  (BSX)  48 
Boswell  Group  16 
Brenco70 
Brocade  Communications 

(BRCD)38 
Budish  Solomon  Steiner  & 

Peck  85 


Cantor  Fitzgerald  62 

Carlyle  Group  70 

CarretZane  Capital  48 

CBS  (CBS)  26 

CD0268 

Cerberus  Capital  18 

ChannelAdvisor62 

Chrysler(DCX)18.72 

Ciena  (CIEN)82 

Cisco(CSC0)26,28 

Citigroup  (C)  11, 26, 86 

CNBC 90 

Comcast  (CMCSA)  20 

Conor  MedSystems(JNJ)48 

Craigslist  62 


DaimlerC  hrysler  (DCX)  18 

Dell(DFLL)20,26 
Deloittt-  i  Touche  58 


Design  North  48 
Diageo(DEO)44 
Discovery 

Communications  75 
Dow  Jones  (DJ)  26, 48, 90 


E.F 

easyJet78 

eBay  (EBAY)  58, 62 

Elevation  Partners  26 

Eli  Lilly  (LLY)  65 

Ericsson  (ERIC)  14 

Euromonitor48 

Everquest  Financial  68 

Facebook62 

Fannie  Mae  (FNM)  38 

Flextronics  (FLEX)  26, 46 

Fox  (NWS)  26 

Foxconn  International  46 

Fox-Pitt  Kelton  86 


GE(GE)58,65,86 

Genentech(DNA)71 

GlaxoSmithKline(GSK) 

48,71 
GM(GM)11,72 
Goodyear  (GT)  40 
Google  (GOOG)  62. 74 
Grohe76 

GroupeDanonel2 
Growth  Management 

Consulting  18 
Guidant48 


H 

Halliburton(HAL)65 
Hancock  Agricultural 

Investment  (MFC)  84 
Harris  (HPOL)  18 
HB0(TWX)22 
Hertz  Farm  Management 

84 
Hewlett-Packard  (HPQ) 

38.46,65 
Highland  Capital  68 
Honda  (HMC)  26, 72 
HonHai26,46 
Hooker  Furniture  (HOFT) 

28 
HSBC(HBC)11 
Hyundai  72 


I 

IDMPharma71 
Infinity  Pharmaceuticals 

(INFI)71 
Innolux  Display  46 
Intel  (INTC)  46 
Introgen  Therapeutics 

(INGN)71 
iSuppli  46 


J.K 

Jabil  Circuit  (JBL)  46 


JetBlue  (JBLU)  72 
JMPSecurities43 
Johnson&  Johnson  (JNJ)48 
JPMorgan  Chase  (JPM)  44 
Kali  Art  Inn  78 
KBHome(KBH)90 
Kingfisher  Airlines44 
KKR  Financial  (KFN)  68 
KosanBiosciences 
(K0SN)71 


Legg  Mason  (LM)  82 

Lego  14 

Lehman  Brothers  (LEH)  84 

LG76 

LogoLounge74 

Lotus  (IBM)  22 


M 

Macquarie  Securities  46 
M&R  Capital  86 
MCF(MEM)86 
Merck  (MRK)  86 
Mercury  Interactive 

(HPQ)  38 
Merrill  Lynch  (MER)26 
Microsoft  (MSFT)  20 
Mitsubishi  Motors  18 
Morgan  Stanley  (MS)  23 
Motorola  (MOT)  20 
MySpace(NWS)62 
myStockOptions.com  82 


N 

National  Bank  of  Greece  86 
NBC  Universal  26, 58 
Nerve  Media  22 
Neutrogena(JNJ)48 
News  Corp.  (NWS)  26, 90 
New  York  Times  (NYT) 

22  89 
Nintendo  (NTDOY)  46 
Nokia  (NOK)  14, 43 
Novartis(NVS)48,71 


Palm  (PALM)  26, 43 
Panera  Bread  (PNRA)  72 
PayPal  (EBAY)  58, 62 
Peabody  Energy  (BTU)  18 
Penguin  Group  12 
Pernod  Ricard  44 
Petrobras(PBR)70 
Pfizer  (PFE)  48, 71 
Piper  Jaffray(PJC)  43 
Premier  Image 

Technology  46 
Prime  Devices  18 
Procter  &  Gamble  (PG)  48 
ProStores(EBAY)62 


Q.R 

Qwest  (0)38 

Raymond  James  (RJF)  26 


Regeneron(REGN)7 
RIM(RIMM)43 
Riverstone  Holdings 
RocSearch48 
Rogerscasey84 
Royal  Bank  of  Canad 
(RY)ll 


I 


i 


ili 


Salary.com  (SLRY)4. 
Salon  Media  (SLNM) 
Samsung  14, 89 
S&P(MHP)48 
San  Francisco  Equity 

Partners  86 
Sanofi-Aventis(SNY 
SchulteRoth&Zabe 
SelectComfort(SCS 
Siemens  (SI)  86 
Silver  Lake  Partners 
Sirnplo  Technology  i 
Skype(EBAY)62 
Societe  Generate  (S( 

86 
Solectron  (SLR)  26,' 
Sony(SNE)46 
Soy  Capital  Ag  84 
Sotheby's  (BID)  90 
StarcomMediaVestJ 
Stifel  Financial  (SF)  J 
StubHub(EBAY)62 
Sun(SUNW)70 
SunAmerica90 
Sunlight  Direct  76 
Syverson  Strege  82 


T 

Taittinger44 
Target  (TGT)  72 
Tavakoli  Structured 

Finance  68 
Terapeak62 
Texas  Pacific  Group 
TiVo(TIVO)20 
Toyota  (TM)  72 
Tribune  90 
T.Rowe  Price  (TROW 


U,V 

UB  Group  44 
UBS  (UBS)  11, 86 
Unilever  (UL)  48 
Vault  40 
Visa  62 

W,Y 

Wachovia  (WB)  26 
Wal-Mart  (WMT)  26 
Westchester  Group  8 
Westpac  Banking  (W 

11 
Whyte&Mackay44 
WizzAir78 
YouTube(GOOG)62 
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deasBooks 


<jiow  When  to  Shift  Gears 

STOPPABLE  Finding  Hidden  Assets  to  Renew  the  Core  and  Fuel  Profitable  Growth 

Chris  Zook;  Harvard  Business  School  Press;  190pp;  $29.95 


>r  companies,  success  means  catching 
e  next  wave  of  growth.  The  problem 
that  so  few  of  them  manage  to  ride 
at  breaker,  instead  straying  into  wacky 
vestments,  unrelated  business  areas, 
markets  to  which  they  bring  little 
pertise.  Bain  &  Co.  executive  Chris 
)ok  identified  this  tendency  in  his  2001 

)k,  Profit  from  the  Core.  His  advice  to 
icutives  was  simple:  Understand  and 
ine  your  core  business,  then  grow  by 
doiting  its  various  aspects.  Zook  followed 
that  best-seller  with  Beyond  the  Core, 

004  volume  that  looked  at  ways  to 
>plement  your  essential  business  by 
:ring  new  services  to  current  customers 
pushing  products  in  novel  ways.  Now 
nes  the  third  part  of  what  Zock  has 
;un  referring  to  as  "the  core  trilogy" : 
stoppable:  Finding  Hidden  Assets  to  Renew 
Core  and  Fuel  Profitable  Growth. 
ATiat  more  could  the  man  possibly  have 
say  about  exploiting  your  main  assets? 
ite  a  lot,  it  turns  out,  though  many  of  his 
mts  reiterate  advice  from  earlier  books. 
>ed  on  studies  by  Bain  and  others,  Zook 
imates  that  two-thirds  of  companies  will 
re  to  redefine  their  core  business  over  the 
it  decade  because  of  forces  ranging  from  globalization  to 

impact  of  the  Internet.  To  thrive,  they'll  have  to  shift  focus 
lidly  to  a  new  model  that  plays  to  their  strengths.  While 

5  thesis  might  seem  to  contradict  Zook's  earlier  books, 
ich  warned  about  the  perils  of  diversification,  it  plays  off 
lier  themes  by  exhorting  readers  to  analyze  the  cores  of 

ir  businesses  for  areas  of  opportunity.  It's  also  reminiscent 
he  ideas  in  several  other  books,  from  Blue  Ocean  Strategy 
»05)  by  W.  Chan  Kim  and  Renee  Mauborgne  to  How  to 
w  When  Markets  Don't  (2003)  by  Adrian  Slywotzky  and 
hard  Wise. 

Look,  does  add  his  own  twist,  noting  that  his  goal  is  to  help 
nagers  cope  when  companies  approach  the  latter  stage 
heir  growth  cycle,  when  the  tried-and-true  formula  no 
ger  delivers  returns.  Zook  says  businesses  hit  that  wall 
ch  earlier  now  because  of  the  fast-changing  environment. 
Unstoppable  asserts  that  successful  diversification  requires 
nving  thyself,  as  far  as  your  company's  core  assets  go. 
st,  interpret  what's  happening  in  your  industry  and  what 
leans  for  your  core  business.  Once  you  identify  options  for 
ere  to  go,  you  should  "X-ray  your  organization  for  hidden 


assets,"  Zook  says,  and  refine  the  strategy  based  on  what  you 
find.  Only  then  can  you  push  ahead  to  mobilize  the  business 
to  head  in  a  new  direction.  A  classic,  if  overused,  example: 
Apple's  use  of  its  design  and  technology  prowess  to  launch  its 
digital-music  business. 

The  toughest  challenge,  arguably,  is  knowing  when  to 
shift  focus.  By  the  time  then-CEO  Bill  Ford  Jr.  sent  around  a 
memo  last  September,  calling  his  company's  business  model 
"no  longer  sufficient  to  ensure  profitability,"  life  in  Detroit 
had  been  dire  for  some  time.  Zook  cites  several  examples 
of  businesses  that  clearly  are  under  pressure,  such  as  The 
New  York  Times  Co.,  but  which  have  yet  to 
find  many  ways  to  leverage  their  strengths  into 
new  businesses.  He  also  mentions  Samsung, 
which  did  manage  to  reorient  successfully, 
albeit  by  shrinking  and  focusing  on  a  handful  of 
consumer-electronics  products. 

Zook  provides  solid,  if  hardly  ground- 
breaking, advice  for  finding  the  strengths  that 
lie  dormant  within  a  company.  These  "hidden 
assets"  normally  come  in  three  forms:  so-called 
adjacencies  to  the  core  business  (unexploited 
customer  segments,  geographic  markets,  or 
services),  support  organizations  (such  as  IBM's 
services  arm,  which  was  once  a  sideshow  to 
manufacturing),  and  noncore  businesses  or 
orphan  product  lines.  Another  possibility: 
feedback  from  customers  about  their  changing 
needs,  unique  distribution  channels,  or  areas 
of  production  expertise.  Here,  in  a  story  also 
used  in  earlier  books,  he  tells 
how  American  Express  targeted 
distinctive  groups  of  high- 
spending  customers. 

It  all  sounds  so  logical,  and 
yet  the  majority  of  companies 
that  attempt  to  redefine  their 
core  businesses  don't  succeed. 
By  the  time  they  get  the  energy 
to  shift  priorities,  they  may  be 
already  stagnant  or  mired  in 
crisis.  As  Zook  says:  "Only  one 
^^^^^^^^~  in  10  companies  achieves  even 

a  modest  level  of  sustained 
and  profitable  growth  over  a  decade,  and  that  percentage 
is  declining  over  time  as  the  growth  cycle  speeds  up." 
Daunting  words  in  a  book  about  becoming  "unstoppable." 
But  Zook  offers  some  hope  in  saying  that  the  solutions 
are  usually  within  an  executive's  sight.  It's  just  a  matter  of 
shifting  focus— talking  to  customers,  looking  for  new  ways  of 
differentiation,  and  seeking  fresh  product  perspectives— to 
make  the  changes  that  get  you  back  on  the  road  to  growth.  ■ 

-By  Diane  Brady 
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IdeasFaceTime 

WITH  MARIA  BARTIROMO 


Eli  Broad  on  the  Art  Bubble 


IN  THE  SPAN  of  a  50-year  career  in  business, 
Eli  Broad  built  two  major  companies  from 
the  ground  up:  SunAmerica  and  KB  Home. 
Recently,  he  and  California  billionaire  Ron 
Burkle,  who  is  getting  involved  in  the  bidding 
for  Dow  Jones,  made  a  run  at  Tribune  Co.  be- 
fore it  was  snapped  up  by  another  former  real 
estate  mogul,  Sam  Zell.  At  lunch  and  then  in 
a  later  interview,  Broad  ruminated  on  the  siz- 
zling art  market,  the  housing  slump,  the  hunt 
for  Dow  Jones,  and  a  world  awash  in  liquidity. 

You  are  one  of  the  world's  great  art  collectors,  and  prices  are 
soaring.  Is  there  a  bubble? 

We  may  be  developing  a  bubble,  especially  in  contemporary 
art.  And  if  hedge  fund  managers  and  others  start  doing  very 
poorly,  I  don't  know  where  the  money  is  going  to  come  from 
to  sustain  this  overheated  contemporary  art  market. 

Who's  buying  all  of  this  art? 

One,  Europeans  are  buying  more  because  of  the  weak 
dollar.  Two,  hedge  fund  managers  have  put  billions 
into  art.  And  they're  paying  record  prices. 

What  about  the  Russians  and  Middle  Eastern 
money? 

Yes,  to  some  degree.  But  I'm  not  sure  their  taste 
is  totally  in  contemporary  art  versus  others. 

So  it's  really  contemporary  art  that  has  seen 
prices  skyrocket. 

Yes,  contemporary  art  has  been  ahead  of  the 
pack,  as  far  as  appreciation,  by  big  numbers. 
You  know,  Old  Masters  haven't  gone  up  very 
much  at  all.  But  look  at  [contemporary] 
artists— a  Jean-Michel  Basquiat  brought 
in  $18  million  at  Sotheby's,  whereas  we 
bought  [one  of  his]  works  in  1982  for 
$5,000.  If  you  compare  that  with  what 
Old  Masters  are  fetching  at  auction,  you 
scratch  your  head.  It  gets  down  to  what 
people  want  to  have  on  their  walls. 
And  a  lot  of  people  are  only  interest- 
ed in  contemporary  art  because 
there's  a  social  cachet  to  it. 


You  co-founded  KB  Home,  formerly  Kaufman  &  Broad.  Wher 
are  we  in  the  housing  cycle? 

Remember  now,  I  left  there  15  years  ago.  But  my  observati 
is  we  haven't  quite  bottomed  out  yet.  We  don't  have  sucl 
thing  as  one  national  housing  market.  The  high-end  markei 
Manhattan  and  the  high  end  on  the  west  side  of  Los  Ange 
are  strong,  but  most  other  markets  are  either  flat  or  are  goi 
to  continue  to  weaken. 

Are  you  surprised  that  the  weakening  hasn't  had  more  of  an 
impact  on  the  economy? 

I  think  it's  too  early  to  tell.  You  know,  there's  a  multiplier  efft 
If  people  stop  buying  homes,  it  affects  furniture  and  all  so 
of  different  things. 

You  were  pursuing  Tribune,  owner  of  the 
Los  Angeles  Times.  Now  News  Corp.  is  goin 
after  The  Wall  Street  Journal.  What's  behii 
the  interest  in  newspapers? 

Every  situation  is  different.  Our  inter 

in  the  Los  Angeles  Times  was  we  though 

would  do  better  under  local  ownership. 

saw  it  as  a  civic  trust,  so  to  speak.  It  was 

totally  economic.  On  the  other  hand,  Rups 

Murdoch  thinks  The  Wall  Street  Jo 

nal  ought  to  be  part  of  Ne 

Corp.  because  he  sees  gr 

opportunity  there. 

What  do  you  think  about  al 
the  private  equity  money 
sloshing  around  and  the 
action  in  global  markets? 

We've  had  the  perfect  stoi 

low  interest  rates,  easy  cr 

it— I've  never  seen  banks 

lenient  in  their  lending 

private  equity  firms  for  1 

eraged  buyouts.  Same  th: 

in  mortgage  credit.  I  a 

see  how  this  can  contin 

We  haven't  yet  seen  deals 

any  size  that  have  gone  bt 

But  there  will  come  a  daj 

reckoning,  and  we're  all 

mg  to  sober  up. 

Maria  Bartiromo  is  the  anc 
of  CNBC  s  Closing  Bell. 
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BY  JACK  AND  SUZY  WELCH 


Own  Up  to  Getting  Sacked 


In  my  previous  job  I  was  one  of  those  cases  where  I  supposedly 
"resigned"  but  was  really  sort  of  fired.  What  do  I  tell 
prospective  employers  when  they  ask:  "Why  did  you  leave  your 
old  job?" 

-Anonymous,  Hartsburg,  Mo. 

Welcome  to  a  club  with  thousands  upon  thousands  of 
members— virtually  none  of  them  card-carrying!  After  all, 
who  wants  to  admit:  I  was  asked  to  leave  because  I  was  in 
over  my  head  and  couldn't  deliver?  Or:  I  jumped  before  I 
was  pushed  because  my  boss  and  I  just  couldn't  get  along? 
Or:  They  told  me  I  was  never  going  to  be  promoted  and  gave 
me  six  months  to  look  around?  The  fact  is,  irreconcilable 
differences  happen  all  the  time  at  work,  but  most  people 
want  to  act  as  if  the  situation  never  happens  to  them.  And  so 
when  they  get  out  there  on  the  job  market,  their  impulse  is 
to  answer  the  inevitable  "What  happened?"  question  with 
make-nice  mumbo-jumbo  about  bad  fit  or  a  burning  desire 
for  new  challenges. 

Such  "excuses"  may  have  an  element  of  truth  to  them. 
Sometimes  a  boss  or  company  situation  is  so  untenable  you  just 
have  to  get  out,  and  sometimes 
a  job  is  too  small  for  the  person 
who  holds  it  or  is  the  wrong  fit. 
And  of  course,  no  one  wants 
to  burn  bridges,  so  a  certain 
ambiguity  around  why  you  left 
may  seem  like  the  only  approach. 

But  most  prospective 
employers  take  vague,  generic 
departure  stories  for  what 
they  can  be:  warning  bells 
that  a  candidate  is  hard  to 
get  along  with,  an  inveterate 
underperformer,  or  a  career  HaHBaaHB 

dilettante.  Which  is  why  there 
is  a  much  better  way  out  of  the 

common  hiring  bind  you  find  yourself  in:  full  ownership.  You 
need  to  say,  "here's  why  I  left,  here's  how  I  was  responsible 
for  the  breach,  and  here's  what  I  learned  from  the  experience 
that  will  make  me  a  better  employee  for  you."  Don't  pass 
blame.  And  just  as  important,  don't  play  the  victim. 

Make  no  mistake.  We're  not  suggesting  you  pour  out  every 
detail  of  your  job  implosion.  We're  just  promoting  a  perhaps 
counterintuitive  level  of  specificity.  We  have  a  friend  who, 
after  12  years  with  the  same  company,  was  asked  to  move 
on  because  he  couldn't  deal  effectively  with  direct  reports 
who  weren't  delivering  and  he  just  couldn't  cut  costs  in  his 
operations,  even  in  the  midst  of  a  downturn. 
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Ifyouwantto 
get  hired 
after  being 
fired,  skip  the 
make-nice 
mumbo-jumbo 
about  "bad  fit" 


Interestingly,  our  friend  didn't  respond  to  his  firing  qui 
the  way  you'd  expect.  Most  people  in  his  position  become  j 
defensive  and  depressed,  entering  a  state  we  call  "vortex  c 
defeat,"  in  which  lack  of  self-confidence  feeds  upon  itself 
in  a  downward  spiral.  By  contrast,  our  friend  took  full 
accountability  for  what  occurred.  He  looked  prospective 
employers  in  the  eye  and  told  them:  "I'm  sitting  here  witr 
you  because  I  didn't  have  the  guts  to  move  out  employees  ~ 
who  couldn't  meet  their  numbers,  and  I  tweaked  costs 
instead  of  taking  the  full-bore  approach  that  was  necessar 
But  I  can  assure  you,  those  mistakes  won't  happen  again, 
me  prove  it  to  you." 

Within  weeks,  someone  did.  And  chances  are  someone 
for  you,  too— with  full  ownership.  Granted,  your  "history5 
will  not  vanish.  It's  risky  to  hire  someone  who,  for  all 
intents  and  purposes,  was  fired.  Worse,  it's  hard  to  explain 
upstairs.  But  your  candor  and  self-awareness  will  be  the 
counterbalance.  Maybe  not  on  your  first  job  interview,  but 
eventually— when  you  bump  into  one  of  the  legions  of  pec  j 
who  have  been  there,  just  like  you. 

What  do  you  think  of  executive  search  consultants? 

-Bill  Bryan,  New '  I 


Ideally,  a  company  has  a  training  program,  consistent 
coaching,  and  succession  planning,  and  as  a  result,  it 
primarily  promotes  from  within.  What  better  way  to  give 
employees  a  sense  of  opportunity,  not  to  mention  foster 
speedier,  more  successful  job  transitions? 

Reality,  of  course,  doesn't  work  that  way.  Many  compar 
consider  management  development  more  of  a  chore  than 
priority  it  should  be.  Still  other  companies  just  don't  have 
enough  talent.  They're  expanding  into  new  businesses  wr 
they  have  no  expertise,  or  they're  too  small  to  have  a  bene 
or  their  boards  have  been  sleeping  and  can't  come  up  wid 
slate  of  internal  CEO  candidates.  And  so  it  happens,  they  i 
help  looking  for  help. 

That's  why  executive  search  consultants  exist.  Yes,  they 
expensive.  Certainly  they  can  slow  down  the  hiring  procef 
And  all  too  easily  they  can  become  a  crutch.  But  while 
internal  promotions  should  always  be  the  first  line  of  defe 
in  today's  hypercompetitive  business  environment,  there'; 
no  reason  to  give  up  a  good  offense,  too.  Executive  search 
consultants  can  give  you  just  that.  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  the 
afthewelchway@businessweek.com.  For  their  weekly  poda  j 
go  to  businessweek.com/search/podcasting.htm. 
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Ihallenge#4: 

eliver  business  intelligence  that  inspires  everyone,  even  your  CEO. 


Solution: 

typerion — your  management  system  for  the  global  enterprise. 

lere's  the  paradox:  If  you  give  every  department  the  Bl  they  want,  nobody 
ets  the  Bl  they  really  need.  So  how  do  you  transform  Bl  into  a  strategic  tool 
tat  guides  the  enterprise  at  every  level?  Only  Hyperion®  System™  9  BI+™ 
>ts  you  produce,  manage  and  deliver  strategic  Bl  that  integrates  your 
nancial  and  operational  data.  The  result:  information-rich  reports  that 
How  management  to  more  accurately  predict  the  future.  More  insights, 
;wer  reports.  Isn't  that  what  smart  Bl  is  all  about? 


2007  Hyperion  Solutions  Corporation.  All  rights  reserved. "Hyperion,"  the  Hyperion  logo,  and  Hyperion's  product  names 
products  use  trademarks  owned  by  the  respective  companies  and  are  for  reference  purpose  only. 


FIND  OUT  HOW  TO  PUT  THE  BUSINESS 

IN  BUSINESS  INTELLIGENCE. 

Go  to  http://smartbi.hyperion.com 


#  Hyperion 

The  future  in  sight 


are  trademarks  of  Hyperion.  References  to  other  companies  and  their 
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The  vulnerability  of  your  business 

is  connected  to  the  enormity  of  your  IT  infrastructure 
is  connected  to  an  accurate  assessment  of  the  risks  involved 
is  connected  to  solutions  that  manage  security,  availability,  and  compliance 
is  connected  to  Symantec  Global  Services  for  results  that  shine 
from  assembly  line  to  the  bottom  line. 


Manage  IT  risk  and  cost  across  your  entire  operation  with  the  unmatched  expertise  of  Symante 

The  first  step  in  dealing  with  IT  risk  is  to  quantify  it  precisely.  Our  expert  assessments  quickly  give  you  the  necessary 
input  to  select  the  appropriate  solution  to  fit  your  needs  and  budget.  And  once  IT  risk  is  mitigated,  the  cost  advantage 
throughout  your  enterprise  can  be  dramatic.  Realize  the  potential  in  your  operation  with  the  help  of  the  Global  Servic 
team  from  Symantec.  To  contact  a  representative  call  1-877-870-5700  or  visit  symantec.com/confidence 
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lissan's  VQ  engine  has  been  named  one  of  Ward's 
10  Best  Engines"  for  the  13th  year  in  a  row.*  The 

laxima's  255-hp  V6  engine  delivers  awesome  power,  torque 
id  brilliant  throttle-response  in  any  speed  range.  Cementing 
3  place  in  the  winners'  circle  yet  again.  To  learn  more,  visit 
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BusinessWeekconl 

Updated  every  business  day,  BusinessWeek  magazine  is  available  online  free  to 
subscribers:  Go  to  businessweek.com  to  register.  Find  links  to  the  online-only  highlights 
below  at  businessweek.com/magazine/content/07_26/online.htm. 


All  the  News,  Twice  a  Day 

Everyone  wants  to  keep  up  with  important  business  events. 
But  who  has  the  time  to  read  all  those  newspapers,  magazine 
and  blogs,  still  do  their  job,  and  make  it  home  before  dawn 
the  next  day?  BusinessWeek's  new  Executive  Summary  will  cut 
through  the  clutter  and  help  keep  you  keep  abreast  of  the  mo 
significant  stories  from  around  the  globe.  From  the  latest  on 
Rupert  Murdoch's  $5  billion  play  for  The  Wall  Street  Journal 
to  the  buzz  surrounding  Apple's  soon-to-be-available  iPhone 
to  news  about  a  new  low  for  the  Japanese  yen,  you'll  get 
essential  information  to  prepare  you  for  the  business  day  ahead- 
ami  keep  you  ahead  of  the  curve  as  the  day  goes  on.  And  if 
you  want  to  check  out  the  full  story,  it's  only  a  click  away. 
An  early  edition  of  the  summary  is  posted  every  weekday  by 
6  a.m.  U.S.  East  Coast  time,  with  an  afternoon  update 
available  by  3  p.m.  To  check  out  our  Executive  Summary, 
go  to  businessweek.com/executivesummary. 


OUR  NEW  COMPANIES  CHANNEL:  BusmessWeek.com's  Company  Insight  Center 
serves  up  data  on  more  than  350,000  public  and  private  companies  worldwide. 
Research  compensation,  biographies,  and  board  relationships  on  more  than  1  million 
executives.  Find  stock  quotes  and  charts,  financials,  and  key  competitors  as  well  as 
up-to-the-minute  industry  news.  Go  to  investing.businessweek.com. 


BusinessWeek  weekend 


GRAB  YOUR  TV  CLICKER  THIS  WEEKEND  FOR:  Housing  slump:  Harvard's  study  on  lower  prices  and 
affordabihty  I  Tips  on  buying  an  iPhone  I  Summer  travel  deals  I  Beach  reading  I  Review  of  golf  gadgets  I 
Check  your  local  TV  listings  for  program  dates  and  times.  For  video  clips,  go  to  businessweekweekend.ee 
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investment  options 


people  who  want 

to  expand 

their  horizons 


If  you  want  to  optimize  the  numbers  in  your  investment  portfolio  -  and  maximize  the  number  of  stamps  in  your 
passport  -  Northern  Trust  will  help  get  you  there.  Our  investment  approach  starts  with  strategic  asset  allocation  and 
includes  multifaceted  solutions  such  as  alternative  investments,  enhanced  indexing  and  multi-manager  programs. 
As  one  of  the  world's  largest  asset  managers,  our  clients  look  to  us  to  deliver  a  comprehensive  investment  program 
that  drives  their  overall  financial  plan.  So  you  can  expand  your  portfolio  as  well  as  your  horizons.  To  learn  more  about 
our  investment  solutions,  call  800-468-2352  or  visit  northerntrust.com. 


Northern  Trust 


Private  Banking     |     Asset  Management     |     Financial  Planning     |     Trust  Services     |     Estate  Planning  Services     |     Business  Banking 
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You've  got  Small  Caps.  You've  got  Large  Caps.  Bi 
what  about  that  gaping  hole  in  the  middle? 


<; 


irii 

Some  things  don't  work  without  a  middle.  Bridges.  Movies.  And,  if  you  ask  us,  investment  portfolios.  The  fa 
is,  if  you  don't  have  the  middle  of  the  market  covered,  you're  leaving  yourself  wide  open.  Which  is  why  there's  ti^ 
K%mr\\*     MidCap  SPDR.^  It's  an  ETF  that  gathers  together  the  precise  middle  of  the  market.  And  then  le-\ 
____j5_JL_     you  buy,  hold  and  sell  it  just  like  a  stock.  So  stop  treating  the  middle  of  the  market  like  the  midd 
of  nowhere.  Visit  midcapspdr.com  and  fill  that  gap  in  your  portfolio. 

SPDR 

State  Street  Global  Advisi  iat 


flf 


Precise  in  a  world  that  isr, 


£-,  — ,  Before  investing,  carefully  consider  the  funds'  investment  objectivi 

iTATP     iXRFFT  ^     risks,  charges  and  expenses.  To  obtain  a  prospectus,  which  contains  ti 

^       ^^  ^llvljL1  >  and  other  important  information,  call  1.866.787.2257.  Read  it  careful 

ETFs  trade  like  stocks,  are  subject  to  investment  risk,  including  short  selling  and  margin  account  maintenance,  and  will  fluctuate  in  market  val 

The  "SPDR,"  S&P  MidCap  40TP  and  MidCap  SPDR;'are  trademarks  of  The  McGraw-Hill  Companies,  inc.  ("McGraw-Hill")  and  are  used  under  license  from  McGraw-Hill.  No  finan 
product  offered  by  State  Street  Global  Advisors,  a  division  of  State  Street  Bank  and  Trust  Company,  or  its  affiliates  is  sponsored,  endorsed,  sold  or  promoted  by  McGraw-i 
ALPS  Distributors,  Inc.,  a  registered  broker-dealer,  is  distributor  for  the  MidCap  SPDR  Trust,  a  unit  investment  trust. 
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TED  BY  DEBORAH  STEAD  AND  MICHAEL  ARNDT 


"[It]  is  so  far  offthe  scale,  it 
defies  any  attempts  to  make 
sense  out  of  it." 

-David  Menlow,  president  of  research  firm  IPO 

Financial  Network,  on  the  bonanza  awaiting  Biackstone 

Group  Chief  Executive  Stephen  Schwarzman  when  the 

private  equity  firm  goes  public  in  the  coming  months,  as 

reported  by  The  Washington  Post. 


JYER'S  GUIDE 


we  Things 
b  Know  About 
lie  iPhone 


ERE  CAN  I  GET  ONE? 

j iPhone  goes  on 
3  at  6  p.m.  on  June 
in  AT&T  (formerly 
gular)  stores,  Apple 
lets,  and  the  Apple, 
i  Web  site.  If  a  store 
3ld  out,  you  can  still 
'  a  phone  (and  select 
an)  for  later  pickup 
lelivery.  Officials  at 
companies  believe 
ill  be  available  to 
one  who  wants 
by  the  end  of  July, 
h  AT&T  and  Apple 
hiring  additional 
f  to  handle  the  early 
sh  of  sales.  But  as 
)le  has  been  training 
itore  and  telephone 
port  staff  since 
y  to  walk  customers 
)ugh  the  iPhone's 
try  features,  you  may 
it  to  head  there  first. 
:se  folks,  after  all, 
let  you  play  with 
gear. 


WHO'S  IT  FOR? 

The  iPhone  is  being 
sold  as  an  all-in-one 
replacement  for  your 
iPod,  BlackBeny, 
and  digital  camera. 
Someday  it  may  be 
just  that.  But  $499  is  a 
lot  to  spend  for  only  4 
gigabytes  of  memory. 
And  don't  forget  the 
$60  a  month  you 
may  pay  for  service 
and  a  data  plan.  Such 
an  expensive  device 
should  appeal  to 
gadget  lovers  who 
want  to  connect  to 
their  corporate  e-mail 
and  other  serious  work 
applications,  though 
typing  may  be  awkward 
on  the  virtual  keyboard. 
The  phone  allows  you 
to  grab  personal  e-mail 
from  services  such  as 
Google  and  Yahoo!, 
but  security  issues  may 
prompt  big  employers 
to  prevent  access  to 
corporate  accounts. 
Ask  your  IT  folks  if  they 
have  a  plan.  And  there's 
no  easy  way  to  sync  up 
with  Microsoft  Outlook 
e-mail. 


SHOULD  I  WAIT 
UNTIL  THEY  WORK 
OUT  THE  KINKS? 

There  are  sure  to  be 
glitches  in  this  first 
version.  The  good 
news:  Apple  plans 
automatic  updates  you 
can  download  when 
you  sync  the  phone  with 
iTunes.  Slow  connection 
speeds  will  be  mitigated 
by  built-in  Wi-Fi  that 
lets  you  Web-surf  at 
broadband  hotspots. 


WHAT  IF  I  GET  IT  HOME 
AND  DON'T  LIKE  IT? 

AT&T  usually  offers 
30-day,  no-questions 
returns,  but  here  it's 
deferring  to  Apple's 
14-day  return  policy. 
Wireless  service 
problems  should  be 
directed  to  AT&T; 
Apple  will  handle  most 
hardware  and  software 
issues.  Ask  about 
warranty  coverage;  it 
is  usually  limited  to  90 
days  and  doesn't  cover 
breakage.  Apple  sells 
extended  warranties. 


HOW'S  IT  COMPARE 
WITH  OTHER  HIGH-END 
PHONES? 

The  upside:  The 
iPhone's  "multi- 
touch"  screen  is 
simplicity  itself, 
ditching  mechanical 
buttons  to  free  up 
screen  space.  The 
display  adjusts  to  save 
power.  The  downside: 
iPhone  is  locked  in 
to  AT&T's  network. 
Roaming  fees  can  pile 
up  if  you're  on  other 
GSM  networks,  such 
as  Rogers  Wireless  in 
Canada  and  Orange  in 
Europe.  You  may  not 
get  a  data  connection 
everywhere.  And 
the  battery  isn't 
replaceable,  so  keep  a 
charger  handy. 

-Cliff Edwards 


BusinessWeek  weekend 


TELEVISION  For  more  on 
buying  an  iPhone,  watch 
BusinessWeek  Weekend.  To 
see  video  clips  or  find  local 
listings  by  Zip  Code,  go  to 
businessweekweekend.com. 
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REWIND 

ROADBLOCKS 
AHEAD FOR 
INVESTORS? 

AS  BRIDGES,  roads,  and 
other  parts  of  America's 
infrastructure  are 
increasingly  privatized, 
they've  become  a  hot 
commodity  on  Wall  Street 
(BW— May  7).  Now  some 
Democrats  on  the  Hill  are 
trying  to  check  the  trend,  in 
which  investors  pay  into  the 


SKILL-BUILDING 


billions  for  leases  on  assets 
like  the  Chicago  Skyway  or 
the  Indiana  Toll  Road  in 
exchange  for  the  cash  flows 
from  tolls  and  other  user  fees. 

On  June  4,  two  key 
Democrats  on  the 
House  Transportation  & 
Infrastructure  Committee 
issued  a  report  asserting 
that  such  public-private 
transportation  partnerships 
"can  supplement— but 
not  provide  a  substitute 
for— public  investments." 
Committee  Chairman  James 
Oberstar  (D-Minn.)  and 


THE  GAMES  MANAGERS  PLAY 


THAT  COLLEAGUE  who  sneaks 

online  to  play  games  during 
work  just  might  be  your 
boss  someday.  According  to 
a  new  study  by  IBM,  some 
multiplayer  games  teach  skills 
needed  to  manage  a  modern 
multinational. 

The  computer  giant  hired 
software  maker  Seriosity  to 
watch  people  play  hundreds 
of  hours  of  games  where 
leadership  is  required.  IBM 
also  surveyed  more  than 
200  players  among  its  own 
managers.  The  finding: 
Those  immersed  in  online 
worlds  linking  millions  o' 
participants,  such  as  Wc 
ofWarcraft.getgoodat 
gathering  information  from 


far-flung  sources,  assessing 
risk,  and  moving  quickly  to 
the  next  challenge.  IBM  says 
the  study,  to  be  released  on 
June  15,  shows  such  games 
could  be  "management  flight 
simulators"  for  those  trying  to 
lead  global  teams. 

IBM  has  good  reason  to 
stress  the  positives  of  online 
gaming.  It  has  been  fashioning 
itself  as  the  go-to  consultant 
for  businesses  considering 
using  games,  with  more  than 
250  clients.  Come  September, 
it  will  launch  its  own  game  for 
companies,  lnnov8,  which  lets 
rs  test  their  hands  at,  say, 
iigning  a  call  center.  And 
you  thought  golf  was  the  way  to 
get  ahead.       -A/7;  McConnon 


Roads 
Riches 


Representative  Peter  DeFazio 
(D-Ore.)  called  on  states  to 
protect  the  public  from  price 
gouging  and  ensure  that 
state  revenues  garnered  from 
such  deals  are  used  solely 
for  transportation.  They  also 
want  to  shorten  lease  periods, 
which  can  run  to  99  years. 

Experts  estimate  that 
$100  billion  worth  of  public 


property  could  change  han 
in  the  next  two  years.  But 
the  Democrats'  stance- 
backed  by  the  trucking 
industry,  which  fears  rising 
tolls— could  be  a  political 
roadblock  for  investors  like 
Goldman  Sachs,  which  has 
raised  a  multibillion-dollar 
infrastructure  fund  to  purs 
such  deals.       -Eamonjavi 


SPORTING  PLASTIC 

TAKE  ME  OUT  WITH  A  GIFT  CAR! 

THIS  FATHER'S  DAY,  Major  League  Baseball  is  hoping  the  kids 
skip  ties  and  tools  for  plastic.  Teaming  up  with  gift-card  tita. 
Blackhawk  Network,  baseball  is  marketing  $25  and  $50  car 
to  be  used  toward  tickets,  merchandise,  and  concessions 

Blackhawk,  a  unit  of  Safeway,  already  distributes  gift  care 
for  Visa  and  more  than  225  retail  brands,  including  Macy's, 
Best  Buy,  and  Starbucks.  Problem  is,  sales  are  seasonal:  Mo 
than  40%  come  in  November  and  December.  (The  gift  card 
industry  as  a  whole  gets  about  30%  of  its  sales  in  the  holida 
months,  according  to  Mercator  Advisory  Group.)  Cards  for 
pro  sports  could  spread  out  those  sales,  says  Jim  Strabo,  vie* 
president  for  Blackhawk's  sports  initiative. 

Blackhawk  offers  an  MLB  card  that  can  be  used  leaguewi 
It  has  also  struck  deals  with  the  NBA,  NFL,  NHL,  and  Major 
League  Soccer,  expecting  a  majority  of  teams  in  each— exce] 
the  newest,  MLS— to  sell  cards  by  yearend 
Available  through  team  Web  sites  ai^ 
retailers,  and  redeemable  online  or 
at  games,  the  cards  can 
double  as  a  marketin 
tool.  The  San  Francis 
Giants  gives  them  to 
season  ticket  holders 
and  groups  and  ma) 
use  them  as  vouchei 
for  rained-out  garr 
Ken  Logan,  the 
Giants'  IT  directo 
says  2006  gift  ca 
sales  topped  $1 
million.  The  care 
he  says,  are"  a  gi 
opportunity  to  ge 
the  brand  buzzing  I 
year  round." 


12  I  BusinessWeek  I  June  25.  2007 


;; 


-Elizabeth  Wo 


Jeff  Weinstein 

Founder  and  CEO, 

The  Counter  Restaurants 

Custom  built  burgers 


Ask  Jeff  Weinstein  Why  He  Loves  His  BlackBerry 

"The  Counter  offers  over  300,000  burger  combinations.  I've  seen  people  put  some  pretty  crazy 
toppings  on  their  burgers  and  that's  fine  with  me.  We're  moving  into  an  age  of  customization. 
That's  what  inspired  The  Counter  Restaurants.  It's  like  my  BlackBerry.®  I  can  set  it  up  how  I  want. 
It  really  is  all  about  the  individual.  And  as  our  restaurant  concept  expands  nationally,  my  BlackBerry 
is  helping  me  build  my  business  on  my  own  terms." 

Find  out  how  BlackBerry  can  help  you  live  a  larger  life  at  www.blackberry.com/ask. 
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37  Research  In  Motion  Limited.  All  Rights  Reserved.  The  BlackBerry  family  of  related  marks,  images  and  symbols  are  the  exclusive  properties  and  trademarks  of  Research  In  Motion  Limited. 
:n  image  is  simulated.  Check  with  service  provider  for  service  plans  and  supported  features. 


O.K.  KIDS, 
NAME 
THAT  CHIP 

NACHO CHEESE,  Cool  Ranch... 

X-13D?  The  mysterious  name 

is  on  packages  of  the  latest 

flavor  of  Doritos,  which  hit 

stores  last  month.  Following 

its  user- created  Super 

Bowl  ads  earlier  this 

year,  Doritos  is  asking  consumers  to  name 

the  new  product— which  tastes  a  bit  like  a 

mayo-sauced  cheeseburger— by  submitting 

suggestions  on  the  Web. 

The  promotion  is  all  about  enticing 
teenagers  and  spreading  Dorito  buzz  online, 


says  Ann  Mukherjee,  vice- 
president  for  marketing  at 
Frito-Lay.  To  spark  curiosity, 
Doritos  sold  the  black  bags  of 
chips  on  eBay  two  weeks  ahead 
of  shipping  them  to  stores. 

With  100,000  suggestions 
so  far  (Cheeseburgeritos, 
anyone?),  Doritos  says  it  hasn't 
decided  whether  it  will  use  any 
of  them— or  even  if  it  will  re- 
release  the  flavor  after  the  5 
million-bag  shipment  sells 
out.  Sparking  consumer 
involvement  is  the  point,  says  Mukherjee. 

If  s  savvy  marketing,  says  Jeff  Jaffe,  president 
of  consultancy  Crayon.  "This  partners  with 
the  consumer,"  he  says,  "and  puts  the  product 
front-and-center  as  the  hero." 

-Burt  Helm 


BLOGSPOTTING 

CHINA  SYNDROM' 

benross.net/wordpress 

»  BENJAMIN  ROSS  of  Kansas 

City  went  to  China  in  2004 1 
teach  English  and  stayed  to 
immerse  himself  in  Chinese 
life.  His  blog— sprawling  as  t  i 
southeastern  province  of  Fuji; 
where  he  lives— gives  a  real 
feel  for  what  has  and  hasn't 
changed  in  China.  From  his 
perch  at  the  barber  shop  whe 
he's  a  trainee  (a  monthlong 
gig),  Ross,  who  also  writes  fi 
online  journal  Orbus  Invest 
delivers  some  keen  insights 
on  China's  working  class. 

-Kristen  La 


OUTSOURCING 

HELLO, 
INDIA?  ER, 
DES  MOINES? 

MOST  CALL  CENTERS  catering 
to  American  customers  are 
in  the  U.S.,  not  overseas, 
contrary  to  what  many  people 
may  think.  That's  just  one 
finding  in  a  new  study— the 
largest  ever-of  2,500  call 
centers  in  17  countries. 

Led  by  Cornell  University, 
the  survey  shows  that  most 
call  centers  serve  their  own 
domestic  markets.  India  is 
an  obvious  exception,  with 
73%  serving  foreigners. 
(Indian  centers  also  average 
741  employees,  compared 
with  96  to  396  in  the  U.S., 
depending  on  the  sector.)  "The 
kinds  of  calls  that  are  going 
offshore  continue  to  be  very 
simple  transactions,"  says 
Rosemary  Batt,  professor  of 
human  resource  studies  at 
Cornell  and  a  lead  author  of 
the  report. 

Here's  a  sampling  of  what 
else  the  researchers  found 
about  the  world  on  the  other 
end  of  the  line.    -Kerry  Miller 


*\ 
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I  TWO-THIRDS  of  call  centers  75%  predominantly  serve  49%  provide  service 

are  run  in-house  mass-market  customers  ■  21%  conduct  sales 

■  30%  do  both 


U.S.  India 

>ln-house 


Data:  The  Global  Center  Report.  Cornell  University,  University  ot  Sheffield.  Britain;  Working  Life  Research  Center,  Austria. 
Countries  participating  in  survey:  Austria,  Brazil,  Canada,  Denmark,  France,  Germany,  India,  Ireland,  Israel,  Netherlands, 
Poland,  South  Africa,  South  Korea,  Spain,  Sweden,  Britain,  and  the  U.S. 
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How  low-cost  money  market  funds  can  help  you 
keep  more  of  your  cash 


See  the  difference  lower  costs  can  make  at 
www.vanguard.com/moneymarket 


Connect  with  us*  >  800-962-5234 


Vanguard' 


ill  for  a  prospectus,  which  includes  investment  objectives,  risks,  charges,  expenses,  and  other  information, 
sad  and  consider  it  carefully  before  investing.  An  investment  in  a  money  market  fund  is  not  insured  or 
manteed  by  the  Federal  Deposit  Insurance  Corporation  or  any  other  government  agency.  Although  a  money 
arket  fund  seeks  to  preserve  the  value  of  your  investment  at  $1  per  share,  it  is  possible  to  lose  money  by 
vesting  in  such  a  fund. 

107  The  Vanguard  Group,  Inc.  All  rights  reserved.  Vanguard  Marketing  Corporation,  Distributor. 
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TV  GUISE 

HOT YOUNG 
CEOS  WITH 
TIME  TO  BURN? 

AMERICANS  CAN'T  get 

enough  TV  shows  about  cops 
and  docs.  Suits  are  another 
matter.  The  $treet,  a  stock- 
trader  drama,  was  canceled 
after  12  episodes  on  Fox  in 
2001.  Still,  ABC  will  try  the 
corporate  setting  with  this 
fall's  Big  Shots,  an  hour-long 
drama  series— airing  on 
Thursday  nights  after  the 
popular  Grey's  Anatomy— 
about  the  professional  and 
personal  problems  of  a 
quartet  of  CEOs. 

Creator  Jon  Harmon 
Feldman,  a  writer  and 
producer  for  The  Wonder 
Years  and  Dawson's  Creek,  has 
the  show's  CEOs  run  outfits 
with  real-enough  names. 
James  (Michael  Vartan, 
formerly  of  Alias)  heads  up 
Amerimart,  a  thinly  disguised 
Wal-Mart,  and  Duncan 
(Dylan  McDermott,  ex-star  of 
The  Practice)  runs  Reveal- 
think  Re  vlon— Cosmetics. 
Then  there's  Karl  (onetime 
West  Wing  actor  Joshua 


Malina):  He's  chief  of  Fidelity 
Pharmaceuticals,  which,  in 
one  scene,  has  a  problem 
with  a  Viagra  shipment. 
The  only  CEO  who's  not  at 
a  giant  corporation,  Brody 
(comedian  Christopher 
Titus),  heads  his  own 


consultancy,  Alpha.  "I 
thought  it  was  great  to  not 
have  to  do  another  doctor 
or  lawyer  show,"  Feldman 
says.  "I  wanted  to  be  10 
years  ahead."  (He  may  have 
competition  sooner:  Doug 
Ellin,  who  created  HBO's 


Entourage,  is  planning  a 
series  for  the  cable  network 
about  a  hedge  fund  tycoon.) 

Snippets  of  the  show 
provided  by  ABC  contain  son 
dialogue  that  might  pass  for 
C-suite  talk:  murmurs  about 
insider-trading  charges  in  a 
crowd  scene  and  a  reference 
to  Herb  Allen's  annual  Sun 
Valley  conference.  Still,  this 
is  Hollywood.  All  the  Big 
Shots  are  in  their  late  30s. 
(According  to  executive 
search  firm  Spencer  Stuart, 
the  median  age  of  CEOs  of 
S&P  500  companies  hovers 
around  55.)  And  buff.  Their 
fictional  jobs  allow  enough 
gym  time  for  them  to  look 
great  lounging  poolside  at 
the  country  club  they  use 
as  a  refuge  from  work  and 
wives.  As  they  talk  about 
their  steamy  personal  lives, 
they  occasionally  morph  into 
Desperate  Husbands.  (Charlr 
McDougall,  a  Desperate 
Housewives  director,  did 
this  show's  pilot.)  Feldman 
makes  no  apologies  for 
taking  liberties.  "If  s  not  a 
documentary,"  he  says.  "Is 
there  a  hospital  with  doctors 
who  look  like  the  cast  of  Gre*c 
Anatomy?' 

-Reenaja 


QUESTION  OF  THE  WEEK 

With  Apple's  feature-laden  iPhone  about  to  launch,  we  ask:  What  have  mobile  makers  overlooked? 


"The  mobile  carriers  should  open 
their  networks  so  our  phones  can  add 
software  as  easily  as  our  PCs  can." 

-Esther  Dyson,  chairman,  EDventure 


"I'd  like  a  subscription  plan  that  provides 
a  new  phone  every  three  months  and 
recycles  the  old  phone  somehow— sort  of  a 
steak-of-the-month  club  for  geeks." 

-John  Maeda,  associate  research  director,  Mil  Media  Lab 
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"I  think  a  cool  new  function 
a  phone  should  have  is 
photo  editing,  so  that  you 
can  give  a  photo  some  quick 
touch-ups." 

—Sean  Zaccheo.  17,  senior,  Birmingham 
High  School,  Lake  Balboa,  Calif. 
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Want  to  spend  more  time  grilling  steaks, 
and  less  time  on  bathroom  breaks? 

FLOMAX  may  improve  male  urinary  symptoms  due  to  BPH  in  1  WEEK. 
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Waking  up  to  go?  Straining? 

Stopping  &  starting?       Going  urgently? 
Going  often?  Weak  stream? 

Talk  to  your  doctor.  For  many  men,  FLOMAX  may  help  in  one  week. 

FLOMAX  is  approved  to  treat  male  urinary  symptoms  due  to  BPH,  also  called  enlarged  prostate. 
Only  your  doctor  can  tell  if  your  symptoms  are  due  to  BPH  and  not  another  condition  such  as 
prostate  cancer.  Common  side  effects  are  runny  nose,  dizziness  and  decrease  in  semen. 
A  sudden  decrease  in  blood  pressure  may  occur  upon  standing,  rarely  resulting  in  fainting. 
So  avoid  situations  where  injury  could  result.  If  considering  cataract  surgery,  tell  your  eye 
surgeon  you've  taken  FLOMAX.  To  learn  more,  call  866-432-9734  or  visit  4FLOMAX.com. 

If  you  can't  afford  FLOMAX,  our  Patient  Assistance  Program  may  help.  Call  800-556-83 1 7. 


FLOMAX 

TAMSULOSIN  HCI"P*"*°-'"° 
The  1-week  difference. 
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CAPSULES  0.4  MG 


IMPORTANT  PATIENT  INFORMATION 


What  is  FLOMAX? 

FLOMAX  is  a  prescription  medication  that  is 
specifically  designed  to  help  relieve  the  signs  and 
symptoms  of  benign  prostatic  hyperplasia  (BPH),  a 
condition  your  physician  may  refer  to  as  an  enlarged 
prostate.  FLOMAX  works  by  relaxing  the  prostate 
muscles  around  the  urethra,  allowing  urine  to  flow 
more  freely  out  of  the  bladder.  FLOMAX  is  NOT 
indicated  for  the  treatment  of  high  blood  pressure. 

Who  should  not  use  FLOMAX? 

You  should  not  take  FLOMAX  if  you  are  allergic  to 
tamsulosin  hydrochloride  or  any  other  component  of 
FLOMAX. 

What  should  I  be  aware  of  before  taking 
FLOMAX? 

o  An  enlarged  prostate  (BPH)  and  cancer  of  the 
prostate  cause  many  of  the  same  symptoms.  It  is 
important  that  you  see  your  doctor  first  to  rule 
out  prostate  cancer. 

o  Though  extremely  rare,  FLOMAX  and  other 
drugs  in  this  class  (alpha- 1  blockers)  have  been 
associated  with  prolonged  painful  erection 
(priapism),  which  is  unrelieved  by  sex.  If  this 
occurs,  seek  immediate  medical  attention,  since 
this  condition  can  lead  to  permanent  inability  to 
have  an  erection,  if  left  untreated. 

o  During  cataract  surgery,  a  condition  known  as 
intraoperative  floppy  iris  syndrome  (IFIS)  has 
been  observed  in  patients  treated  with  drugs  in 
this  class.  When  considering  cataract  surgery, 
inform  your  surgeon  if  you  are  taking  or  have 
taken  FLOMAX  and/or  other  drugs  in  this  class. 

o  If  you  have  had  a  serious  reaction  to  sulfa,  be 
sure  to  tell  your  doctor  before  taking  FLOMAX. 

o  FLOMAX  should  NOT  be  used  in  combination 
with  other  drugs  in  its  class  since  interactions 
may  be  expected. 

o  FLOMAX  should  be  used  with  caution  in 
combination  with  cimetidine  or  with  warfarin  (a 
drug  often  prescribed  under  the  brand  name 
Coumadin®  [Bristol-Myers  Squibb  Company]). 

Are  there  any  warnings  associated  with  the 
use  of  FLOMAX? 

FLOMAX  may  cause  a  sudden  drop  in  blood 
pressure,  especially  following  the  first  dose  or  when 
changing  doses.  Although  rare,  this  drop  in  blood 
pressure  may  be  associated  with  fainting, 
lightheadedness   or  dizziness.   Caution   should  be 


exercised  when  driving,  operating  machinery,  or 
performing  hazardous  tasks,  since  injury  could  result. 

What  are  the  most  common  side  effects  of 
FLOMAX? 

The  most  common  side  effects  are  dizziness,  runny 
nose,  and  a  decrease  in  semen.  Other  side  effects 
include  headache  and  tiredness. 

How  should  I  take  FLOMAX? 

FLOMAX  0.4  mg  capsules  are  taken  once  daily. 
FLOMAX  should  be  taken  approximately  one-half 
hour  after  the  same  meal  each  day.  If  you  stop  or 
forget  to  take  FLOMAX  for  several  days,  start  again 
with  the  0.4  mg  once-daily  dose.  If  you  were 
previously  on  a  higher  dose,  contact  your  doctor 
before  returning  to  the  higher  dose. 

Do  not  crush,  chew,  or  open  FLOMAX  capsules. 

What  about  overdosing  with  FLOMAX? 

You  should  always  take  your  medications  according 
to  the  directions  given  by  your  doctor.  If  you  think 
you  have  taken  an  overdosage  of  FLOMAX  capsules, 
contact  your  doctor  immediately. 

Still  have  questions? 

For  more  information,  ask  your  doctor  or  pharmacist,  call 
1-866-432-9734,  and/or  visit  www.4FLOMAX.com. 
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Mr.Mulally,if 
you  want  to  know 
why  you  can't 
hold  on  to  your 


customers,  give 
me  a  call." 

-David  Cohen    M 
San  Jose,  Calif.     .limLMIl^ ^pumaum,.,,,,,, 
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MULALLY  WILL  CHANGE  FORD, 
BUT  HAS  HE  ARRIVED  TOO  LATE? 

THE  UNITED  AUTO  Workers  has  been 
bleeding  Ford  dry  the  past  40  years 
("The  new  heat  on  Ford,"  News  &  In- 
sights, June  4).  Ford  and  other  U.S.  car- 
makers just  lay  back  and  took  the  path 
of  least  resistance,  letting  the  American 
consumer  pay  both  in  high  prices  and 
poor  quality.  I  got  tired  of  it  and  really 
enjoy  my  Toyota  4Runner. 

-John  Lowe  Jr. 
Cornelia,  Ga. 

I  WISH  ALAN  MULALLY  well  in  his  quest 
to  unbind  Ford's  culture.  It  will  take 
more  than  products  to  fix  the  company. 
Customer  service  and  satisfaction  will 
play  a  role  as  well.  Over  the  past  20  years, 
I  have  owned  or  leased  a  collection  of 
more  than  a  dozen  products  from  Ford 
and  its  various  divisions,  but  no  more.  I 
just  turned  in  a  Lincoln  and  a  Mercury, 
paying  off  their  leases  early  and  walking 
across  the  street  to  buy  my  next  vehicles 
from  a  different  manufacturer. 

It  is  all  because  of  a  problem  I  had 
with  one  of  those  cars.  It  needed  to  be 
towed  to  a  dealer  and  have  a  mechani- 
cal problem  resolved.  Because  I  was 


one  day  out  of  warranty— one  day— I 
was  told  that  my  problem  was  no  lon- 
ger Ford's  and  that  I  would  have  to 
pay  for  the  tow  and  the  repair.  After 
hours  on  the  phone  with  their  poorly 
named  Customer  Relationship  Center 
and  an  extremely  frustrating  exchange 
of  e-mails,  I  finally  got  them  to  agree  to 
reimburse  me  for  the  towing,  but  that 
was  as  far  as  they  would  go. 

I  am  now  driving  a  vehicle  from  an- 
other manufacturer.  That  dealer  corre- 
sponds regularly  with  me  to  check  my 
level  of  satisfaction,  jumps  to  attention 
when  something  needs  to  be  fixed,  and 
works  aggressively  to  win  my  business. 
And  by  the  way,  more  than  two  months 
later,  I  am  still  waiting  for  the  reimburse- 
ment check  from  Ford. 

Mr.  Mulally,  if  you  want  to  know  why 
you  can't  hold  on  to  your  customers, 
give  me  a  call.  I'm  in  the  phonebook. 

-David  Cohen 
San  Jose,  Calif. 

"THE  BALKANIZED  MESS"  that  is  now 
Ford  surely  did  not  occur  by  accident 
or  overnight.  I  wonder  how  many  key 
management  decisions  and  critical  staff 
decisions  were  made  by  Ford  based 
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on  recommendations  from  manage- 
ment consultants. 

-Geoffrey  D.  Batrouney 

Executive  Vice-President 

Estee  Marketing  Group  Inc. 

New  Rochelle,  N.Y. 

CALLING  ALAN  MULALLY  an  "ex-en- 
gineer" is  like  calling  Bill  Clinton  an 
ex-President.  Once  you  are  an  engineer 
you  are  always  an  engineer.  Engineers 
know  how  to  think  and  to  make  things 
happen.  Ford  is  most  fortunate  to  have 
a  real  engineer  in  charge  as  CEO  and 
one  who  has  demonstrated  leadership 
and  turnaround  skills. 

-Ed  T.  Barron 
Washington 

FORD  IS  A  GRAND  old  American  cor- 
poration that's  building  some  excel- 
lent products  right  now.  If  Mr.  Mulally 
succeeds  in  blowing  up  its  "deeply  in- 
grained hierarchical  culture,"  certain- 
ly an  anachronism  in  today's  brutally 
competitive  automobile  industry,  it  will 
become  a  stronger  and  more  innovative 
company  worldwide. 

-Robert  E.  Luce 
Riverside,  Conn. 


WRITER  DAVID  KILEY  says  "after . . .  1961, 
Henry  Ford  II  gradually  assumed  a  big- 
ger role  in  management."  In  fact,  Henry 
II  assumed  the  biggest  role  in  manage- 
ment in  September,  1945,  when  he  be- 
came president. 

On  May  11,  1946,  he  completed  his 
recruitment  of  Ernest  R.  Breech  to 
become  Ford's  executive  vice-president 
and  chief  operating  officer— and  Henry 
II's  mentor.  Ignoring  Breech's  critical 
role  in  the  postwar  "rebirth"  of  Ford, 
even  in  passing,  was  a  serious  slip. 

-Peter  Whittier 
Dade  City,  Fla. 

MBA  COACHES  KNOW  WHERE 
THE  ETHICAL  LINES  ARE  DRAWN 

AS  AN  MBA  admissions  coach  based 
in  Monterrey,  Mexico,  I  can  attest  that 
ethical  MBA  advisers  do  not  write  ap- 
plications for  clients  ("It's  almost 
like. ..admitting  an  impostor,"  B- 
Schools,  June  4).  They  coach  them  on 
personal  salesmanship,  a  skill  students 
need  well  beyond  business  school  and 
one  not  usually  taught  in  Latin  Ameri- 
can universities. 

-Garza  Garcia 
Nuevo  Leon,  Mexico 


DOUBTS ABOUT THE VALUE 

OF  UNSKILLED  IMMIGRANT  LABOR 

MICHAEL  MANDEL'S  commentary,  "Gl 
balization  vs.  immigration  reform"  (Ne\ 
&  Insights,  June  4),  ignores  the  fact  th 
the  vast  majority  of  our  illegal  immigrar 
have  very  little  in  the  way  of  educatii 
and  skills,  with  at  least  half  not  havij 
graduated  from  high  school.  To  the  t 
tent  that  there  are  public  policy  reaso 
for  immigration,  it  would  be  of  greal 
benefit  to  existing  American  citizens 
select  more  educated  and  skilled  imn 
grants  as  needed.  On  a  per  capita  bas 
the  more  educated  and  skilled  would  ai  i 
much  more  to  the  economic  output  oft 
country,  pay  much  more  in  taxes,  and  u 
a  much  smaller  amount  of  public  servic  | 
than  our  typical  illegal  immigrants. 

If  we  do  not  stop  them,  our  poor 
legal  immigrants  with  limited  educati  | 
and  all  of  their  attendant  costs  can  or 
greatly  increase  in  number,  so  power; 
are  the  incentives  to  come  here.  It  is  cc 
tradictory  and  nonsensical  policy  to  ma, 
great  and  very  costly  efforts  to  eradiaiji 
poverty  in  this  country  and  import  mui  n 
more  poverty  at  the  same  time. 

-Peter  A.  SchulA 
Cambria,  Ca 
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ULD  MANDEL  EXPLAIN  why,  in 
an,  foreign  workers  are  only  0.3% 
the  population  of  the  country,  and 
us  whether  he  has  read  what  was 
tten  in  BusinessWeek  in  1990  ("Why 
y  call  Japan  'Robot  Paradise,' "  Sci- 
:e  &  Technology,  Aug.  20,  1990): 
lbor  shortages  helped  spur  Japan's 
io-mania.  In  the  1980s,  Tokyo  re- 
ed to  let  immigrants  in  to  take  up 
slack,  and  Japan's  giant  build- 
turned  to  robot  R&D.  'The  labor 
irtage  propelled  these  companies 
the  forefront  of  field  robotics,'  says 
geaki  Yanai,  research  manager  at 
Japan  Robot  Assn. 
;  Now,  Japanese  construction  sites  are 
lowcase  of  automation  that  U.S.  con- 
dors only  dream  of." 
-low  does  it  come  about  that  Japan  has 
ee  flow  of  goods  and  capital  without  a 
I  flow  of  labor? 

-Charles  Carmagnol 
Nice,  France 

HINK  THE  REAL  issue  for  immigra- 
l  reform  is  rule  of  law  not  global- 
tion.  Bernie  Ebbers  and  illegal  mi- 
grants have  something  in  common: 
ly  don't  obey  the  law.  Now  some 


people  want  to  change  the  law  so  the 
illegal  immigrants  are  legal.  Should 
we  have  changed  GAAP  (Generally  Ac- 
cepted Accounting  Principles)  so  Bernie 
Ebbers  was  legal? 

Mandel  also  mentions  IBM  as 
a  great  example  of  globalization, 
which  it  is.  The  question  I  have  is: 
"How  many  illegal  immigrants  does 
IBM  employ?" 

-William  Thayer 
San  Diego 

LEADERS  SHOULD  NEVER-EVER- 
PLAY  THE  BLAME  GAME 

WHEN  SHOULD  A  LEADER  pass  blame? 
Jack  and  Suzy  Welch  (The  Welch  Way, 
June  4)  correctly  point  out  that  leaders 
own  all  outcomes,  good  and  bad.  But 
then  they  allow  leaders  one  exception. 
Leaders,  it  seems,  get  a  pass  when 
they  can  blame  rogue  employees.  I'm 
sorry.  Rogue  employees  must  be  held 
accountable,  but  the  most  effective 
leaders  share  the  credit  and  hoard  the 
blame.  The  first  instinct  of  the  best 
leaders  is  to  fix  the  problem  rather  than 
to  fix  the  blame.  Letting  go  of  blaming 
behaviors  is  a  basic  business  decency 
that  doesn't  cost  an  executive  a  dime 


yet  rewards  the  leader  with  followers 
who  are  willing  to  take  risks  and  who 
are  a  little  less  reluctant  to  own  up  to 
those  mistakes  when  they  happen.  In 
such  ways,  decencies  build  the  corpo- 
rate cultures  we  desire.  Blaming  gets 
leaders  nowhere. 

-Steve  Harrison 

Chairman 

Lee  Hecht  Harrison 

Woodcliff Lake,  N.J. 
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Tech&You 

BY  STEPHEN  H.  WILDSTROM 


Streaming  Video  to  Go 

I've  grown  very  fond  of  YouTube,  from  the  stupid  Mentos-in-Diet-Coke 
stunts  to  the  clips  of  classic  Sid  Caesar-Imogene  Coca  comedy  skits. 
But  videos  from  YouTube  and  all  other  streaming  media  sites  on  the 
Web  have  one  big  disadvantage:  For  all  but  the  very  tech  savvy,  it's 
difficult  to  download  them  or  take  them  with  you  on  the  road. 


RealNetworks  has  the  best  solution 

I  have  seen  so  far.  The  latest  version 
of  RealPlayer,  which  will  be  available 
for  free  download  by  the  end  of  June, 
lets  you  record  any  streaming  video 
available  on  the  Web  that  is  not 
copy-protected  and  save  it  for  offline 
viewing.  You  can  even  download 
some  of  the  content  to  many 
handheld  devices,  although  this  is 
harder  than  it  ought  to  be. 

Like  its  predecessors,  RealPlayer 

II  (Windows  only,  for  the  time 
being)  manages  and  plays  music 
and  videos  and  provides  access  to 

Real's  music  store  and  Rhapsody  subscription  service. 

The  difference  comes  when  you  play  a  streaming  video  in 
Internet  Explorer  or  Firefox.  A  button  labeled  "Download 
this  video"  appears  in  the  browser.  Click  it,  and  a  copy  is 
recorded  to  your  hard  drive.  Once  it  is  downloaded,  you  can 
watch  it  when  you  are  offline,  burn  it  to  a  CD  or  DVD,  or  copy 
it  to  another  device.  The  recorder  can  handle  the  popular 
streaming-video  formats:  Adobe  Flash,  Microsoft  Windows 
Media,  Apple  QuickTime,  and  RealMedia. 

RECORDING  STREAMING  VIDEO  isn't  new,  but  until  now  only 
people  with  the  skill  and  inclination  to  find  and  install 
obscure  programs  could  do  it.  RealPlayer  11  lets  anyone 
record  streaming  video  at  the  click  of  a  button.  Some  content 
owners,  whom  Real  CEO  Rob  Glaser  calls  the  "Flat  Earth 
society,"  are  unhappy  about  making  recording  easy  for 
consumers,  but  none  have  publicly  threatened  any  action. 

In  any  event,  RealPlayer  makes  efforts  to  respect  the  rights 
of  content  owners.  If,  for  example,  you  try  to  snag  copy- 
protected content,  such  as  an  episode  of  CSI  from  cbs.com, 
you  get  a  message  saying  the  video  cannot  be  downloaded. 
RealPlayer  also  will  include  any  commercials  tacked  on  to  the 
beginning  or  end  of  clips.  There  is  one  glitch  to  this,  however. 
If  the  ad  is  an  integral  part  of  the  video,  both  will  be  recorded. 
But  if  it  is  a  separate  file,  and  you  click  "record,"  you'll  save 
only  the  ad.  To  get  the  main  video,  you  have  to  click  again 
once  it  starts  playing. 


What's  annoying  about 
these  downloads  is  that  they 
often  turn  into  files  on  your 
hard  drive  with  names  that 
don't  reveal  their  content.  For 
example,  every  clip  you  record 
from  comedycentral.com  gets 
name  that  tells  you  only  that  i  | 
came  from  Comedy  Central.  Y« 
have  to  change  the  names,  or 
you'll  never  remember  that  tho 
clip  is  Jon  Stewart  on  The  Daiti 
Show  goofing  on  candidate 
debates.  Real  should  ask  you  t 
name  the  clip  as  the  downloac 
starts.  (YouTube  videos  usualll 
have  relevant  names.) 

It  would  also  be  great  if 
RealNetworks  made  it  easier  to 
watch  the  video  clips  that  you 
have  synced  to  a  handheld  devi 
Handhelds  can  play  anything 
recorded  in  Flash  format,  whicl 
fortunately  covers  most  popula 
sites  such  as  YouTube.  But  first 
you  have  to  download  special 
software  for  your  Windows  Mobile  or  Palm  device.  Getting 
the  clips  to  work  on  an  iPod  is  far  more  trouble;  most  peopl 
will  conclude  that  they're  better  off  sticking  with  what  Appl 
offers  at  the  iTunes  Store,  even  if  they  have  to  pay  for  it. 

Overall,  though,  my  quibbles  with  the  new  RealPlayer 
are  minor.  It's  worth  it  just  to  be  able  to  pop  open  my 
laptop,  even  on  a  plane,  and  have  Monty  Python's  "Dead 
Parrot"  or  "The  Dirty  Hungarian  Phrasebook"  ready  to 
cheer  me  up.  ■ 

E-mail:  tech&you@businessweek.a 
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ONLINE:  For  past  columns  and  online-only  reviews,  go  to 
technology&you  at  businessweek.com/go/techmaven 

PODCAST:  To  hear  Steve  Wildstrom's  podcast  on  his  latest  column, 
go  to  businessweek.com/search/podcasting.htm 
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for  offline 
viewing 
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imagine  a  revolutionary  black  screen 
designed  to  enhance  beauty. 
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learn  more,  visit  www.samsung.com/hdtv 
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MediaCentric 


BY  JON  FINE 


Not  Bad,  for  a  TV  Network 

A  few  years  ago  someone  called  a  friend  of  mine  "the  prettiest  blogger." 
This,  she  noted,  is  rather  like  being  called  "the  tallest  short  person."  The 
same  may  be  true  when  it  comes  to  picking  the  smartest  TV  company 
playing  in  the  online  world,  but  in  this  milieu  the  tallest  short  person  is 
CBS.  J  Since  mid-April  it  has  inked  partnerships  with  two  dozen 


partners— from  Bebo  to  Veoh— to  syndicate  its 

programming  online.  (CBS  will  generally 

receive  90%  of  the  ad  revenue  sold  around 

its  content.)  It  has  bought  interesting 

online  players,  both  large  (music-based 

social  network  last.fm  for  $280  million) 

and  small  (daily  financial  video  startup 

Wallstrip,  for  an  undisclosed,  much 

tinier  sum).  CBS  also  passed  on  taking 

an  equity  stake  in  the  still-unnamed 

Web-video  site  that  NBC  Universal  and 

News  Corp.  are  assembling,  because 

that  would  mean  exclusively  syndicating 

shows  with  the  venture.  That  stake 

"might  be  huge  down  the  road,"  concedes 

CBS  CEO  Leslie  Moonves.  But  he  says  the 

point  of  CBS's  current  moves  is  not  to  have  one 

big  properly  with  "an  equity  upside  10  years  from 

now."  Instead,  CBS  wants  money  coming  in  from  myriad 

directions,  so  that  if  future  critics  say,  "'Gee,  your  primary 

source  of  revenue  isn't  as  high  as  it  once  was,'  we  can  say 

That  may  be  true.  But  we  have  30  other  sources  that  make 

the  absolute  gain  significantly  bigger.'" 

EVEN  IF  CBS  HAS  BET  CORRECTLY,  it's  still  a  big  stretch  to 
think  all  will  turn  out  that  neatly.  But  such  thinking,  and  the 
attendant  deals— thanks  to  the  team  led  by  fast-talking  Quincy 
Smith,  CBS's  yearling  president  for  interactive  efforts— have 
led  CBS  into  legitimately  interesting  territory  for  a  multibillion- 
dollar  media  company.  The  ethos  online— true  even  if 
cliched— is  being  willing  to  give  up  control,  and  CBS  is  on  the 
far  end  of  the  bell  curve  when  it  comes  to  indulging  fans  who 
want  to  play  with  its  programming.  All  networks  at  this  year's 
upfront  presentations  lunged  desperately  to  show  they  were 
down  with  the  cool  kids  online.  CBS  flaunted  a  YouTube  video 
that  strung  together  a  montage  of  CSI  star  David  Caruso's 
monumentally  portentous  one-liners.  "Mash-ups— I  look 
at  99%  of  them  as  a  great  promotional  tool,"  says  Moonves. 
Mash-ups  and  mix  tapes  (or  CDs)  are  crucial  for  introducing 
fans  to  new  voices  in  hip-hop,  to  cite  one  example.  But  you 
would  have  a  hard  time  finding  a  music  executive  in  Moonves' 
position  who  would  say  that. 
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Not  long  ago,  the  shining  hope  for  TV  was  that 
"on-demand  world"  meant  "people  buying 
programs."  In  October,  2005,  ABC  first  sold 
full-length  programs  on  iTunes  and  won 
kudos  as  paid  downloads  ticked  into 
the  millions.  But  a  few  million  sales  at  $ 
$1.99  per  are  barely  felt  at  a  company 
grinding  out  revenue  by  the  billions, 
and  in  2007  CBS  espouses  a  nuanced 
view.  "Three-fourths  of  our  business"! 
is  ad-supported,  says  Smith.  "We'll 
stick  to  what  we  know."  So  ubiquity 
trumps  pay-per-download.  Which  makdJM 
sense  both  for  a  company  that  gets  most  B 
revenues  from  a  free-programming  model  |  ® 
and  for  today's  environment.  Web  surfers  wa 
to  get  free  stuff,  not  buy  what's 
free  elsewhere.  (Although  there'  '0 
no  downside  in  selling  shows  or^ 
iTunes,  as  CBS  still  does.) 

Smith  also  openly  muses  abo  in 
the  limits  of  streaming  full-lengi! 
TV  programs:  "It's  arrogant  for  I  S( 
me  to  assume  that  regurgitated  • « 
content  is  what's  going  to  work^SI 
on  the  Web."  This  leads  him  to 
the  likes  of  Wallstrip.  And  to 
last.fm,  which  built  a  thriving 
social  network  around  users 
recommending  music,  which 
could  have  big  implications  for  CBS's  TV  and  radio  assets.  A  Jin; 
this  could  end  in  tears,  obviously,  and  is  so  new  that  there's 
far  more  potential  than  profit.  And  all  the  Web  wisdom  in 
the  world  won't  help  CBS  if  the  hits  dry  up.  But  CBS's  move.' 
are  coherent  philosophically,  and  about  as  in  tune  with 
how  people  behave  online  as  one  may  expect  a  traditional 
company  to  be.  Whether  its  competitors  are  teeny  or  titans, 
CBS  can  still  walk  tall.  ■ 


CBS's  online 
strategy  is  to 
go  with  what 
it  knows: 
ad-based 
revenue 


iai 
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I  For  Jon  Fine's  blog  on  media  and  advertising,  go  to 
businessweek.com/innovate/FineOnMedia 
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Interest  Rates  Are  Up5 

3ut  Are  They  High  Enough? 

inancial  conditions  may  still  be  too  lax  to  keep  inflation  under  wraps 
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U.S.  ECONOMY 


Ever  since  the  Federal  Reserve  stopped  raising 
iterest  rates,  about  this  time  last  year,  Fed  policymakers  have  had  an 
asy  go  of  it.  They  only  needed  to  sit  back  and  wait  for  past  rate  hikes 
)  slow  the  economy  and  relieve  pressure  on  inflation.  Everything  was 
oing  well  until  a  couple  of  weeks  ago,  when  it  became  evident  the 


onomy  was  picking  up  again— and  with  no  real 
surance  yet  that  any  steam  under  prices  had  been 
nted.  Consequendy,  bond  yields  have  soared  as 
vestors  have  given  up  hopes  that  the  Fed  will  cut  rates, 
pecially  as  central  banks  overseas  continue  to  bump  up 
tes  amid  signs  the  global  economy  is  booming. 
All  this  signals  that  the  policy  road  ahead  is  going  to 
t  a  lot  rockier.  For  the  first  time  in  a  year  investors  are 
irting  to  weigh  the  chance  that  the  Fed  may  have  to  lift 
terest  rates,  perhaps  later  this  year.  Much  depends  on 
le  key  question:  Just  how  tight  is  monetary  policy  right 
»w,  not  only  in  the  U.S.  but  overseas?  And  is  it  tight 
lough?  The  surprising  resilience  of  the  U.S.  economy 
is  quarter  and  the  continuing  strength  abroad  suggest 
lancial  conditions  around  the  world  are  still  too  loose  to 
sure  inflation  stays  under  control. 

)  SOME  EXTENT,  THE  RISE  in  bond  yields,  to  a  five- 
ar  high  of  5.29%  on  June  12  for  the  10-year  Treasury 
)te,  helps  the  Fed  with  its  anti-inflation  work.  However, 
ost  of  that  jump  will  be  felt  in  housing  activity,  which  is 
)t  where  the  Fed  would  like  to  see  more  rate  pressure. 
;  of  June  12  the  national  average  of  30 -year  fixed  rates 
aod  at  6.87%,  up  from  6.39%  in  May,  according  to 
5H  Associates.  Still,  that1  s  not  a  big  move,  and  with  job 
arkets  strong  and  household  wealth  at  record  levels, 
ime  mortgage  borrowers  will  not  be  deterred  by  that 
aall  rise.  The  subprime  bubble  has  already  burst,  and 
ost  of  the  damage  there  has  been  done. 
The  rise  in  bond  yields  adds  only  a  smidgen  of  new 
mstraint  to  the  rest  of  the  economy.  The  current  level 
far  from  alarming  (page  38),  and  overall  financial 
mditions  remain  favorable. 

For  example,  although  the  stock  market  has  recoiled 
recent  days,  as  of  June  12  stock  prices  measured  by 
e  broad  Dow  Jones  Wilshire  5000,  the  best  gauge 
'household  stock  wealth,  are  still  up  4.7%  for  the 
cond  quarter  and  5.8%  for  the  year.  In  addition, 
eld  spreads  between  riskless  Treasuries  and  riskier 
'rporate  bonds  remain  narrow,  a  sign  that  credit  is 
•wing  freely.  Measures  of  bank-lending  standards  for 
•rporate  loans  and  nonmortgage  consumer  loans  are 


WEAK  HOUSING  HIDES 
BROADER  STRENGTH 


PERCENT  CHANGE  FROM  A  YEAR  AGO 


still  accommodative.  Also,  the  lower  dollar  is  making  U.S. 
assets  more  attractive  to  foreigners. 

The  Fed  faces  a  tricky  dilemma.  If  s  beginning  to 
look  as  if  the  economy  could  use  two  separate  monetary 
policies,  one  for  a  sagging  housing  sector  and  one  for 
everything  else.  The  Fed's  current  target  rate,  at  5.25%, 
seems  right  for  allowing  housing  to  regain  its  footing 
slowly.  But  it  may  be  too  stimulative  for  the  rest  of  the 
economy.  The  problem  is  that  higher  rates  could  push 
housing  even  deeper  into  recession. 

Consider  that  growth  in  U.S.  domestic  demand,  which 
includes  imports  but  excludes  exports  and  the  ups  and 
downs  in  inventories,  has  slowed  to  a  yearly  pace  of  only 
2%,  from  a  3.7%  clip  this  time  last  year.  But  housing  has 
accounted  for  almost  all  of  that  drop-off.  The  other  95% 
of  domestic  spending  continues  to  grow  in  the  same  3%- 

to-3.5%  range  of  the  past 
two  years  (chart).  This 
quarter,  even  including 
housing,  economists  are 
upping  their  forecasts  for 
overall  economic  growth 
to  3%  or  better,  and  a 
few  believe  it  could  go  as 
high  as  4%. 

At  the  same  time, 
growth  overseas  is  on 
a  tear— a  trend  the  Fed 
has  no  control  over, 
and  one  that  is  helping 
to  stimulate  U.S.  growth  as  exports  soar.  Central  banks 
from  the  euro  zone  and  Britain  to  Canada  and  the  Pacific 
Rim  are  lifting  rates  in  an  effort  to  preempt  inflation,  and 
analysts  agree  they  have  more  work  to  do. 

BY  ONE  KEY  MEASURE,  monetary  policies  around  the 
globe  don't  look  restrictive  at  all:  the  central  banks'  real 
policy  rates— that  is,  the  target  rate  adjusted  for  inflation. 
The  Fed's  real  target  rate,  currently  close  to  3%,  is  about 
half  a  percentage  point  above  its  long-run  average,  but  in 
past  periods  of  Fed  tightening,  it  has  gone  much  higher. 
The  real  rate  in  Britain  is  close  to  that  in  the  U.S.,  while 
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in  the  euro  zone,  Canada,  and  Japan,  real  policy  rates  are 
even  lower.  Central  banks  have  been  lifting  interest  rates, 
largely  in  an  effort  to  get  them  back  to  normal  levels 
after  pushing  them  to  abnormally  low  depths  during  the 
global  deflation  scare  in  2003-04.  Historically,  policy 
rates  are  generally  not  up  to  levels  that  would  indicate 
outright  restraint  against  the  forces  of  growth. 

TO  A  GREAT  EXTENT,  past  low  interest  rates  are 
still  working  against  the  Fed's  efforts  to  assure  a 
noninflationary  growth  rate  for  the  U.S.  Those  effects 
show  up  in  how  low  rates,  both  at  home  and  abroad, 
have  buoyed  a  wide  range  of  asset  values,  from  corporate 
equity  to  home  prices.  The  net  worth— assets  minus 
liabilities— of  both  households  and  corporations  each 
rose  to  record  levels  in  the  first  quarter,  based  on  the 
Federal  Reserve's  latest  accounting. 

American  corporations  remain  in  exceptionally  strong 
financial  shape,  and  over  the  years  they  have  reduced 
their  exposure  to  spikes  in  interest  rates.  Since  2000, 
businesses  have  increased  their  share  of  fixed-rate  long- 
term  debt,  from  61%  back  then  to  73%  in  the  first  quarter 
of  2007,  and  overall  debt  as  a  share  of  net  worth,  while  up 
marginally  in  the  past  two  quarters,  remains  at  low  levels 
not  seen  in  two  decades. 

Companies  in  the  first  quarter  also  had  a  gusher  of  cash 
flow,  totaling  $1.1  trillion,  which  was  sufficient  to  finance 
all  of  their  capital  spending.  And  much  of  recent  corporate 
borrowing  has  gone  to  buy  back  stock.  Net  corporate 
equity  has  dropped  by  $1  trillion  over  the  past  two  years. 

U.S.  households  are  in  good  fettle  financially,  despite 


WHAT'S  DRIVING 
HOUSEHOLD  WEALTH 

TRILLIONS  OF  DOLLARS 


dire  headlines  about  high  debt,  low  savings,  and  weak 
home  prices.  Look  at  May  retail  sales:  Despite  the  bite 
from  $3-a-gallon  gas,  they  blew  away  expectations,  risinj 
1.4%  from  April,  the  biggest  gain  since  January,  2006. 
And  the  gains  were  broad,  not  just  confined  to  higher 
pump  prices  pushing  up  receipts  at  gas  stations. 

One  reason  consume: 
spending  is  so  resilient 
is  that  household  net 
worth  rose  to  an  all- 
time  high  of  $56.2 
trillion  by  the  end  of  th<  f 
first  quarter.  Over  the 
past  year,  household 
liabilities  have  soared 
by  $1  trillion,  but  assets 
are  up  $3.9  trillion. 

By  the  Fed's  measure, 
homeowners'  equity- 
home  values  minus 
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Data:  Federal  Reserve.  Global  Insight  Inc. 


mortgages— has  flattened  out  recently  but  is  still  up  2.1% 
from  a  year  ago.  Meanwhile,  household  financial  assets, 
mainly  stock  market  gains,  are  still  lifting  overall  wealth 
(chart).  Even  with  the  latest  pullback  in  stock  prices,  the 
boost  to  second-quarter  net  worth  will  be  substantial. 

So,  investors  beware:  As  long  as  overall  financial 
conditions  are  as  supportive  of  growth  as  they  are  now, 
both  in  the  U.S.  and  overseas,  there's  a  risk  that  the 
vigorous  economy  could  fuel  inflation  somewhere  down 
the  road.  Central  bankers  know  the  surest  way  to  prevent 
that  is  higher  interest  rates.  ■ 


EXPORTS 


A  Growing  Appetite  for  U.S.  Goods 


THE  GLOBAL  economy  is  still  running 
hot.  Factories  are  using  up  available 
capacity,  and  labor  markets  are  getting 
tighter.  That  means  more  capital  and 
consumer  spending  abroad,  which 
should  translate  into  increased  demand 
for  U.S.  goods  and  services. 

According  to  calculations  by 
BusinessWeek,  global  capacity 
utilization  outside  the  U.S.  continues 
to  climb.  An  index 
made  up  of  33 
countries,  including 
Japan,  Brazil,  and 
those  in  the  euro 
zone,  but  not  India 
or  China,  continued 
to  climb  during  the 
first  quarter  of  2007. 
Even  including  the 
weak  performance  of 
U.S.  manufacturers  in 
the  past  two  quarters, 
the  utilization  rate 


GLOBAL  MANUFACTURING: 
FULL  STEAM  AHEAD 

Q2  INDEX:  2000=100 
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is  still  at  levels  not  seen  since  2000. 
Continuing  strength  abroad  and  a 
rebound  among  U.S.  manufacturers 
will  probably  lift  operating  rates 
higher  in  the  second  half  of  the  year, 
says  JPMorgan  Chase  economist 
David  Hensley. 

Also,  unemployment  rates  across 
the  globe  are  falling  as  businesses 
hire  workers  to  keep  up  with  demand. 
In  April  the  Japanese 
jobless  rate  hit  its 
lowest  level  since 
early  1998,  while 
Canada's  held  at  a 
33-year  low  of  6.1%. 
The  combination 
of  busier  factories, 
tighter  labor  markets, 
and  a  weaker  dollar 
will  feed  back  into 
higher  U.S.  export 
and  factory  activity, 
says  Hensley.  The 


need  to  expand  capacity  is  fuel  for 
makers  of  capital  goods,  which  are 
more  than  a  quarter  of  all  exports. 
Plus,  strong  personal  spending 
abroad  has  been  a  boon  for  producer: 
of  consumer  goods,  whose  exports 
have  grown  at  a  double-digit  rate 
(annualized)  for  six  quarters  in  a  row 

The  small  0.2%  rise  in  April 
exports  followed  a  2.6%  surge  in 
March,  putting  second-quarter 
exports  on  a  high  level.  And  in  May 
the  business  activity  reports  from  the 
Institute  for  Supply  Management 
showed  further  improvement  in 
demand  from  abroad.  The  ISM's 
index  of  foreign  orders  taken  by 
nonmanufacturers  hit  a  record  high. 
If  the  global  economy  keeps  rolling 
along,  the  rise  in  exports  means  that 
a  smaller  trade  gap  in  2007  could 
boost  U.S.  economic  growth  for  the 
first  time  in  over  a  decade.  ■ 

-By James  Mehrin^ 
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NEWS  YOU  NEED  TO  KNOW  EDITED  BY  HARRY  MAURER 


BONDS  GET  WHACKED 

Bond  prices  cratered  and  yields  soared  as  investors  finally  concluded  that  the  Federal 
Reserve  was  telling  the  truth  about  not  wanting  to  cut  short-term  interest  rates.  On 
the  market's  worst  day,  June  12,  the  yield  on  the  Treasury's  benchmark  10-year  note 
rose  to  5.3%,  a  five-year  peak.  Stocks  didn't  take  the  higher  rates  well,  with  the  recently 
surging  Standard  &  Poor's  500-stock  index  dropping  3%  in  just  over  a  week  (photo, 
the  Big  Board  floor). 

Markets  partially  recovered  on  June  13.  The  10-year  yield,  after  touching  5.33%, 
receded  to  5.2%,  which  helped  the  S&P  to  erase  half  its  losses.  Still,  it's  clear  that  Fed 
Chairman  Ben  Bernanke  isn't  about  to  cut  rates  with  the  U.S.  economy  perking  up  from 
its  abysmal  0.6%  annual  rate  of  growth  in  the  first  quarter.  The  Commerce  Dept.  said 
retail  sales  in  May  rose  1.4%,  double  the  gain  analysts  had  predicted. 
See  "Bonds:  Nothing  to  fear  but  fear  itself"  page  38 
EMU*  "Stocks:  Where  to  ride  out  the  rate  spike,"  businessweek.com/go/tbw 


Immigration  Reform  Stalls 

Even  a  personal  plea  from 
President  George  W.  Bush  failed 
to  do  the  trick.  At  a  rare  closed- 
door  meeting  between  the 
President  and  GOP  senators  on 
June  12,  Bush  pushed  them  to 
back  the  immigration  reform 
bill  that  hit  a  roadblock  on 
June  7  But  he  couldn't 
persuade  conservative 
opponents  to  budge  on  an 
issue  that  business  has  been 
lobbying  heavily  to  solve. 


The  Justices  Speak 

On  June  11  the  Supreme  Court 
issued  a  flurry  of  decisions 
important  to  business.  The 
justices  sent  a  secondhand- 
smoke  lawsuit  back  to  Arkansas 
state  court,  foiling  Philip  Morris' 
bid  to  keep  the  case  in  federal 
court,  often  seen  as  friendlier 
to  corporate  defendants.  The 
company  faces  claims  in  a 
potential  class  action  that  it 
misleadingly  advertised  the 
amount  of  tar  and  nicotine 


smokers  are  exposed  to  from 
its  "light"  cigarettes.  In  other 
rulings,  the  court  said  home 
health-care  workers  aren't 
entitled  to  overtime  pay  under 
federal  law,  and  that  a  company 
that  voluntarily  cleans  up  a 
Superfund  site  can  pursue  other 
parties  to  help  cover  the  costs. 


Hey,  Want  to  Buy  Jaguar? 

The  rumors  have  been  swirling 
for  months,  and  now  they're 


confirmed:  Ford  on  June  12  sai 
if  s  shopping  its  Jaguar  and 
Land  Rover  brands.  Jag  has  cos 
Ford  more  than  $10  billion  in 
the  20  years  it  has  owned  the 
carmaker.  Land  Rover,  acquin 
in  2000,  has  also  lost  money 
but  is  now  profitable,  Ford  say 
BB  "Detroifs  worst-kept 
secret" 
businessweek.  com/go/tbw 


Executive  Shuffle 

Richard  Notebaert,  the  man  wh 

revived  telecom  Qwest  after  a 
financial  scandal,  surprised 
analysts  and  dismayed 
investors  by  saying  on  June  11 
that  he'll  step  down  as  soon 
as  a  successor  can  be  found. 
Across  the  Atlantic  at  Airbus 
parent  EADS,  COO  Jean-Paul 
Gut  quit  after  a  dispute  over 
management  structure. 
1!K11K1»  "A  telecom  con-Qwest 
for  private  equity?" 
businessweek.  com/go/tbw 


This  Bid  Wins  a  Gold 

The  players  who  have  been 
chasing  orthopedic-products 
maker  Biomet  proved  as  flexible 
as  the  company's  spokeswoma 
champion  Olympic  gymnast 
Mary  Lou  Retton.  A  consortium 
including  Blackstone  Group  and 
Kohlberg  Kravis  Roberts  first  bid 
$10.9  billion  for  the  maker  of 
replacement  knees,  hips,  and 
other  body  parts.  After  Biomet 
demurred,  the  bidders  jumped 
to  $11.4  billion,  and  on  June  7 
the  board  said  O.K. 


Trade  Tremors 
European  Union  Trade 
Commissioner  Peter  Mandelson 

told  reporters  on  June  12  that 
"impatience  and  anger  is  goir 
to  rise"  if  China  doesn't  remo- 
barriers  to  imports.  The  day 
before,  China  said  its  May  tra< 
surplus  came  to  a  little  over 
$22  billion— up  73%  from  a 
year  earlier.  On  June  8  the  U.S 
reported  a  modest  narrowing 
in  its  global  trade  deficit  from 
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arch  to  April,  signaling  that 
sing  exports  may  help  fuel 
•owth  this  year. 


ear  This,  Mr.  Semel 

you're  making  so  much,  why 
en't  we?  That's  the  message 
hoo!  shareholders  sent  to  CEO 
rry  Semel.  At  the  company's 
inual  meeting  on  June  12, 
third  of  stockholders,  far 
ore  than  usual,  withheld 
ites  from  at  least  one  of  the 
unpany's  directors.  Semel 
is  been  criticized  for  his  $71.7 
illion  pay  package  last  year, 
hen  Yahoo  stock  fell  38%. 
HE»  "Yahoo's  Semel  faces 
e  music" 
isinessweek.com/go/tbw 


Browser  Battle  Royal? 
A  red-hot  Apple  is  feeling 
mighty  feisty.  On  June  11,  CEO 
Steve  Jobs  said  Apple  will  take 
on  Microsoft's  Internet  Explorer 
with  a  Windows-compatible 
version  of  its  Safari  browser.  Jobs 
also  announced  a  plan  to  let 
developers  write  software  for  the 
upcoming  iPhone.  Could  Apple 
become  the  king  of  smartphone 
software,  a  market  Microsoft  has 
targeted  for  years? 
See  "Five  things  to  know  about 
the  iPhone, "  page  11 
Iflilllil*  "Apple  reignites  the 
browser  wars" 
businessweek.com/go/tbw 


ig  Banks  Indicted 

ilian  prosecutors  are  out 
expose  the  mechanisms  of 
obal  finance  that  went  awry 
the  2003  bankruptcy  of 
irmalat,  one  of  the  greatest 
tancial  frauds  in  history.  On 
ne  13  a  Milan  judge  indicted 
tigroup,  UBS,  Deutsche  Bank, 
id  Morgan  Stanley  for  failing 
have  procedures  in  place 
at  would  have  detected 
e  fraud.  The  banks,  which 
[vised  Parmalat  and  issued 
>nds,  deny  wrongdoing, 
leir  trial  starts  in  January. 


Block  Those  Phones! 

Cell-phone  chipmaker 
Qualcomm  got  a  few  more 
angry  calls  this  week.  The 
San  Diego  company  is  locked 
in  a  patent  feud  with  rival 
Broadcom.  On  June  7,  the  U.S. 
International  Trade  Commission 
took  Broadcom's  side  and 
banned  the  import  of  phones 
using  the  latest  generation  of 
Qualcomm  chips,  which  could 
pose  problems  for  companies 
like  Motorola.  Qualcomm, 
which  denies  wrongdoing, 
appealed  to  a  federal  court. 
EMU*  "Banned:  New  phones 
with  Qualcomm  chips" 
businessweek.  com/go/tbw 


EMBARRASSMENT  OF  RICHES  OF  THE  WEEK 

Who'll  be  the  big  winners  after  the  initial  public  offering  for 
3lackstone  Group?  In  a  deal  scheduled  to  hit  the  market  the  week 
jf  June  25,  Stephen  Schwarzman  and  Peter  Peterson  will  earn  the 
and  of  mega-payout  they  could  only  have  dreamed  of  when 
:hey  co-founded  the  private  equity  firm  some  two  decades 
igo  with  a  $400,000  investment.  Schwarzman,  60,  will  walk 
iway  with  about  $677  million  and  an  equity  stake  of  at  least 
$7.5  billion.  Peterson,  81,  gets  nearly  $2  billion  in  cash  and  will 
3wn  about  $1.6  billion  worth.  Of  course,  none  of  this  means 
Investors  will  necessarily  get  rich  buying  into  Blackstone.  At 
)>30  a  share— the  midpoint  of  the  projected  pricing  range— the 

firm  will  have  a  market 
value  of  $32.4  billion. 
Shares  will  probably 
begin  trading  at  a 
higher  multiple  than 
those  of  Goldman 
Sachs.  That's  a  heady 
valuation  for  an  outfit 
whose  fortunes  rest 
on  the  buyout  boom 
going  on  and  on. 

SCHWARZMAN 
AND  PETERSON 
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How  can 
Cingular 

deliver 
your  world? 

It  doesn't 
even  deliver 
Denver. 


Sprint  Mobile  Broadband 
covers  2x  more  U.S.  cities  than 
Circular's  BroadbandConnect. 


Do  more  on  the  nation's  largest 
mobile  broadband  network. 

With  Sprint  you  can  make  just  about 
any  place  a  workplace.  And  now  get 
a  mobile  broadband  card  for  free. 


FREE 

CARD 


with  new  card  activation  on  unlimited 
data  access  plan.  Requires  2-yr 
agreement  and  S49.99  mail-in  rebate. 

No  voice  plan  required. 


1-800-Sprint-l 
sprint.com/mobilebroadband 


Sprint 


int> 


Together  with  NEXTEL 


Sprint  Mobile  Broadband  Network  reaches  over  200  million  people.  Rev.  A-enhancements  reach 
over  193  million  people.  Coverage  not  available  everywhere  -  see  sprint.com/coverage  for  details. 
Not  available  in  all  markets/retail  locations.  Coverage  comparison  based  on  most  recent  available 
information  regarding  Cingular  broadband  market  coverage  as  of  4/12/07.  Free  Card  Offer:  Subject 
to  credit  approval  Additional  restrictions  apply.  Mail-in  Rebate:  Requires  purchase  by  7/14/07 
and  activation  by  7/28/07  of  new  line  on  Unlimited  Data  Plan  ($59.99)  and  two-year  agreement. 
$36  activation  fee  and  $200  early  termination  fee  apply.  Rebates  cannot  exceed  purchase  price. 
Taxes  excluded.  Line  must  be  aitive  30  consecutive  days.  Allow  8-12  weeks  for  rebate.  ©2007 
Sprint  Nextel.  A;!  right*  reserved.  Sprint,  the  "Going  toward"  logo  and  other  trademarks  are 
trademarks  of  Sprint  Nextel.  All  other  trademarks  are  property  of  their  respective  owners. 
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As  soon  as  a  lender  raises  the  red  flag,  scammers 
descend.  Here's  how  they  wind  up  holding  the  deed 
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BY  DEAN  FOUST  AND  BRIAN  BURNSED 

OR  DARRELL   SA'LLEY,   THE    PAST 
two  years  have  been  a  case  of  bad  to 
worse.  After  being  diagnosed  with  can- 
cer, the  Virginia  Beach  (Va.)  resident 
underwent  two  surgeries  that  put  him 
out  of  work  for  more  than  a  year— and 
months  behind  on  his  mortgage.  Fear- 
ful he  would  lose  his  home,  Sa'lley  perked  up  when 
he  heard  a  spot  on  a  Christian  radio  station  from  a 
local  firm,  D&D  Home  Loans  Corp.,  promising  to 
help  homeowners  facing  foreclosure  and  other  fi- 
nancial crises.  "All  of  the  things  that  the  ad  was  of- 
fering I  really  needed,"  the  37-year-old  recalls. 

After  meeting  with  D&D  owner  W.  Michael 
Robinson,  who  quoted  from  Scripture  during  the 
visit,  Sa'lley  signed  a  stack  of  documents  for  what 
he  thought  was  an  advance  loan  on  a  refinancing 
that  Robinson  had  arranged  with  a  private  inves- 
tor. Sa'lley  now  says  he  unwittingly  signed  over  the 
deed  to  his  home  to  Robinson's  stepson,  giving  him 
claim  to  the  $230,000  in  equity  Sa'lley  had  built 
up  over  the  years.  "I  felt  as  if  the  world  had  opened 
up  and  I  was  devoured,"  says  Sa'lley,  one  of  three 
D&D  clients  who  has  filed  a  civil  suit  against  the 
company.  Robinson  says  he  had  no  financial  interest 
in  the  deal  and  contends  his  stepson  only  took  the 
deed  after  Sa'lley  was  unable  to  repay  the  advance. 
"I  was  more  like  a  white  knight  who  stepped  up  to 
assist  someone,  and  now  I'm  being  smeared,"  says 
Robinson,  whose  stepson  has  since  given  owner- 
ship of  the  home  back  to  Sa'lley. 


Situations  like  Sa'lley's  are  increasingly  com- 
mon. With  the  housing  bust  in  full  force  and 
millions  of  homeowners  facing  foreclosure,  the 
sketchier  side  of  the  real  estate  industry  is  coming 
into  view.  Although  there  are  plenty  of  legitimate, 
mosdy  nonprofit,  operations  that  help  distressed 
homeowners,  there's  also  a  growing  army  of  de- 
ceptive outfits  that  prey  on  and  profit  from  this 
troubled  group.  While  statistics  on  these  schemes 
are  hard  to  come  by,  law  enforcement  authorities 
confirm  that  foreclosure  scams  are  rising  sharply— 
so  sharply  that  more  than  10  states  have  recentiy 
enacted  laws  aimed  at  protecting  homeowners. 

MILLIONS  OF  TARGETS 

IN  MOST  STATES,  it's  not  illegal  for  one  person  to 
persuade  another  to  sign  his  or  her  home  over.  And 
proving  it  was  done  through  deceptive  means  can  be 
tricky  if  the  promises  to  help  the  owner  were  made 
verbally,  as  is  often  the  case.  So  many  victims  have 
little  recourse  except  through  civil  proceedings.  But 
with  the  number  of  foreclosures  estimated  to  soar 
to  more  than  2  million  over  the  next  couple  of  years, 
more  and  more  policymakers  are  scrambling  to 
keep  the  situation  from  turning  into  an  epidemic 
by  enacting  tougher  penalties  for  such  practices. 
Massachusetts  Governor  Deval  Patrick,  a  Democrat, 
filed  legislation  on  June  11  that  would  criminalize 
abusive  "foreclosure  rescue"  schemes.  "In  the  com- 
ing months  we're  going  to  see  a  growing  population 
that  can  be  preyed  upon  by  these  schemes,"  says 
Massachusetts  Attorney  General  Martha  Coakley, 
who  on  June  1  added  emergency  provisions  to  the 
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state's  consumer  laws  to  prohibit  fore- 
closure rescues  in  which  the  so-called 
rescuer  profits  from  the  transaction. 

While  the  schemes  vary  in  their  me- 
chanics, all  follow  a  similar  pattern.  An  in- 
dividual or  group,  in  the  guise  of  helping  a 
homeowner  avoid  losing  his  or  her  house, 
persuades  the  owner  to  transfer  the  tide 
to  the  rescuer  or  another  designated  buy- 
er. The  practice  has  become  easier  with 
the  rise  of  Web  sites  like  PreForeclosure. 
com  and  All-foreclosure.com,  which  give 
subscribers  listings  as  soon  as  mortgage 
lenders  file  a  "notice  of  trustee  sale"  with 
the  courts,  the  first  step  in  the  foreclosure 
process.  Such  sites,  which  compile  public 
records  to  provide  legitimate  leads  for 
investors  in  distressed  properties,  as  well 
as  services  for  homeowners,  also  give 
unscrupulous  individuals  direct  access  to 
potential  targets. 

BIRD  DOGS  CHASING  EQUITY 

WITHIN  DAYS  of  showing  up  on  such  lists, 
desperate  homeowners  are  beset  by  hordes 
of  supposed  white  knights.  Melissa  A. 
Huelsman,  a  Seattle  attorney  specializing 
in  bankruptcies  and  foreclosures,  says  that 
over  the  three  months  it  typically  takes  a 
lender  to  foreclose,  some  of  her  clients 
receive  as  many  as  20  calls  or  letters  daily 
from  firms  promising  to  help  them  keep 
their  houses.  The  outfits  are  sophisticated, 
carefully  targeting  owners  whom  the  tax 
records  show  have  been  in  their  homes  for 
years,  a  sign  they  may  be  sitting  on  a  nice 
chunk  of  equity.  "They  know  better  than 
to  go  after  homes  refinanced  or  purchased 
last  year  [with  subprime  loans],  because 
chances  are  it  was  a  100%  loan  and  there's 
no  equity  to  strip  out,"  says  Atianta  attor- 
ney Michael  P.  Froman. 

Most  commonly,  the  rescuers  then  co- 
ordinate what  they  say  is  a  refinancing 


through  a  designated  investor,  or  they 
arrange  a  deed  transfer  with  a  rent-to- 
own  plan  that  will  supposedly  allow  the 
owners  to  buy  back  their  homes  down 
the  road.  But  usually  buried  within  the 
stack  of  closing  documents  is  a  so-called 
quit  claim,  or  deed  of  gift,  in  which  the 
homeowners  effectively  sign  their  houses 
over  to  the  investor.  At  that  point,  the 
rescuers  charge  the  former  owners  rent 
high  enough  to  ensure 
they  can  evict  them  and 
pocket  the  equity  built  up 
in  the  property. 

Some  of  these  opera- 
tions are  quite  complex. 
A  number  of  firms  recruit 
staff  through  real  estate 
seminars  or  late-night  TV 
infomercials  to  work  ei- 
ther as  "door  knockers," 
who  pay  visits  to  dis- 
tressed homeowners,  or 
as  "bird  dogs,"  who  serve 
as  fake  buyers.  Take  Real 
Estate  Investor's  Advan- 
tage (REIA),  a  Fort  Wash- 
ington (Md.)  outfit  run  by 
Nathaniel  X.  Arnold  that 
filed  for  bankruptcy  and  shut  its  doors 
last  year.  The  firm's  Web  site  advertised 
seminars  in  which  attendees  paid  $1,995 
to  become  a  "credit  partner"  in  its  "Real 
Estate  Exchange  &  Profit  System."  In  the 
pitch,  REIA  sought  out  individuals  with 
good  credit  to  be  both  door  knockers  and 
bird  dogs  in  these  transactions.  In  return, 
they  would  be  paid  a  flat  fee  or  a  cut  of  the 
profits.  (Arnold's  attorney  did  not  return 
multiple  calls  from  BusinessWeek.) 

One  of  REIA's  credit  partners,  Joe  Na- 
politano,  knocked  on  Robert  and  Ruth 
Bowie's  front  door  two  years  ago  when 
Ruth  was  on  the  phone  trying  to  negoti- 


TAKEN  Sa'lley's  home  went  to 
the  stepson  of  his  "rescuer."  It 
has  since  been  given  back 


SKETCHY  OFFER  ate  a  payment  pla 

The  Bowies  were       with  their  lende 
skeptical  of  the  The     semi-retire 

deal'  ith  FSG  couple  was  in  jeoj 

ardy  of  losing  the 
three-bedroom  ranch  house  in  Layton: 
ville,  Md.,  which  they  bought  in  197 
After  several  refinancings,  their  paymen' 
had  ballooned  to  $2,800  on  a  $375,00 
mortgage,  and  medical  problems  put  tr. 
Bowies  four  months  behind.  While  the 
were  initially  skeptical  of  Napolitano 
offer  to  buy  the  house  for  $475,000  on  b( 
half  of  Foreclosure  Solutions  Group,  als 
controlled  by  REIA's  Arnold,  they  thougl 
the  rent-to-own  plan  was  the  only  way  1 
save  their  home.  So  the  Bowies  consente 
to  the  sale.  "They  told  us  the  house  woul 
be  back  in  our  name  in  six  months,"  saj 
Ruth  Bowie. 

It  didn't  work  out  that  way.  Insteac 
under  the  direction  of  FSG,  Napolitan 
and  his  son-in-law  took  out  a  first  ani 
second  mortgage  totaling  $475,000;  afte 
paying  off  the  Bowie's  outstanding  loan  ( 
$364,000,  FSG  allegedly  pocketed  the  re 
maining  $101,000  in  proceeds.  The  Bov\ 
ies  were  shocked  to  discover  at  the  closini 
that  their  rent,  as  part  of  "lease-backl 
agreement,  would  be  $3,600.  Althougs 
Napolitano's  lawyer,  A 
exander  Gordon  IV,  say 
his  client  made  $5,00 
to  $15,000,  he  argue 
that  Napolitano  w* 
scammed  by  Arnold 
outfit,  since  he  was  lei 
holding  the  mortgagt 
"He  understood  that  r 
was  keeping  people  froi 
being  homeless,"  Go 
don  says. 

Meanwhile,  the  Bov 
ies  have  fought  bac 
filing  a  civil  suit  in  tr 
Circuit  Court  for  Mon 
gomery  County,  Mc 
last  year.  A  circuit  cou 
judge  in  October  ordere 
FSG  to  pay  $3.9  million  to  the  Bowie 
for  emotiqnal  distress,  money  they  aii 
unlikely  to  see  because  of  the  firm's  ban! 
ruptcy.  Arnold  denies  in  court  filings  th; 
his  program  violated  Maryland's  "foreck 
sure  protection"  laws,  an  issue  that  wi 
be  decided  at  trial.  The  Bowies,  who  sti 
live  in  the  home  and  hope  to  one  day  ow 
it  again,  are  now  paying  $2,600  a  mont 
as  part  of  a  temporary  settlement, 
which  Napolitano  forks  over  an  addition! 
$1,200.  Says  Robert  Bowie:  "This  boy  ain 
going  to  make  this  mistake  again."  ■ 
-With  Brian  Grow  in  Atlanta  an 
Coleman  Cowan  in  Laytonsville,  M< 
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DEFENSE 


HIGH-TECH  WEAPOHS: 
A  LOSS  OF  CONTROL? 

The  Pentagon  maybe  ceding  too  much 
power  to  Boeing  and  other  contractors 


BY  STANLEY  HOLMES 

AT  THE  CORE  OF  THE 
Bush  Administration's 
campaign  to  transform 
the  U.S.  Army  into  a 
leaner,  more  techno- 
logically advanced 
fighting  force  is  some- 
thing known  as  Future  Combat  Systems. 
A  vast  computerized  network,  FCS  would 
link  soldiers  and  commanders  to  a  galaxy 
of  sensors,  satellites,  robots,  drones,  and 
armored  vehicles,  both  manned  and  un- 
manned. While  debate  rages  over  the  mili- 
tary's performance  in  Iraq,  the  five-year-old 
FCS  has  sparked  concern  about  whether 
the  Pentagon  is  too  eager  to  surrender  con- 
trol over  complex  weapons 
to  the  companies  that  design 
and  make  them— in  this  case, 
to  Boeing  Co. 

In  a  little-noticed  report 
issued  on  June  7,  the  Gov- 
ernment Accountability  Of- 
fice, the  investigative  arm 
of  Congress,  warned  that 
Boeing's  influence  over  FCS 
poses  "significant  risks  to 
the  Army's  ability  to  provide 
oversight."  Because  of  the 
program's  complexity  and 
cost,  GAO  auditors  urged 
the  Office  of  the  Secretary 
of  Defense  to  assume  direct 
supervision.  The  projected 
bill  for  FCS  through  2030 
has  already  more  than  dou- 
bled, to  $230  billion.  Boeing 
would  receive  an  undeter- 
mined fraction  of  that.  The 
estimated  price  tag  has  bal- 
looned even  as  former  military  officials 
and  other  experts  question  whether  the 
ambitious  program  can  accomplish  its 
goal  of  allowing  U.S.  forces  to  cut  through 
the  confusion  of  battle. 


FCS  would 
link  soldiers 
to  a  network 
of  satellites, 
robots,  and 
drones 


FCS  "misunderstands  the  frailty  of  the 
technologies,  the  limitations  of  the  sen- 
sors, what  they  can  and  can't  and  never 
see,"  says  Winslow  T.  Wheeler,  a  former 
GAO  auditor  of  military  programs  who 
now  directs  the  Center  for  Defense  Infor- 
mation, a  private  research  group  in  Wash- 
ington. U.S.  Army  and  Boeing  officials 
counter  that  FCS  remains  on  track  and 
that  the  Pentagon  hasn't  ceded  too  much 
influence  to  the  company.  "We  think  [FCS] 
is  going  to  revolutionize  how  we  conduct 
warfare,"  says  Lieutenant  General  Stephen 
M.  Speakes,  who  heads  the  program  to 
outfit  15  combat  brigades,  or  about  60,000 
soldiers,  with  the  innovative  gear. 

Former  Defense  Secretary  Donald 
Rumsfeld  took  office  in  2001 
pledging  to  transform  a 
plodding  Cold  War  force  to 
a  smaller,  more  mobile  fight- 
ing machine,  based  on  tech- 
nological superiority.  Much 
of  that  agenda  fizzled  when 
Rumsfeld  encountered  stiff 
resistance  from  uniformed 
leaders  and  Congress  to  trim- 
ming spending  for  tanks,  nu- 
clear submarines,  and  other 
expensive  weapon  systems 
designed  for  a  war  with  the 
Soviet  Union.  Rumsfeld  was 
forced  from  office  in  Decem- 
ber, 2006,  when  his  strat- 
egy of  occupying  Iraq  with  a 
relatively  spare  force  failed  to 
quell  the  bloodshed  there. 

One  element  of  the  Rums- 
feld transformation  that  has 
moved  forward  is  FCS.  The 
Pentagon  in  2001  set  as  a 
goal  a  first-ever  detection-and-communi- 
cation  network  that  would  connect  dispa- 
rate \rmy  units  of  armor,  infantry,  and  air- 
craft Avhich  traditionally  have  had  trouble 
maintaining  contact  and  pinpointing  the 


enemy  in  the  proverbial  fog  of  war.  ^03 
daunting  task  would  require  the  writ'S$i 
of  63  million  lines  of  computer  code,  iBf 
most  ever  for  a  weapon  system. 

The  Army  quickly  concluded  thai% 
lacked  the  technical  capacity  to  manage  yc 
program^  according  to  Speakes.  Beyond  FC 
sheer  complexity  of  FCS,  the  Pentagon  1 1th 
seen  38%  of  its  civilian  workforce  eli^c 
nated  from  1989  through  2002,  with  mi  J> 
of  the  reduction  coming  from  the  staff  t  m 
oversees  weapons  purchases. 

Boeing,  the  Chicago-based  military  s  " 
civilian  aviation  giant,  underbid  Gen( « u 
Dynamics  Corp.  and  Lockheed  Mai  m. 
Corp.  to  win  the  main  development  cM 
tract  for  FCS.  Previously  only  a  miijapii 
player  in  competing  for  Army  contra  k 
Boeing  hired  as  its  main  subcontrac  put 
Science  Applications  International  Co 
based  in  San  Diego.  Acknowledging  Ut 
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03  that  it  would  rely  on  Boeing  to  han- 
:  supervisory  chores  normally  done  by 
iiy  officials,  the  Pentagon  named  the 
npany  "lead  systems  integrator,"  a  new 
signation  in  the  arcane  world  of  mili- 
y  contracting,  although  one  not  unique 
FCS.  "It  means  there  is  really  nobody 
the  Pentagon]  monitoring  the  perfor- 
ince  of  these  government  contracts," 
'S  Joshua  I.  Schwartz,  co-director  of 
orge  Washington  University's  govern- 
■nt  procurement  law  program. 
From  the  contractor's  point  of  view, 
:  arrangement  offers  the  opportunity 
anticipate  the  Pentagon's  buying  pro- 
/ities.  "Simply  being  in  a  strategy- 
iping  position  offered  the  potential  to 
/e  an  unprecedented  understanding 
3Ut  the  needs  of  a  rapidly  evoking 
:ntagon]  customer  and  could  enable 
t  defense  contractor  to  better  target  its 


product  and  service  offerings,"  industry- 
analysts  with  Sanford  C.  Bernstein  &  Co. 
noted  approvingly  in  a  report  earlier  this 
year.  Boeing  doesn't  break  out  its  annual 
FCS  revenue,  but  in  2006  that  money 
stream  combined  with  the  company's 
space-related  revenue  to  total  $11.9  bil- 
lion. Boeing  had  overall  revenue  of  $61.5 
billion  and  net  income  of  $2.2  billion. 

WEIGHT  PROBLEM 

THE  GAO  AUDITORS  observed  in  their 
June  7  report  that  Boeing's  influence 
has  already  raised  troubling  questions. 
One  example:  Armored  vehicles  outfit- 
ted with  FCS  technology  were  supposed 
to  be  light  enough  to  be  transported  by 
C-130  cargo  planes  built  by  Lockheed 
Martin.  But  under  Boeing's  supervi- 
sion, plans  have  already  shifted  to  make 
the  vehicles  heavier,  leaving  the  C-17,  a 


IN  HARM'S  WAY  Robots 

(bottom  right)  will 
serve  as  a  soldier's 
eyes  and  ears 


plane  built  by  Boeing,  as  the 
only  aircraft  capable  of  mov- 
ing them.  On  another  front, 
the  Army's  weapons-testing 
command  has  raised  con- 
cerns about  whether  Boeing 
has  been  granted  excessive 
influence  over  assuring  that 
FCS  works  properly. 

The  program  "is  at  wide 
variance  from  the  best  prac- 
tices" for  acquisition  embod- 
ied in  the  policies  of  the  Office 
of  the  Secretary  of  Defense, 
the  GAO  concluded. 

Boeing  and  the  Army's 
Speakes  disagree.  "The  Army 
is  extremely  happy,"  the  gen- 
eral says,  referring  to  the  FCS 
program  and  Boeing's  role. 
He  stresses  that  the  company, 
despite  its  unusual  role,  still 
works  for  the  Army,  which 
set  the  initial  requirements 
for  FCS.  On  the  question  of 
heavier  vehicles  and  whose  plane  can 
transport  them,  Speakes  says  engineers 
are  struggling  to  develop  lighter,  stronger 
armor.  But  it  could  take  years  to  reduce 
the  weight  of  FCS  vehicles. 

Dennis  Muilenburg,  Boeing's  vice-pres- 
ident for  Future  Combat  Systems,  says 
the  Army  participates  in  supplier  selec- 
tion and  that  all  subcontractor  bidding  is 
competitive.  Acknowledging  the  problem 
with  overweight  vehicles,  he,  too,  says  en- 
gineers are  trying  to  address  it.  Boeing,  he 
adds,  enforces  a  strict  "firewall"  separat- 
ing contractors  writing  specifications  for 
FCS  from  those  bidding  on  hardware  con- 
tracts. "We  have  a  hardware  exclusion," 
Muilenberg  says  of  Boeing,  meaning  that 
his  company  is  prohibited  from  compet- 
ing for  subcontract  work  "The  process  we 
set  up  precisely  ensures  that  [conflicts  of 
interest]  don't  happen."  Boeing's  role  as 
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lead  systems  integrator  and  its  compensa- 
tion are  appropriate  for  such  an  intricate 
program,  he  adds. 

KIDDING  THEMSELVES? 

BOEING  AND  Science  Applications  stand 
to  collect  a  total  of  $20.77  billion  from 
FCS  development  work  over  the  coming 
years.  Boeing  is  expected  to  make  a  lot 
more  for  managing  manufacturing  as- 
signments. The  company  and  the  Army 
plan  to  produce  the  first  elements  of  FCS 
next  year.  These  include  the  initial  ver- 
sion of  the  program's  operating  software, 
a  tactical  radio,  and  ground  sensors  for 
use  in  Iraq.  Full  production  of  FCS  weap- 
ons isn't  scheduled  to  start  until  2013. 


Speakes  says  the  Army  ultimately  will 
get  its  money's  worth :  "What  we  are  do- 
ing is  giving  the  soldier  the  ability  to  see 
and  operate  through  remote  sensors  and 
other  technologies.  We  do  understand 
the  changing  shape  of  war,  and  we  will 
continue  to  evolve  FCS  to  adapt  to  those 
changing  requirements." 

Wheeler,  the  former  GAO  auditor,  says 
Speakes  and  his  allies  are  kidding  them- 
selves. FCS  "is  an  attempt  to  micro- 
manage  the  battlefield  to  a  degree  that 
is  physically  and  mentally  impossible. 
It  just  misunderstands  technology  and 
warfare  at  a  fundamental  level." 

Some  former  senior  military  officials 
agree.  Paul  K.  Van  Riper,  a  retired  U.S. 


AIRBORNE 

FCS 
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simulation 


Killer 

Application 
Or  Science 
Fiction? 

The  Army's  Future 
Combat  Systems  has 
sparked  controversy 


WHAT  IT  IS 

A  computerized 
communications- 
and-detection 
network  that  would 
link  soldiers,  vehicles, 
and  aircraft  that 
normally  have 
difficulty  connecting 
in  the  thick  of  battle. 


OVERSIGHT 

Speakes  (right)  on 
Capitol  Hill  with 
Senator  John  Warner 


Marine  lieutenant  general,  says  the  Pe 
tagon  must  first  focus  on  post-Cold  W 
challenges  such  as  how  to  confront  urb; 
guerrilla  fighting.  "We  don't  understar 
insurgencies,  and  we  don't  know  how 
counter  them,"  Van  Riper  says.  "I  woui 
have  no  problem  with  the  Army  researc. 
ing  FCS  concepts,  but  to  put  these  hu 
dreds  of  billions  of  dollars  into  it  is  a  was 
of  time  and  money.  We  don't  need  it  in  rJi 
immediate  future." 

Some  in  Congress,  meanwhile,  ha. 
begun  to  signal  hesitation  about  FG 
Without  trying  to  halt  the  program,  tit 
House  Armed  Services  Committee  in  M 
approved  an  authorization  bill  that  woui 
reduce  FCS  spending  for  fiscal  2008 
$857  million,  to  $2.85  billion.  The  cod 
mittee  expressed  "serious  concern"  abo 
the  program  draining  the  Army's  futui 
budget.  The  panel  also  inserted  langua 
in  the  measure  instructing  the  Defen 
Dept.  not  to  issue  new  contracts  with  cc 
porations  as  lead  systems  integrators.  T 
full  House  passed  the  bill,  but  the  Sera 
restored  some  of  the  House  cuts  in  its  vi 
sion  of  the  legislation.  The  two  bills  nc 
have  to  be  reconciled. 

However  lawmakers  resolve  the  a 
rent  tangle,  the  Army  has  bet  a  big  pi 
of  its  future  on  FCS,  and  Boeing  appes 
likely  to  continue  to  benefit.  ■ 


WHY  THERE  ARE 
QUESTIONS 

Government  auditors 
warn  that  lead 
contractor  Boeing 
has  too  much 
influence  over  the 
program;  some  in 
Congress  worry 
about  a  ballooning 
budget. 


HOW  MUCH  IT 
COSTS 

Up  to  $230  billion 
over  27  years.  So  far, 
the  Army  has  doled 
out  $8  billion  to 
Boeing,  Science 
Applications 
International,  and 
other  companies. 


Data:  Defense  Dept ,  Government  Accountability  0 
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>ast  performance  is  not  a  guarantee  of  future  results.  Please  consider  the  investment  objectives,  risks,  charges 
md  expenses  of  the  fund  carefully  before  investing.  The  prospectus  contains  this  and  other  information 
ibout  the  fund.  To  obtain  a  prospectus,  contact  your  financial  advisor  or  download  one  at  vankampen.com 
'lease  read  the  prospectus  carefully  before  investing.  ©  2006  Van  Kampen  Funds  Inc.  RN06-02149P-N08/06  (B) 
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Bonds:  Nothing  to  Fear  but  Fear  Itself 

Why  the  sell-off  is  healthy-and  higher  rates  may  signal  a  stronger  economy 


SEAL  THE  WINDOWS.  Stock  up  on 
bottled  water,  energy  bars,  and 
BlackBerry  batteries.  Be  ready 
to  kick  off  your  $250  wingtips 
and  run  for  your  lives.  Prepare, 
Wall  Street,  for  certain  destruction  at 
the  hands  of...  5%  interest  rates!  J  That, 
anyway,  has  been  the  reaction  of  many 
to  the  violent  sell- off  in  U.S.  Treasury 

bonds  this  month  that  has  sent  interest  yields  spiking. 
(When  the  demand  for  bonds  fades  and  prices  fall,  their 
yields  rise,  and  vice  versa.)  The  yield  on  the  benchmark  10- 
year  note  touched  a  five-year  high  of  5.33%  on  the  morning 
of  June  13,  up  from  just  4.56%  two 
months  earlier. 

To  many  cable-TV  pundits  and 
investment  strategists,  the  rout  is  a 
harbinger  of  doom.  Put  in  the  proper 
context,  however,  it's  anything  but. 

Conventional  wisdom  holds  that 
higher  rates  endanger  both  investors 
and  the  broad  economy.  They  mean 
greater  borrowing  costs  for  compa- 
nies and  consumers,  threatening  eco- 
nomic growth  and  profits.  They  signal 
expectations  of  rising  inflation,  which 
erodes  the  real  returns  on  all  invest- 
ments. They  make  it  more  expensive 
for  private  equity  firms  to  take  on  debt 
to  buy  out  companies  at  big  premi- 
ums, a  practice  that  has  buttressed  the 
nearly  five-year  bull  market  for  stocks. 
And  at  the  most  basic  level,  higher 
rates  on  "risk-free"  Treasuries  make 
riskier  assets  such  as  stocks  and  corporate  bonds  less  appealing. 

But  Treasury  yields  are  like  Rorschachs,  revealing  more  about 
the  mindsets  of  their  observers  than  any  intrinsic  certainty  in 
themselves.  One  could  just  as  easily  argue  that  rising  rates  are 
a  healthy  symptom  of  a  strengthening  economy.  After  all,  the 
post-September  11,  post-Enron  economic  funk  prompted  the 
Fed  to  slash  its  target  short-term  interest  rate  to  1%,  an  emer- 
gency measure  that  pushed  Treasury  yields  to  just  a  hair  above 
3%  in  2003.  The  recent  uptick,  say  many  yield  watchers,  was 
long  overdue.  We  might  even  dare  to  welcome  it. 
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For  all  the  commotion  over  the  worst  bond  market  sell-c 
in  four  years,  long-term  rates  are  still  low  by  recent  historic 
standards.  The  10-year  Treasury  yield  hit  a  staggering  16' 
in  1981  and  closed  that  decade  at  a  still  robust  8%.  "Durir 
the  '80s,  investors  would  recoil  every  time  we  went  below  8 
or  7%,"  says  Brian  S.  Wesbury,  chief  economist  at  First  Tru 
Advisors  in  Lisle,  111.  "It  was  like,  'I'll  never  buy  a  bond  for  le; 
than  that.'  Now  it's  the  opposite:  fear  on  the  way  up."  Yet  Ion]  jj 
term  rates  have  merely  revisited  their  two-century  average  i 
5.25%,  according  to  Lehman  Brothers  Inc. 

'WHAT  WE  HAD  WAS  TOO  LOW' 

THE  JUNE  SWOON  follows  a  long  stretch  of  ultralow  rate 
At  5-33%,  the  10-year  Treasury  recently  yielded  slightly  mo  I 
than  the  Fed's  target  rate  of  5.25%.  Yet  for  the  preceding  ye; 
and  a  half  it  yielded  far  less,  a  rare  situation  that  historicalff, 
has  been  a  sign  of  weak  growth  expectations  if  not  loomir  I' 
recession.  The  realignment  shovJP 
a  return  to  normalcy.  There's  notW- 
ing  bad  about  that.  "The  Treasui 
yield  is  roughly  where  it  should  be< 
says  veteran  economist  Sung  Wc 
Sohn  of  Hanmi  Bank  in  Los  Angele 
"What  we  had  was  too  low." 

Higher  interest  rates  also  illu^ 
trate  the  strength  of  the  global  eco 
omy  as  new  investment  opportur 
ties  are  making  it  tougher  for  forei^ 
investors  to  justify  parking  funds 
comparatively  boring  U.S.  gover 
ment  debt.  "Central  banks  are  no  J 
beginning  to  toy  with  the  idea 
taking  part  of  their  reserves  out 
Treasuries  and  putting  it  into  alte  si 
native  investments,"  says  David    »& 
Rosenberg,  North  American  econ  :  ioi 
mist  for  Merrill  Lynch  &  Co.  Even  sf)f 
it's  hard  to  imagine  the  cash-flu; 
Chinese  forever  avoiding  Treasuries  that  yield  5.30%  mere  ^ 
weeks  after  they  were  snapping  them  up  at  4.50%.  !? 

Don't  pronounce  the  private  equity  boom  dead,  eithtP 
Many  big  leveraged  buyouts  are  actually  financed  with  loai 
based  on  an  interest  rate  set  on  a  different  continent:  tl 
London  interbank-offered  rate.  Despite  all  the  panic  in  tl"itl 
U.S.  bond  pits,  that  figure  has  held  steady.  Low  rates  the ;  lot 
should  keep  money  flowing  into  buyouts,  underpinning  tl 
U.S.  equities  market.  :  '°n 

This  bond  monster  just  isn't  all  that  scary.  ■ 


SHOWDOWNS 


OUT  FOR  BLOOD? 
WHO  YOU  GONNA  CALL? 

[ulie  Roehm  hires  attackmachine  Michael 
Sitrick,  escalating  her  war  with  Wal-Mart 


IY  MICHELLE  CONLIN 
tND  ROBERT  BERNER 

JULIE  ROEHM'S  LEGAL  AND 
public-relations  strategy 
may  seem  hyperaggressive. 
Besides  suing  Wal-Mart  for 
wrongful  termination,  the 
former  marketing  star  has 
accused  its  top  officers  of 
iolating  the  company's  conflict-of-inter- 
st  rules.  Now  Roehm  has  hired  Michael 
itrick,  whose  Los  Angeles  public-rela- 
ions  firm  is  known  for  going  atomic  on 
pponents,  using  "truth  squads"  (which 
ig  up  alleged  inaccuracies  in  the  media), 
wheel-of-pain"  tactics  (negative  public- 
y  to  quicken  setdements),  and  high- 
irofile  journalists  (who  write  profiles). 

Roehm  seems  to  be  angling  for  a  big 
layout.  And  if  that  means  going  negative 
/ith  Sitrick's  help,  she  appears  willing  to 
o  there.  Truth  be  told,  it's  probably  the 
nly  option  she  has  left.  "They've  already 
one  as  much  as  they  can  to  try  and  de- 
troy  her  career,  so  I  don't  know  that  she 


has  a  whole  lot  to  lose,"  says  Paul  Verbin- 
nen  of  Sard  Verbinnen,  the  crisis  PR  firm 
that  advised  Martha  Stewart  during  her 
insider-trading  case.  Roehm's  keeping 
the  issue  alive,  adds  Verbin- 
nen, means  "Wal-Mart  has 
more  to  lose." 

Hiring  Sitrick  has  all  the 
classic  elements  of  an  un- 
relenting communications 
strategy  constructed  to  sup- 
port a  lawsuit.  Says  leg- 
endary New  York  PR  fixer 
Howard  Rubinstein:  "I've 
no  doubt  she  hired  him  to 
tell  her  story  in  the  most 
difficult,  attacking  method    tlie  Dlllly 
he    knows."    Adds    crisis    mam^^^^ 
management    expert    Eric 
Dezenhall,  who  defends  the  oil  indus- 
try: "What  is  clearly  happening  here  is 
a  premeditated  strategy  to  make  this  as 
painful  for  Wal-Mart  as  possible  so  that 
they  come  to  the  table." 

For  clues  as  to  where  the  story  goes 


Sitrick: 
"It  doesn't 
take  a  lot  of 
work  to  get 
Wal-Mart  to 
come  off  as 


GOING  NEGATIVE 

Sitrick  and  Roehm 
could  be  counting  on 
a  media  blitz  to  force 
Wal-Mart  to  the  table 


from  here,  look  to  Sitrick's  work  on 
behalf  of  former  Hewlett-Packard  Chair- 
man Patricia  Dunn,  who  was  forced  to 
resign  in  connection  with  HP's  spying 
scandal.  The  parallels  start  with  two 
women  accused  of  wrongdoing  by  big 
opponents.  "It  doesn't  take  a  lot  of 
work  to  get  Wal-Mart  to  come  off  as  the 
bully,"  says  Sitrick.  "It's  a  clear  David- 
and-Goliath  situation.  Julie  is 
the  underdog." 

In  Dunn's  case,  Sitrick  was 
instrumental  in  working  closely 
with  her  lawyers  to  give  influen- 
tial reporters— what  Sitrick  calls 
"lead  steers"— access  to  Dunn. 
That  resulted  in  profiles  that  al- 
lowed her  to  put  forth  her  narra- 
tive, earning  her  more  sympathy. 
Experts  say  Wal-Mart,  whose 
PR  efforts  have  been  known  to  backfire 
in  the  past,  may  be  ill  prepared  for  the 
coming  onslaught.  The  Sitrick  hiring  was 
a  surprise  to  Richard  Edelman,  whose 
eponymous  PR  firm  Wal-Mart  pays  to  run 
its  war  room  in  Bentonville.  "That's  un- 
believable," he  told  BusinessWeek.  "This 
is  the  heavy  artillery."  It  doesn't  help  that 
Sitrick  will  use  Wal-Mart's  reputation 
against  it.  Says  Dezenhall:  "Wal-Mart's 
job  is  trying  to  convince  people  that  Fay 
Wray  was  the  real  threat  to  King  Kong." 
Wal-Mart  declined  comment,  but  it  has 
given  no  indication  it  will  budge.  The  com- 
pany has  said  it  fired  Roehm  for  carrying 
on  an  affair  with  a  subordinate  and  accept- 
ing gifts  from  a  potential  business  partner. 
Roehm  denies  both.  What's 
clear  is  that  Roehm,  who  de- 
clined to  comment  for  this 
story,  made  a  poor  cultural  fit 
with  Wal-Mart;  she  has  con- 
ceded as  much  in  the  past. 
Yet  Wal-Mart's  hardball  re- 
sponse has  also  confounded 
many.  The  company  already 
faces  image  problems  and 
slowing  sales.  "A  sense  of 
self-righteousness  can  blind 
you  to  a  more  prudent  course 
of  action,"  says  Walter  Mont- 
gomery, a  partner  at  PR  firm 
Robinson  Lerer  &  Montgomery.  Luring  top 
talent  to  Bentonville  is  already  a  challenge. 
A  sideshow  like  this  can't  help  but  scare 
off  other  change  agents.  "This  is  a  pea- 
nut," says  Rubinstein.  "But  it's  a  peanut 
they  could  choke  on."  ■ 
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BREAKTHROUGHS 


ON  THE  BRINK 
OF  ARTIFICIAL  LIFE 

Craig  Venter  says  success  is  near,  but  critics 
blast  efforts  to  patent  synthetic  organisms 


BY  JOHN  CAREY 

IRST  HE  SUCCEEDED  IN 
reading  humanity's  genet- 
ic code.  Now  gene  pioneer 
J.  Craig  Venter  believes  he 
is  within  weeks  or  months 
of  creating  the  world's  first 
free-living  artificial  organ- 
ism in  his  laboratory.  It  won't  be  much  to 
look  at— a  tiny  bacterium  with  only  a  few 
hundred  genes.  But  if  it's  truly  feasible, 
he  says,  "it  will  be  one  of  the  bright  mile- 
stones in  human  history,  changing  our 
conceptual  view  of  life." 

It  also  could  be  lucrative.  Venter's 
company,  Synthetic  Genomics  Inc.,  has 
already  filed  controversial  patents  on 
synthetic  bugs,  which  could  make  fuels 
such  as  ethanol  or  hydrogen.  And  on 
June  13  it  announced  a  deal  with  energy 
giant  BP  PLC  to  find  and  modify  naturally 
occurring  microbes  that  can  turn  coal  or  oil 
below  the  earth's  surface  into  cleaner  fuel. 
Microorganisms  "have  the  potential  to 
provide  all  the  transportation  fuel  we  need 
in  the  U.S.,"  says  Venter.  "I  joke  that  I'm 
going  from  the  gene  king  to  the  oil  king." 

SWARM  OF  RIVALS 

IN  THIS  EMERGING  FIELD  of  synthetic 
biology,  though,  Venter  has  plenty  of 
competitors.  Amyris  Biotechnologies 
adds  suites  of  genes  to  yeast  or  bacteria 
to  make  an  antimalaria  drug  and  novel 
biofuels.  Dozens  of  so-called  gene  found- 
ries, including  a  Massachusetts  Institute 
of  Technology  spin-off  called  Codon  De- 
vices Inc.  in  Cambridge,  Mass.,  have 
sprung  up  to  sell  synthetic  strands  of 
DNA  and  other  products.  One  company, 
EraGen  Biosciences  in  Madison,  Wis., 
even  makes  DNA  from  basic  building 
blocks  not  found  in  nature,  opening 
the  door  wider  to  new  types  of  life.  And 
many  academics  are  trying  to  fashion 
free-living  organisms  from  scratch.  So 
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far,  they  have  synthesized 
such  simpler  microbes  as 
the  polio  virus  and  the  1918 
flu  virus. 

The  benefits  of  such 
research  could  be  enormous:  not  just 
drugs  and  fuels  but  also  bugs  that  clean 
up  pollution  or  flash  when  they  detect 
explosives,  plus  a  far  deeper  understanding 
of  the  basic  mechanisms  of  biology.  Venter 
imagines  creating  organisms  worth 
billions  or  trillions  of  dollars. 

But  the  pitfalls  could  be  huge  as  well. 
What's  to  stop  terrorists  from  buying 
pieces  of  DNA  and  fitting  them  together 
into  a  vicious  pathogen,  frets  David  C. 
Magnus,  director  of  Stanford  University's 
Center  for  Biomedical  Ethics.  "There  are 
plenty  of  people  lying  awake  worrying 
about  this,"  he  says. 

Magnus  and  others  have  been  working 
with  DNA  foundries,  suggesting  measures 


to  reduce  the  chances  of  dangerou 
organisms  being  unleashed,  purpose! 
or  inadvertently.  One  idea:  use  softwar 
to  spot  purchases  of  DNA  sequences  tha 
could  be  used  as  weapons.  Another  is  t> 
have  "biosafety"  officials  oversee  researcl 
to  ensure  that  pathogens  created  in  lab 
are  kept  under  control.  Such  measure 
are  still  voluntary.  "We've  essentiall; 
made  a  gamble  that  the  science  will  kee] 
us  one  step  ahead  of  any  nefarious  uses, 
Magnus  says. 

Even  if  synthetic  biology  can  be  kept  ou 
of  the  hands  of  terrorists,  some  scientist 
and  activists  worry  that  it  could  be  lockei 
up  for  commercial  gain.  In  early  Junt 
the  ETC  Group,  a  watchdog  organizatioi 
^^^^^^^^m  based  in  Canada,  launched 
'jH^E  campaign      against     Venter5 

^^^£       patent  application.  His  syntheti 
tJB^      organism  will  be  a  much  bigge 
^^K     deal  than  Dolly,  the  cloned  sheer, 
^i^    predicts  ETC's  Jim  Thomas.  H 
charges  that  Venter's  compan 
aims  to  be  the  "Microbesoft"  c 
synthetic  biology. 

LESS  SPECIAL 

VENTER  IS  NOT  surprised  b 
the  attacks  on  his  work.  "Pali 
ents  are  a  hot  word,"  he  say* 
"and  people  are  afraid  of  syni 
thetic  organisms."  He  has  woi 
kudos  for  convening  panel 
of  bioethicists,  religious  lead  j 
ers,  and  biowarfare  experts  1 
study  the  issues.  They've  corn 
eluded  the  research  shouldn' 
be  stopped— though  syntheti 
organisms  must  be  controlle' 
and  contained.  Environmen 
tal  groups  should  be  "ecstati 
about  what  we  are  doing,  sine 
we  provide  one  of  the  clea; 
alternatives  to  burning  oil  an 
coal,"  Venter  says. 

Within  weeks,  his  tear: 
expects  to  publish  a  paper  showing  f^ 
they  have  leapt  many  of  the  technicd 
hurdles  to  creating  synthetic  life.  Bu 
overcoming  objections  may  not  be  a 
easy.  While  creating  new  life  may  nc 
be  playing  God,  says  Arthur  L.  Caplar 
director  of  the  Center  for  Bioethics  s 
the  University  of  Pennsylvania,  "it  ha 
revolutionary  implications  for  how  w 
see  ourselves.  When  we  can  synthesiz 
life,  it  makes  the  notion  of  a  living  bein 
less  special."  And  there's  a  perceptio: 
that  synthetic  biologists  may  b 
"manipulating  nature  without  knowin 
where  they  are  going,"  he  says.  "Ther 
are  arrogant  scientists,  and  our  frien 
Venter  may  be  one  of  them."  ■ 
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be  the  "Microbesoft" 
of  synthetic  biology 
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VENEZUELA 


A  LOVE-HATE 
RELATIONSHIP 
WITH  CHAVEZ 

Companies  are  chafing  under  the 
fiery  socialist.  But  in  some  respects, 
business  has  never  been  better 


BY  GERI  SMITH 

JUST  HOW  HARD  IS  IT  TO 
do  business  in  Venezuela? 
As  President  Hugo  Chavez 
leads  his  country  toward 
"21st  century  socialism," 
hardly  a  day  passes  with- 
out another  change  in  the 
rules  restricting  companies.  Want  to  ex- 
port? First  get  government  certification 
that  there's  no  domestic  shortage  of  your 
product.  Want  to  import?  Prove  that  the 
goods  aren't  available  locally.  Chavez  has 
already  forced  global  oil  giants,  phone 
carriers,  and  power  companies  to  hand 
over  control  of  key  assets.  Now  he  says  he 
might  nationalize  banks,  hospitals,  and 
steel  companies.  No  wonder  foreign  di- 
rect investment,  which  averaged  $3.2  bil- 
lion annually  during  Chavez's  first  three 
years  in  office,  plunged  to  a  net  outflow 
of  $2.6  billion  last  year.  "It's  a  bit  like 
the...French  Revolution,"  says  Edmond 
J.  Saade,  president  of  the  Venezuelan 
American  Chamber  of  Commerce  (Ven- 
AmCham).  "  'Power  to  the  people,  death 
to  the  nobility.' " 

No  doubt,  Venezuela  is  a  pretty  scary 
place  to  invest  these  days.  But  in  some 
respects  business  is  better  than  ever. 
Thanks  to  soaring  oil  revenues,  Chavez 
is  spending  heavily— some  $13.3  billion 
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last  year  alone— to  win  support  for  his 
"Bolivarian  Revolution."  For  the  past 
three  years  the  economy  has  grown  at  an 
ll%-to-12%  clip,  while  consumption  has 
expanded  by  18%  annually.  The  poor, 
58%  of  all  Venezuelans,  have  seen  their 
meager  household  incomes  more  than 
double  since  2004  thanks  to  cash  sti- 
pends, subsidized  food,  and 
scholarships  from  the  gov- 
ernment's social-develop- 
ment programs.  The  result: 
Sales  of  everything  from 
basics  such  as  Coca-Cola 
and  Crest  toothpaste  to  big- 
ticket  items  like  Ford  SUVs 
and  Mercedes-Benz  sedans 
have  taken  off. 

You  might  call  it  busi- 
ness' love-hate  relationship 
with  Chavez.  Local  and  for- 
eign companies  alike  are 
raking  in  more  money  than  ever  in  Ven- 
ezuela. Two-way  trade  between  the  U.S. 
and  Venezuela  has  never  been  higher. 
Venezuela  exported  more  than  $42  bil- 
lion to  the  U.S.  last  year,  including  1 
million  barrels  of  oil  daily,  and  imported 
$9  billion  worth  of  American  goods,  up 
41%  from  2005.  But  since  Chavez  de- 
clared President  George  W.  Bush  Public 
Enemy  No.  1,  Americans  prefer  to  keep  a 


Despite  the 
political 
rhetoric,  U.S. 
exports  to 
Venezuela 
are  booming 


low  profile,  even  though  VenAmCham' 
1,100  member  companies  account  fc 
more  than  650,000  jobs.  "Consumptio 
has  been  going  through  the  roof,  an 
commercial  relations  between  the  U.J 
and  Venezuela  are  still  workable,  but  o 
the  political  front  there  is  confrontation, 
says  Saade.  "American  business  is  caugr 
in  the  middle." 

UNDENIABLE  POTENTIAL 

EVEN  GLOBAL  OIL  companies- 
Chavez's  chief  targets  so  far— are  likel 
to  stay  put.  Although  they  have  bee 
forced  to  turn  over  control  of  thei 
projects  to  the  state-owned  Petroleos  d 
Venezuela  (PDVSA),  Chavez  can't  affor 
to  alienate  them.  Ventures  involvin 
foreign  companies  account  for  40%  c 
Venezuela's  output  of  2.4  million  bai 
rels  a  day.  For  the  multinational  o 
giants,  the  country  is  too  important  t 
ignore,  even  if  it  means  they  no  longt 
call  the  shots.  "Venezuela's  oil  potentk 
is  so  great,"  says  a  foreign  oil  executiv 
who  declined  to  be  identified.  "We'n 
not  making  huge  returns,  but  it's  not 
financial  black  hole,  either." 

Other  industries  are  not  only  pui 
ting  up  with  Chavez  but  also  benefitin 
directly  from  his  programs.  Take  Into 
Corp.:  Sales  of  its  microprocessors  H 
Venezuela  jumped  by  15%  in  2006  an. 
look  set  to  grow  at  the  same  pace  th: 
year  as   the  governmer: 
equips  schools  and  publ: 
offices  with  new  compui 
ers.  In  December,  Caracs 
started  a  joint  venture  wit! 
China's  Lanchao  Group  t 
manufacture  low-cost  ms 
chines  called  "Bolivaria< 
PCs."  The  venture,  60'.i' 
owned  by  Lanchao,  wi 
produce  80,000  compui 
ers  in  Venezuela  the  fir: 
year  and  150,000  in  2001 
including  a  stripped-dow 
desktop  model  that  will  cost  $450.  Inti 
says  the  government  alone  could  buy  i 
many  as  300,000  computers.  "There 
a  lot  of  money  in  the  Venezuelan  ma 
ket  now,  and  it's  important  to  take  ac 
vantage  of  that,"  says  Guillermo  Deflfi 
Intel's  business-development  manag( 
in  Venezuela. 

Sales  of  cars  and  cola  are  boominj 
too.  Ford  and  General  Motors  Corp.  ha\ 
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The  Kinds'  investment  in  many  underlying  funds  means  that  they  will  be  exposed  to  the  risks  of  different  areas  of  the  market. 
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important  factors  for  you  to  consider  in  addition  to  the  Retirement  Funds.  Before  investing  in  one  of  these  funds,  also 
ire  to  weigh  your  objectives,  time  horizon,  and  risk  tolerance.  The  funds  assume  a  retirement  age  of  65. 


Just  choose  the  year  closest  to  your  expected  retirement  date: 


Retirement 2010  Fund  (TRRAX)  ••••• 

Retirement  201  5  Fund  (TRRGX)  •  •  •  • 

Retirement  2020  Fund  (TRRBX)  ••••• 

Retirement  2025  Fund  (TRRHX)  ••••• 

Retirement  2030  Fund  (TRRCX)  ••••• 


Retirement  2035  Fund  (TRRJX)      ••••• 
Retirement  2040  Fund  (TRRDX)  •  •••• 
Retirement  2045  Fund  (TRRKX)     Not  Yet  Rated 
Retirement  2050  Fund  (TRRMX)    Not  Yet  Rated 
Retirement  2055  Fund  (TRRNX)    Not  Yet  Rated 


Past  performance  cannot  guarantee  future  results.  The  Overall  Momingstar  Rating""  is  derived 
from  a  weighted  average  of  the  performance  figures  associated  with  a  fund's  3-,  5-,  and  10-year 
(if  applicable)  Momingstar  Rating'"  metrics.  The  Retirement  2010  Fund  was  rated  among  89 
and  89  target-date  2000-2014  funds;  the  Retirement  2015,  2020,  and  2025  Funds  were  rated 
among  54  and  54  target-date  2015-2029  funds;  and  the  Retirement  2030,  2035,  and  2040 
Funds  were  rated  among  88  and  88  target-date  2030+  funds  for  the  overall  rating  and  the  3-year 
period  ended  4/30/07,  respectively.  Ratings  are  based  on  risk-adjusted  performance.  Request  a 
prospectus  or  a  briefer  profile;  each  includes  investment  objectives,  risks,  fees,  expenses,  and  other  information 
that  you  should  read  and  consider  carefully  before  investing. 


Kiplinger's  magazine  said  T.  Rowe  Price  has  "the  best  target  funds  available"  because  of  their  high  allocation  to 
stocks,  low  expenses,  and  three-year  performance  record  (based  on  the  funds'  limited  performance  history  in 
a  bull  market  cycle).  When  you  dig  deeper  into  your  investment  options,  it's  easy  to  understand  why  more 
and  more  investors  are  choosing  T  Rowe  Price. 

T.  Rowe  Price  Retirement  Funds  make  investing  simple — just  choose  the  one  closest  to  your  retirement  date. 
Each  Retirement  Fund  invests  in  a  mix  of  up  to  15  T.  Rowe  Price  mutual  funds,  and  we  adjust  that  mix  over 
time,  initially  focusing  on  growth,  and  then  stability  as  your  retirement  date  approaches. 

Call  our  Investment  Guidance  Specialists  today,  and  put  our  no-load  Retirement  Funds  to  work  for  your 
retirement  savings,  401  (k)  rollover,  or  IRA. 


The  more  you  31! 

the  more  we're  JirTerentr 


troweprice.com/start     1.866.535.6415 


T.RoweRice 

INVEST    WITH    CONFIDENCE 

'For  funds  with  at  least  a  3-year  history,  a  Momingstar  Rating"  is  based  on  a  risk-adjusted  return  measure  (including  the  effects  of  sales  charges,  loads,  and  redemption  fees) 

with  emphasis  on  downward  variations  and  consistent  performance.  The  top  10%  of  funds  in  each  category  receive  5  stars,  the  next  22.5%  4  stars,  the  next  35%  3  stars,  the  next 

22.5%  2  stars,  and  the  bottom  10%  1  star.  Each  share  class  is  counted  as  a  fraction  of  one  fund  within  this  scale  and  rated  separately.  Momingstar  Rating  'is  for  the  retail  share 

class  only;  other  classes  may  have  different  performance  characteristics.  The  Retirement  2010, 2020, 2025, 2030, 2035,  and  2040  Funds  received  5  stars  and  the  Retirement  2015 

Fund  received  4  stars  for  the  3-year  period. 

c2007  Momingstar,  Inc.  All  Rights  Reserved.  The  information  contained  herein:  (1)  is  proprietary  to  Momingstar  and/or  its  content  providers;  (2)  may  not  be  copied  or  distributed; 

and  (3)  is  not  warranted  to  be  accurate,  complete,  or  timely.  Neither  Momingstar  nor  its  content  providers  are  responsible  for  any  damages  or  losses  arising  from  any  use 

of  this  information. 

T.  Rowe  Price  Investment  Services,  Inc.,  Distributor.  MRET075416 
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GlobalBusiness 


manufactured  cars  in  Ven-  [\ 
ezuela  for  nearly  a  half-cen- 
tury, but  with  the  strength  of 
the  bolivar,  imports  of  pricier 
models  such  as  the  Ford  Ex- 
pedition sport-utility  vehicle 
and  GM's  Silverado  pickup 
are  on  the  rise.  Last  year, 
Ford's  sales  increased  52%, 
to  nearly  62,000  cars  and 
trucks,  as  its  imports  more 
than  tripled,  to  28,000.  GM's 
sales  jumped  21%  last  year, 
to  71,000  vehicles,  and  so 
far  this  year  are  on  track 
to  climb  by  50%.  And  sales 
of  Coke  and  other  beverages 
made  by  bottler  Coca-Cola 
Femsa  in  Venezuela  jumped  25%  in  the 
first  quarter  of  2007,  in  spite  of  a  two-day 
shutdown  of  the  company's  distribution 
center  in  March  for  a  surprise  audit  by 
tax  authorities. 

AN  UNCERTAIN  FUTURE 

FOR  LOCAL  COMPANIES  that  have  man- 
aged to  survive  Chavez's  ever-changing 
business  rules,  the  fast-growing  economy 
offers  some  small  solace— but  few  guar- 
antees for  the  future.  "We  have  fewer 
competitors  every  year  because  people 


LEAVING  VENEZUELA 


throw  in  the  towel,"  says  the 
owner  of  a  family  company 
that  provides  raw  materials 
for  a  variety  of  industries.  He 
declined  to  give  his  name, 
fearing  government  retalia- 
tion, but  he  says  his  profit  margins  are 
getting  fatter  as  he  faces  less  competi- 
tion. Still,  his  company  has  shrunk  to  just 
100  employees  from  300  since  Chavez 
came  to  power  in  1999,  and  sales  have 
fallen  by  half.  Dozens  of  his  friends  have 
left  the  country  in  recent  years,  and  one 


RISING  UNREST 

When  Chavez  shut 
down  a  popular  TV 
station,  students  in 
Caracas  protested 


of  his  top  managers  is  dc 
camping  soon  for  Florid 
where  many  middle-cla; 
Venezuelans  have  made  the 
homes.  But  he's  determine 
to  stick  it  out. 

As  Chavez  continues  h 
socialist  crusade,  there   a 
signs  of  rising  discontent: 
recent  decision  to  revoke 
popular  TV  networks  licen 
sparked  outrage  among  ur 
versity   students,  who   too 
to  the  streets  in  early  Jun 
And  the  consumption  boo 
is  fueling  inflation,  now  ru 
ning  at  18%  annually.  In  ai 
event,  the  fiery  President  a 
hardly  do  without  busine: 
Private  companies  account  f  I 
half  the  government5 s  non(  I 
tax  receipts  and  83%  of  jot,, 
says  Ruth  de  Krivoy,  a  ft 
mer  Central  Bank  preside +. 
who  runs  Sintesis  Financiera,  a  Caracif 
think  tank  "The  government  believes  th 
state-run  companies...will  take  the  pla 
of  the  'exploiting'  business  class,"  1 
notes.  "But  if  you  erase  the  private  se 
tor  from  the  map,  what  do  you  have  le: 
Not  much."  ■ 
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Capital  Flight  to  South  Florida 


Luxury  sedans  and  SUVs  jam  the 
parking  lot  at  the  Regions  Bank 
branch  in  Weston,  Fla.,  near 
Fort  Lauderdale.  Inside,  dozens 
of  people  pack  the  lobby  for  a 
reception  to  honor  the  town's  Venezuelan 
residents-a  community  so  large  that 
Weston  has  been  nicknamed  Westonzuela. 
Venezuelan  entrepreneurs  munch  on 
arepas  and  empanadas  prepared  by  a  local 
Venezuelan  caterer.  Even  the  mayor  has 
shown  up  to  raise  a  glass. 

South  Florida  is  a  prime  destination  as 
Venezuelans  rush  to  move  their  money  out  of 
the  reach  of  Hugo  Chavez.  Capital  flight  from 
Caracas  is  nothing  new:  Venezuelans  have 
been  channeling  funds  north  for  decades 
as  they  have  hedged  their  bets  against 
economic  instability.  Nearly  every  real  estate 
agent  has  an  anecdote  about  a  Venezuelan 
whipping  out  a  fancy  pen  to  write  a  check 
for  a  condo  facing  Biscayne  Bay.  But  the 
pace  of  the  outflow  is  picking  up.  As  many 
as  100,000  Venezuelans  now  live  in  South 
Florida,  and  their  numbers  are  rising. 
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And  there's  a  new  sense  of  desperation. 
With  their  economy  growing  in  the  double 
digits,  Venezuelans  are  less  worried  about 
their  savings  being  eroded.  Instead,  they 
fear  Chavez  could  confiscate  their  bank 
accounts  and  businesses.  "Previous 
capital-flight  dollars  were  driven  by  poor 
economics  rather  than  a  controversial 
leader,"  says  Ken  Thomas,  a  Miami 
banking  consultant  who  calls  the  money 
flowing  from  Caracas  "CD  dollars," 
meaning  "Chavez-driven."  Venezuelan 
economist  Emilio  Medina-Smith,  who 
studies  capital  flight,  estimates  that 
roughly  $1  billion  has  left  the  country 
monthly  for  the  past  three  years,  a  big 
increase  from  Chavez's  first  years  in 
power.  And  bankers  in  Miami  say  the  latest 
wave  of  Venezuelan  capital  flight  reminds 
them  of  Fidel  Castro's  rise  in  Cuba. 

But  getting  capital  out  of  Venezuela 
is  complicated  and  expensive.  Chavez 
imposed  strict  controls  in  2003  that  limit 
dollar  purchases  and  require  government 
approval  for  them.  What's  more,  many 


Venezuelans  don't  want  the  government 
to  know  how  much  money  they  have. 
That's  why  they  turn  to  the  black  market 
to  trade  bolivars  for  dollars,  even  though 
the  rate  is  nearly  double  the  official  level. 
Then  they  either  travel  abroad  or  make 
arrangements  with  relatives  or  friends  that 
have  access  to  a  foreign  bank  account. 
"People  will  pay  a  premium  to  take  their 
money  out  through  the  black  market 
because  they  don't  want  any  official 
record,"  says  Clemente  L.  Vazquez-Bello,  a 
Miami  lawyer  specializing  in  anti-money- 
laundering  compliance. 

As  Chavez  keeps  the  pressure  on, 
Venezuelans  are  constantly  finding  new 
ways  to  move  their  money.  One  legal 
method  is  to  buy  Venezuelan  government 
bonds  and  swap  them  abroad  through  a 
broker  for  dollar-denominated  bonds-even 
though  the  maneuver  is  pricey.  Another 
strategy  is  to  buy  "gift  certificates"  from 
online  outfits  that  will  then  wire  the  money 
to  an  offshore  bank  account. 

-By  Ian  Katz  in  Miami 
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•FFSHORING 


3UESS  WHO'S 
1IRING  IN  AMERICA 

nfosys  and  other  Indian  companies  are 
ecruiting  more  locals  in  the  U.S. 


i  STEVE  HAMM 

BENNETT  KALCEVIC'S 
saga  offers  ample  evi- 
dence of  how  the  winds 
of  globalization  can  unex- 
pectedly shift.  In  the  mid- 
1980s  her  parents  lost 
their  mill  jobs  when  Pitts- 
irgh's  steel  industry  was  hit  by  cheap 
lports.  Now,  with  a  business  degree 
yea.  Michigan  State  University,  Kalcevic 
is  just  landed  a  plum  position  with  In- 
sys  Technologies  Ltd.,  one  of  the  low- 
st  Indian  outfits  that  many  blame  for 
king  jobs  from  American  program- 
ers.  After  a  six-month  training  stint  in 
dia,  Kalcevic  will  return  to  the  U.S.  and 
rite  software  for  an  Infosys  customer. 
)utsourcing  has  angered  some  people," 
e  says.  "It  might  be  easier  for  clients  to 
:al  with  Americans  locally." 
Think  of  it  as  offshoring  in  reverse, 
the  past,  Indian  companies  almost 
ways  transferred  Indians  to  work  in  the 
S.  on  temporary  visas.  But  now  Infosys 


and  other  Indian  outfits  are  hiring  ag- 
gressively in  the  U.S. 

Wipro  Ltd.,  for  instance,  is  scouting 
U.S.  locations  for  two  big  software  writ- 
ing centers  that  eventually  could  employ 
hundreds  of  programmers  each.  Cities 
on  its  short  list  include  Austin,  Tex., 
and  Atlanta,  because  of  their  deep  tech- 
talent  pools  and  reasonable  salary  costs. 
"The  work  we're  doing  requires  more 
and  more  knowledge  of  the  customers' 
businesses,  and  you  want  local  people 
to  do  that,"  says  Wipro  Chairman  Azim 
H.  Premji.  Today  only  2.5%  of  Wipro's 
global  workforce  is  non-Indian,  but  the 
company  wants  to  boost  that  to  more 
than  10%  in  a  few  years. 

The  Indian  outsourcers  say  their  U.S. 
expansion  plans  predate  the  latest  con- 
cerns over  immigration  and  jobs.  But 
they  acknowledge  the  trend  might  ease 
tensions  as  the  Senate  mulls  regulations 
that  would  require  companies  applying 
for  H-1B  visas— temporary  working  pa- 
pers for  foreigners— to  try  hiring  Ameri- 


cans first.  "If  we  can  hire 
close  to  our  clients,  we 
don't  have  to  bring  in 
somebody  from  India  on 
an  H-1B,"  says  S.  Padma- 
nabhan,  human  resourc- 
es chief  for  Tata  Consul- 
tancy Services  Ltd.  (TCS), 
India's  largest  outsourc- 
ing firm.  About  1,000  of 
TCS's  10,000  U.S.-based 
workers  are  Americans 
(out  of  90,000  total  em- 
ployees worldwide).  And 
it  plans  to  hire  an  addi- 
tional 2,000  Americans 
within  three  years. 

Surprisingly,  it  often 
costs  more  to  ship  in 
Indians  on  a  temporary 
basis  than  it  does  to  hire 
Americans.  Base  salaries 
are  comparable,  because 
Indian  companies  must  by  law  pay  mar- 
ket rates  for  people  they  bring  in  on  work 
visas.  But  the  companies  typically  have 
to  provide  the  Indians  with  housing,  and 
retirement  benefits  cost  more  because 
of  India's  social  security  contribution 
requirements.  Also,  as  the  Indian  rupee 
has  risen  more  than  10%  against  the  dol- 
lar this  year,  hiring  Americans  has  gotten 
cheaper.  At  the  same  time,  fierce  compe- 
tition for  tech  talent  in  India  is  pushing 
salaries  there  up  by  12%  to  15%  per  year, 
although  they  remain  less  than  a  third  of 
those  in  the  U.S. 

ALLURE  ON  CAMPUS 

THE  INDIANS  ARE  recruiting  a  combi- 
nation of  fresh  college  grads  and  experi- 
enced vets  who  have  worked  at  American 
companies.  They're  especially  active  at 
campus  job  fairs,  and  unlike  a  few  years 
ago  students  know  who  these  companies 
are  and  respect  them.  In  fact,  the  Indian 
connection  has  become  an  attraction.  "I 
thought  this  would  be  a  fantastic  oppor- 
tunity, especially  because  they  send  you 
abroad  for  training,"  says  Brian  Oswald, 
a  23-year-old  Rutgers  University  gradu- 
ate with  a  2006  degree  in  industrial  engi- 
neering who  joined  TCS  in  February. 

The  U.S.  hiring  by  the  Indians  echoes 
the  strategy  Japan's  auto  industry  devised 
after  soaring  levels  of  imports  sparked 
political  outcry  in  Washington  in  Decem- 
ber, 2000.  "The  Indians  are  doing  to  the 
world's  IT  processes  what  the  Japanese 
did  to  manufacturing,"  says  analyst  John 
McCarthy  of  Forrester  Research  Inc.  And 
now,  like  Japan's  carmakers  before  them, 
the  Indians  are  becoming  major  employ- 
ers in  the  U.S.  as  well.  ■ 
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EALS  OF  LAUGHTER  RIPPLED 

I  through  the  ether  in  April  when  hun- 
'  dreds  of  thousands  of  people  clicked 
on  YouTube.com  to  watch  comedian 
Will  Ferrell's  short  video,  The  Land- 
lord. It's  pretty  hilarious,  after  all,  to 
see  a  tiny  2-year-old  girl  in  a  party  dress  playing  the 
part  of  an  irate  landlord,  squeaking,  "I  am  tired  of 
this  crap  .1  want  my  money!"  at  Ferrell,  her  dis- 
traught, bushy-haired  tenant. 

What  chuckling  viewers  couldn't  see  was  the 
sprawling  framework  that  companies  have  cob- 
bled together  to  zap  millions  of  clips  like  this  one 
around  the  Internet  every  day.  After  a  student, 
say,  at  Rutgei  I  tiversity  in  New  Brunswick,  N.J., 
clicki  !  i  The  Landlord,  one  of  hundreds  of  diou- 
ui  I  i  omputer  servers  in  Google's  numerous 
I  ihfornia  data  centers  pushed  the  video  through 
Web  networking  gear  from  Cisco  Systems  and 
Juniper  Networks.  Last  year,  Google,  YouTube's 


All  those  YouTube 
videos  and 
MySpace  pages 
zipping  back  and 
forth  on  the  Net 
have  revived 
the  telecom 
industry— and 
charged  up  the 
~conbmy 
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parent  company,  spent  $1.9  billion,  or  18%  of  its  sales,  on  tech- 
nology systems  and  other  capital  expenditures  to  serve  videos 
speedily  and  process  search- engine  queries. 

From  Google's  facility,  the  video  shot  across  the  U.S.  on 
Level  3  Communications  Inc.'s  fiber-optic  network,  which 
encompasses  47,000  miles  of  cable.  Reaching  New  Jersey,  the 
clip  was  then  handed  off  to  a  new  fiber  loop  run  by  Verizon 
Communications  Inc.  Milliseconds  later,  Verizon  served  up  the 
video  to  an  apartment  in  New  Brunswick  through  a  broadband 
connection  wired  directly  into  the  building. 


In  those  taken-for-granted 
wires,  cables,  and  computers 
lies  a  remarkable  tale  of 
resurrection.  Seven  years  ago 
the  communications  business, 

made  up  of  companies  providing  everything  from  phones  to  com- 
puter networks  to  routers  and  switches,  was  laid  low  by  the  worst 
collapse  to  hit  a  U.S.  industry  since  the  Great  Depression.  With 
breathtaking  speed  and  little  advance  warning,  high-flying  com- 
panies like  Global  Crossing  Ltd.  and  WorldCom  Inc.,  which  had 
loaded  up  on  debt  to  build  out  fiber-optic  networks  and  buy  up 
companies  in  anticipation  of  a  never-ending  e-commerce  boom, 
collapsed  into  bankruptcy.  Giants  such  as  AT&T  were  ripped  apart 
as  they  scrambled  to  recover  from  free-falling  sales  and  profits. 
Hundreds  of  thousands  of  workers  lost  their  jobs.  Prices  of  some 
inflated  stocks— boasting  price-to-earnings  ratios  that  topped 
400  in  the  most  extreme  cases— tumbled  95%  or  more. 

Investors  saw  some  $2  trillion  of  market  value  vanish  in  a 
little  more  than  two  years— twice  the  damage  caused  by  the  par- 
allel bursting  of  the  Internet  bubble.  Amid  the  wreckage,  some 
predicted  it  could  take  a  decade  or  more  before  the  industry 
would  climb  back  and  fill  all  those  empty  pipes  that  starry-eyed 
executives  had  buried  beneath  the  earth  and  oceans. 

Over  the  past  year,  however,  the  telecom  industry  has  roared 
back  to  life.  Credit  a  steady  rise  in  appetite  for  broadband  Internet 
connections,  which  enable  easy  consumption  of  watch-my-cat 
video  clips,  iPod  music  files,  and  such  Web-inspired  services  as 


free  Internet  phoning.  Indeed,  this  year  broadband 
adoption  among  U.S.  adults  is  expected  to  cross  the 
important  threshold  of  50%.  Capital  spending  is  on 
the  rise  as  companies  invest  to  build  high-speed  net- 
works. Private  equity  players  are  placing  enormous 
bets  on  the  industry,  such  as  the  $8.2  bilhon  that 
Silver  Lake  Partners  and  the  Texas  Pacific  Group 
agreed  to  pay  for  networking  gearmaker  Avaya  on 
June  5.  And  the  glut  in  broadband  communications 
capacity  is  all  but  gone. 

About  half  of  the  Internet's  transmission  capacity 
was  going  unused  in  2002.  Today  that  pipeline  has 
almost  doubled  in  size,  and  yet  the  unused  portion  is 
down  to  about  30%.  As  a  result,  the  price  that  com- 
panies pay  for  bandwidth  in  some  parts  of  the  U.S. 
is  on  the  rise  after  six  years  of  declines.  "All  of  us  are 
planning  expansions  of  our  backbones  in  order  to 
support  growth  in  Internet  applications  and  video," 
says  Dan  Yost,  executive  vice-president  for  product 
at  Denver-based  communications  provider  Qwest 
Communications  International  Inc. 

Perhaps  the  best  indicator  of  the  telecom  re- 
vival is  this  startling  data  point:  Profits  for  the  in- 
dustry this  year  are  expected  to  reach  an  all-time 
high  of  $72  billion,  topping  for  the  first  time  the 
high-water  mark  of  $65  billion  in  1998. 

You  don't  have  to  tell  investors  that  telecom  is 
back  It  has  been  one  of  the  hottest  sectors  in  the 
stock  market  over  the  past  18  months.  In  2006  big 
phone  company  and  other  stocks  represented  in  the 
Telecom  HOLDRS  exchange-traded  fund  rose  34%,  after  a  nearly 
10%  decline  in  2005.  And  the  fund  is  up  14.8%  so  far  in  2007 
compared  with  a  7.7%  gain  for  the  Dow  Jones  industrial  average. 

But  telecom's  revival  has  implications  way  beyond  Wall  Street 
A  dollar  spent  on  telecom  infrastructure  produces  an  outsize 
impact  on  the  U.S.  economy  as  a  whole.  Indeed,  a  growing  body 
of  research  has  found  that  telecom  investment  plays  a  vital  role 
in  stimulating  economic  growth  and  productivity— more  so  thar 
money  spent  on  roads,  electricity,  or  even  education.  Communica- 
tion assets  generate  massive  benefits  by  slashing  the  cost  of  doing 
business  across  the  economy.  A  high-speed  data  network  sud- 
denly makes  it  easier  and  cheaper  for  all  kinds  of  workers  to  place 
orders,  service  customers,  and  drum  up  new  business. 


up  and  coming 


down  and  out 


A  2001  paper  in  the  American  Economic  Review,  written  by 
Lars-Hendrik  Roller  of  Berlin's  Social  Science  Research  Cen- 
ter and  Leonard  Waverman  of  the  London  Business  School, 
concluded  that  the  spread  of  land-based  telecommunications 
networks  in  21  developed  nations  accounted  for  one-third  of 
the  increase  in  economic  output  between  1970  and  1990.  Other 
studies  suggest  fiber-optic  and  wireless  networks  provide  their 
own  special  jolt  to  the  economies  of  rich  and  poor  nations 
alike.  "Out  of  the  ashes  of  the  tech  crisis  we  got  a  world-class, 
spanking-new  communications  network,"  says  Mark  Zandi, 
chief  economist  for  Moody  Corp.'s  Economy.com  Inc.  "That 
has  been  key  to  outsized  productivity  gains  ever  since." 

The  $900  billion  industry  looks  far  different  than  it  did 


in  2000.  The  balance  of  power  has  shifted  toward 
Web  upstarts  such  as  YouTube  and  MySpace  that 
barely  registered  seven  years  ago.  The  Bell  phone 
companies,  meanwhile,  have  consolidated  and  are 
furiously  developing  services  they  hope  will  let 
them  capitalize  on  the  billions  they're  investing  to 
build  speedy  new  networks. 

It's  not  clear,  though,  how  much  of  the  value  flow- 
ing from  those  networks  will  be  captured  by  the  Bell 
companies  themselves.  The  big  phone  companies 
don't  have  a  history  of  developing  game-changing 
technologies  in  a  competitive  arena.  "They've  got  a 
high  hill  to  climb,"  says  William  E.  Kennard,  a  former 
Federal  Communications  Commission  chairman  who 
is  now  managing  director  of  Carlyle  Group,  a  large 
private  equity  firm  that  has  purchased  some  telecom 
assets.  Meanwhile,  Web  companies  such  as  Google  are 
making  a  push  to  introduce  more  competition  into  the 
wireless  industry  and  loosen  the  Bells'  control  over  the 
Internet' s  distribution  (page  54). 

The  long-awaited  arrival  this  month  of  Apple 
Inc.'s  iPhone,  which  surfs  the  Web,  takes  pic- 
tures, plays  music— and  oh,  yeah  makes  phone 
calls— may  herald  a  new  round  of  disruption  for 
the  big  telcos.  By  allowing  software  developers 
to  write  applications  for  a  better  mobile  Web  de- 
vice, Apple  is  attempting  to  shatter  the  so-called 
walled-garden  model  of  wireless  companies  in 
which  they  control  the  wireless  Internet  gateway 
and  the  content  that  is  featured  on  the  handset 
screen.  If  the  iPhone's  Web  browser  performs  as  hyped,  cus- 
tomers could  start  demanding  a  full  range  of  Internet  service 
on  their  phones  and  new  freedom  in  their  service  plans. 
That,  in  turn,  could  create  ever  more  demand  for  servers 
and  routers,  video  services,  and  upgraded  wireless  networks. 
Within  the  broad  industry  comeback  are  some  remarkable 
turnarounds.  Few  companies  got  whipsawed  harder  by  the 
bust  than  Level  3  Communications.  Founder  and  Chief  Execu- 
tive James  Q.  Crowe  started  Level  3  in  1998  with  a  dream  of 
building  the  world's  largest,  most  advanced  fiber-optic  net- 
work—and with  $3  billion  raised  from  investors  that  included 
Walter  Scott  Jr.,  an  Omaha  construction  magnate  and  friend 
of  Warren  Buffett.  Before  long,  the  company  was  digging  up 
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earth  in  20  time  zones  with  250  crews  installing  fiber  at  a  blis- 
tering pace  of  19  miles  a  day.  In  March,  2000,  Level  3's  stock 
peaked  at  $130  a  share.  But  with  money  flowing  like  water, 
by  the  end  of  the  year  at  least  50  other  companies  jumped  in 
to  offer  Internet  backbone  services.  When  it  became  appar- 
ent that  Crowe's  network  was  attracting  more  competitors 
than  customers,  the  stock  tumbled  off  a  cliff,  nearly  killing 
the  company.  By  October,  2001,  it  had  bottomed  out  at  $1.98 
a  share,  sticking  investors  with  tens  of  billions  in  losses. 


Today,  Level  3  is  alive  and 
growing  again.  Over  the  past 
three  years  a  strong  bond 
market  enabled  the  company 
to  refinance  its  massive  debt 

at  lower  rates  and  pull  off  10  acquisitions  worth  more  than  $4 
billion.  Level  3  says  more  than  half  of  its  network  traffic  today 
is  from  Web  video,  vs.  no  such  traffic  in  2000.  High  debt  levels 
are  keeping  its  business  in  the  red;  analysts  don't  expect  Level 
3  to  generate  positive  cash  flow  until  the  end  of  this  year.  But 
over  the  past  nine  months,  Level  3's  stock  has  jumped  60%,  to 
about  5^,  as  it  reaps  a  kind  of  survivor's  premium.  "For  a  long 
time  they  were  on  death  watch,  but  now  they  are  the  last  guy 
standing  in  the  U.S.  wholesale  [bandwidth]  business,"  says 
Stephan  Beckert,  an  analyst  with  Washington-based  TeleGe- 
ography  Research. 

Now  even  some  initial  ^^^^^^^^^^^^^^^^ 
public  offerings  are  draw- 
ing interest  on  Wall  Street. 
Shares  in  Dallas-based 
wireless  service  provider 
MetroPCS  Communica- 
tions Inc.  have  jumped 
nearly  50%  since  the  com- 
pany went  public  on  Apr. 
22  at  $23  a  share.  The  stock 
price  of  communications 
gearmaker  Riverbed  Tech- 
nology Inc.  has  more  than 
quadrupled,  to  40,  since 
a  September,  2006,  IPO. 
"There's  a  huge  amount  of 
startup  innovation"  in  the 
communications  industry, 
says  Morgan  Jones,  a  part- 
ner with  Battery  Ventures, 
a  venture-capital  firm  in 
Waltham,  Mass.,  that  in- 
vested in  MetroPCS. 

Of  course,  that's  how 
it  felt  back  in  2000— in 
spades.  Then,  it  seemed  as 
if  demand  for  optical  rout- 
ers, "pump  lasers,"  and 
other    whiz-bang    broad- 
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band  technologies  would  grow  forever.  But  when  dot-coms 
started  flopping  in  the  spring  of  2000,  the  absurdity  of  projec- 
tions calling  for  Internet  traffic  to  double  every  three  months 
was  revealed.  The  capital  spigot,  which  had  been  gushing  with 
cash  for  upstart  phone  companies  and  established  carriers  alike, 
shut  off.  With  too  many  bandwidth  providers  chasing  falling 
demand,  wholesale  Internet  connection  prices  began  falling  by 
50%  a  year. 

The  first  big  dominos  fell  in  2001,  when  broadband  pro- 
viders Winstar  Communications  and  360Networks  filed  for 
bankruptcy.  Over  the  next  three  years  655  telecom  companies, 
with  a  combined  $749  billion  in  assets,  filed  for  bankruptcy, 
according  to  BankruptcyData.com.  On  July  21,  2001,  after  an 
accounting  scandal  revealed  billions  of  dollars  of  overstated 
profits,  WorldCom  Inc.,  the  giant  that  embodied  the  boom  era's 
promise,  filed  the  largest  bankruptcy  claim  ever. 

The  scope  of  the  wipeout  was  breathtaking,  conjuring  com- 
parisons with  the  savings-and-loan  crisis  of  the  1980s.  But 
this  time  it  was  private  investors  who  ate  the  losses,  not  the 
government.  And  the  speed  of  creative  destruction  had  one 
advantage:  By  early  2004,  recovery  was  already  under  way.  In 
a  key  deal  in  February  of  that  year,  Cingular  Wireless  agreed 
to  buy  AT&T  Wireless  Services  for  about  $41  billion.  Soon  the 
consolidation  shifted  into  overdrive.  In  December,  Sprint  an- 
nounced a  deal  to  buy  Nextel  Communications  for  $35  billion; 
a  month  later,  SBC  Communications  said  it  would  buy  AT&T 
for  $16  billion;  a  month  after  that,  Verizon  struck  a  deal  to 
acquire  MCI,  the  former  WorldCom,  for  $8.4  billion. 

But  while  the  phone  and  cable  companies  tightened  their 
grips  on  the  transmission  pipes,  an  army  of  upstarts  went  to 

work  filling  them.  It's  no 
^^^^^^^^^^^^^^^^^^         accident  that  the  explosion 

of  online  video  and  the  re- 
birth of  telecom  happened 
around  the  same  time.  A 
typical  video  consumes 
1,000  times  as  much  band- 
width as  a  sound  file.  (Like- 
wise, high-definition  video, 
which  consumes  7  to  10 
times  as  much  bandwidth 
normal    video,    could 
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trigger  the  next  surge 
network  growth.) 

Online  video  barely  ex- 
isted in  2000.  Today,  fully 
one-third  of  all  Internet 
traffic  comes  from  Web 
videos,  The  Landlord  in- 
cluded. Thanks  to  band- 
width-hungry services 
such  as  YouTube,  global 
Internet  traffic  from  2003 
to  2006  grew  at  a  com- 
pounded annual  rate  of 
75%  a  year,  according  to 
TeleGeography.  "When 
you  compound  those 
numbers,  I  don't  care  how 
much  inventory  you  have, 
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if  s  going  to  disappear  off  the  shelf,"  says  Level  3  CEO  Crowe. 

Tc  understand  the  velocity  at  which  video  is  taking  over  the 
Web,  consider  the  experience  of  VideoEgg  Inc.  While  not  nearly 
as  well  known  as  YouTube,  VideoEgg  in  less  than  two  years  has 
grown  to  become  the  largest  video  service  for  social-networking 
Web  sites.  Instead  of  building  their  own  Web  video  services,  big 
online  communities  such  as  Bebo  and  hi5  use  VideoEgg  technol- 
ogy to  let  members  broadcast  videos  on  their  sites. 

Today,  VideoEgg  serves  up  about  15  million  videos  a  day 
across  70  Web  sites.  To  deliver  them,  the  company  works  with 
giants  such  as  AT&T  and  Verizon  as  well  as  Web  content- de- 
livery service  Akamai  Technologies.  By  yearend,  VideoEgg 
CEO  and  co-founder  Matt  Sanchez  believes  the  company 
could  more  than  triple  its  current  traffic. 

Mainstream  organizations  also  have  knit  broadband  net- 
works into  the  fabric  of  their  daily  operations.  Take  some- 
thing as  simple  as  mail  delivery.  Since  2005  the  U.S.  Postal 
Service  has  been  using  wireless  scanners  so  mail  handlers 


can  keep  tabs  on  the  location  of  every  one  of  the  200  bi 
lion  pieces  of  mail  it  delivers  in  a  year.  And  it  is  now  testin 
a  wireless  system  that  will  keep  track  of  thousands  of  ma 
trailers  parked  in  its  22  bulk  mail  centers.  Since  2001  th 
Postal  Service  has  boosted  its  network  capacity  tenfold  t 
support  these  systems.  As  a  result,  the  service  has  become 
major  buyer  of  telecom  infrastructure,  spending  hundreds  ( 
millions  of  dollars  a  year  on  communications  services  pre 
vided  by  Verizon  and  AT&T. 

Indeed,  while  companies  remain  tightfisted  in  their  spendin 
on  computers  and  other  information  technology,  many  of  thei 
believe  new  networks  provide  a  big  bang  for  their  bucks.  Glob; 
spending  on  communications  equipment  for  corporations  i 
forecast  to  grow  20%  over  the  next  three  years,  according  to  Infc 
netics  Research  of  Campbell,  Calif.  Consider  the  experience  ( 
clothing  maker  Liz  Claiborne  Inc.:  In  late  2005  employees  wei 
becoming  increasingly  frustrated  when  it  was  taking  up  to  ha 
an  hour  just  to  open  up  a  40-megabyte  spreadsheet.  After  th. 
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LATER  THIS  YEAR 
the  most  valuable  slice  of 
American  airwaves  is  set 
to  be  auctioned  off  by  the 
Federal  Communications 
Commission.  A  growing  number  of 
consumer  groups  and  technology 
titans,  including  Google,  Intel,  and 
Yahoo!,  argue  that  the  auction  is 
the  last,  best  chance  to  create  a 
broadband  competitor  to  the  phone 
and  cable  companies. 

This  patch  of  UHF  wireless 
spectrum-television  channels  that 
must  be  vacated  when  broadcasting 
goes  digital  in  February,  2009— is 
viewed  as  beachfront  property  because 
it  can  penetrate  buildings,  mountains, 
and  earth.  Moreover,  a  network  in  this 
band  would  be  cheaper  to  build  than 
existing  Wi-Fi  and  WiMAX  networks, 
Since  UHF  signals  travel  much  greater 
distances.  The  auction  could  generate  as  much 
as  $20  billion  for  the  U.S.  Treasury. 

But  big  tech  players  are  likely  to  pony 
up  bids  only  if  they  can  change  the  way  the 
auction  operates,  which  will  be  determined 
by  July.  Unlike  auctions  on  eBay,  wireless 

trum  salei  a;e  governed  by  an 
incredibly  complex  and  changing  set  of  rules. 
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The  problem,  say  critics,  is  that  the  rules 
have  favored  incumbent  wireless  giants.  In 
last  year's  auction,  Verizon  Wireless,  AT&T, 
and  T-Mobile  bought  a  combined  61%  of  the 
$13.7  billion  in  spectrum  licenses. 

Google,  Intel,  and  other  techies  are 
pushing  the  FCC  to  create  licenses  for 
larger  geographic  areas  and  allow  "package 
bidding"  so  one  company  could  assemble  a 


nationwide  franchise  by  bidding  on 
a  combination  of  licenses.  "If  you 
have  that  much  power  concentratec 
in  a  few  players,  they  will  have 
the  incentive  to  limit  or  forestall 
innovations,"  says  Richard  S.  Whitt, 
Google's  Washington  telecom  and 
media  counsel. 

Verizon  is  vehemently  against 
proposed  rule  changes  that  would 
prevent  incumbents  from  bidding 
or  allow  winners  to  sell  spectrum 
wholesale-moves  that  might  make  it 
easier  to  create  a  new  nationwide  playei 
"The  best  thing  the  government  can 
do  to  ensure  that  the  country  remains 
competitive  in  broadband  is  to  open 
the  auction  to  all  bidders,"  says  Steve 
Zipperstein,  vice-president  for  legal  and 
external  affairs  at  Verizon  Wireless. 
Despite  the  fervor  for  a  new  entrant, 
most  analysts  believe  it's  unlikely  one  will 
materialize.  Few  companies  can  afford  the 
multibillion-dollar  price  tag  required  to  build  a 
national  network;  even  Google  and  Intel  have 
refused  to  commit  to  entering  the  auction.  FCC 
Chairman  Kevin  Martin,  though,  favors  packag 
bidding  and  remains  optimistic:  "I'm  hopeful 
about  a  new  entrant  if  we  set  it  up  right." 

-  Spencer  E.  Ant 
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company  installed  new  gear  from 
Riverbed  Technology  that  com- 
presses the  files  and  stores  the 
most  popular  data  closer  to  the 
users,  documents  popped  open 
in  a  few  minutes.  "People  were 
like,  Wow,  I  can't  believe  how  fast 
this  is,'"  says  Rakesh  Patel,  Liz 
Claiborne's  technical  architect. 

If  the  old  telecom  world  was 
dominated  by  bloated  regional 
monopolies,  the  new  world  is 
a  competitive  mosh  pit  stocked 
with  sinewy  players.  That's  re- 
flected in  how  much  more  pro- 
ductive the  industry  has  become. 

While  telecom  revenues  are  now  19%  higher  than  they  were 
in  2000,  that  money  supports  just  1.1  million  workers,  down 
nearly  30%  from  boom-era  levels.  "It  has  gotten  unrelentingly 
competitive  in  every  area:  broadband,  land  line,  and  wireless," 
says  AT&T's  new  CEO,  Randall  Stephenson. 


For  the  big  carriers  such  as 
AT&T,  Verizon,  and  Qwest, 
the  main  challenge  is  to 
slow  defections  of  traditional 
land-line  customers  while 

producing  faster  revenue  growth  in  new  markets  such  as  wire- 
less, Internet  service,  pay  TV,  and  advertising.  The  carriers  must 
overcome  their  reputation  for  being  "dumb  pipes"  and  prove 
they  can  fill  their  networks  with  innovative  bundles  of  products 
and  services  that  strike  a  chord  with  customers— all  while  bat- 
tling cable  operators,  which  are  poaching  millions  of  phone 
customers,  and  fending  off  or  making  peace  with  aggressive  new 
entrants  such  as  Google  and  Apple. 

There  is  reason  to  believe  the  phone  companies  are  re- 
inventing themselves.  Verizon,  for  example,  will  soon  offer 
services  that  allow  consumers  to  personalize  and  share  photos, 
videos,  and  other  media  among  their  cell  phones,  PCs,  and  TVs. 
Five  years  ago,  Verizon  employed  about  100  software  develop- 
ers who  were  mostly  focused  on  installing  products  developed 
outside  the  company.  Today,  Chief  Technology  Officer  Shaygan 
Kheradpir  oversees  more  than  1,000  developers.  In  July  the 
company  will  launch  an  interactive  media  guide  for  Verizon's 
FiOS  TV  service;  by  clicking  on  it,  couch  potatoes  can  access 
all  of  the  photos,  music,  and  videos  they  have  stored  on  a  PC. 
Further  down  the  road,  Verizon  says  it  will  steal  a  page  from 
YouTube  and  allow  TV  customers  to  create  their  own  personal- 
ized video  channels.  "We  don't  have  to  own  every  service,"  says 
Verizon  CEO  Ivan  G.  Seidenberg.  "We  just  have  to  package  a  lot 
of  them  and  help  the  customer  find  the  things  they  like." 

It  doesn't  help  that  American  phone  companies  can  no  longer 
rely  on  the  wireless  business  for  growth  as  much  as  they  have 
in  the  past.  Mobile  telephony  is  a  maturing  market.  For  the  first 
time,  this  year  the  growth  rate  for  new  wireless  subscribers  in  the 


U.S.  is  expected  to  decline.  1  \ 
continue  generating  doubL 
digit  revenue  growth,  win  I 
less  carriers  must  steal  cu 
tomers  from  one  another  < 
persuade  more  consumers  1 1 
buy  next-generation  phon(  j 
and  purchase  so-called  31 
services  such  as  games,  mil 
sic,  and  videos.  Every  maj(  | 
wireless  service  provider 
upgrading  its  networks 
provide  faster  speeds  for  uj 
loading   and  downloadin 
wireless  content.  But  oh 
15%  of  the  wireless  handse 
in  the  U.S.  are  capable  of  handling  3G  services. 

That  raises  a  troubling  question:  Could  another  unplea; 
ant  surprise  await  investors  who  have  bought  into  this  shin 
image  of  telecom  transformation?  Maybe.  Some  of  the  pre 
jections  for  new  mobile-phone  businesses,  especially  vide 
downloads,  seem  over-the-top  in  a  late-'90s  kind  of  way.  Bn 
there's  nowhere  near  the  sense  of  limitless  expectations  tha 
drove  telecom  investors  off  the  cliff  last  time.  Despite  stron 
performances  of  late,  stocks  such  as  AT&T,  Verizon,  and  Cisc 
Systems  are  trading  today  at  15  to  20  times  2007  earning. 
Cisco's  price-earnings  ratio  in  2000  hit  145. 

Perhaps  Cisco,  the  No.  1  seller  of  network  gear,  is  emblematin 
In  what  seemed  at  the  time  like  a  milestone  in  the  Net's  ascen 
dency,  Cisco  briefly  passed  Microsoft  Corp.  in  March,  2000,  tl 
become  the  most  valuable  company  on  the  planet.  Soon  afte 
Cisco  had  to  write  down  $2  billion  of  unsellable  routers  an 
other  equipment.  By  July,  2002,  its  stock  price  had  tumbled  frori 
77  to  12.  Cisco  cut  costs,  laid  off  workers  for  the  first  time,  an 
weathered  the  storm.  Today,  it  is  flowering  again,  selling  equip 
ment  to  cable  and  phone  companies  that  are  expanding  the; 
services,  and  branching  out  into  new  business  and  consume; 
markets.  In  the  most  recent  quarter,  the  company  reporte 
profits  of  $1.9  billion,  up  34%,  on  strong  sales  of  $8.9  billion.  O 
June  12,  the  stock  was  trading  around  26. 

CEO  John  Chambers  tells  a  post-bust  story  that  sums  up  ho-* 
quickly  things  have  turned  around.  Back  in  2004,  he  recalls,  crit' 
ics  laughed  when  Cisco  rolled  out  an  audacious  new  router,  th 
CRS-1,  capable  of  transmitting  the  entire  contents  of  the  Librar 
of  Congress  in  a  few  seconds.  Analysts  predicted  only  a  handft 
would  sell.  This  year,  thanks  to  the  video  bandwidth  hogs,  sale 
of  the  CRS-1  are  expected  to  hit  $1  billion,  more  than  doubl 
the  figure  for  2006.  Says  Chambers,  who  has  never  lacked  fc 
confidence  throughout  the  boom,  bust,  and  boom  again:  "Th 
market  is  going  exactly  where  we  thought."  ■ 

-With  Peter  Burrows  in  San  Mateo,  Calij 
and  Roger  O.  Crockett  in  Chicag 
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TAKING  THE  PULSE  OF  TELECOM 

ONLINE:  A  slide  show  highlighting  the  videos,  games,  and  other  Internet 
applications  fueling  telecom's  surprisingly  quick  revival. 

PODCAST:  Executive  Editor  John  A.  Byrne 

talks  with  Spencer  E.  Ante  about  the  story  behind  the  story. 


56  I  BusinessWeek  I  June  25,  2007 


When  you  need  someone  to  go  the  extra  mile. 

Above  and  beyond.  Far  and  wide  - 
to  get  you  the  IT  help  you  need,  we're  there. 

More  demands  and  more  pressure.  Less  time  and  fewer  resources.  Business  today  is  full  of  challenges.  When  it  comes  to 
technology,  CDW  will  do  what  it  takes  to  respond  to  your  needs.  We  have  products  from  the  top  names  in  the  industry, 
in  almost  every  technology  category  imaginable.  Our  dedicated  account  managers  and  technology  specialists  can  offer 
advice  and  create  solutions,  from  the  simple  to  the  complex.  We  even  have  a  full  range  of  custom  configuration  services 
at  your  disposal.  So  when  you  need  IT  help,  think  CDW.  We're  there  with  whatever  you  need,  whenever  you  need  it. 


CDW.com    800.399.4CDW 


lf)7  CDW  Corporation 


The  Right  Technology.  Right  Away. 


Special  Report 


THE 

CEO 

MAYOR 


THE  AMERICAN  BUSINESS- 
man-politician  has  a  long 
and  storied  history.  From 
Alexander  Hamilton  (industrial- 
ist) to  Herbert  Hoover  (mining 
consultant)  to  New  Jersey  Gover- 
nor Jon  Corzine  (CEO,  Goldman, 
Sachs  &  Co.),  wealthy  and  con- 
nected executives  have,  for  better 
or  worse,  tried  to  bring  corner- 
office  management  to  the  public 
arena.  With  the  arrival  of  George 
W.  Bush,  MBA,  we  began  to  hear 
a  lot  about  the  so-called  CEO 
President  who  was  supposed  to  muster  a  greater  degree  of 
executive  decisiveness  and  accountability.  But  four  years  of 
war  and  the  Katrina  debacle  have  blunted  that  talk. 

Which  brings  us  to  New  York  City  Mayor  Michael 
R.  Bloomberg.  This  forthright  and  prosaic  65-year- 
old  billionaire  just  may  have  the  right  combination  of 
managerial,  risk-taking,  and  political  skills  to  create 
a  new  model  for  public  service— possibly  even  at  the 
national  level  should  Bloomberg  run  for  President. 

Applying  lessons  from  an  early  career  on  Wall  Street 
and  from  two  decades  building  his  eponymous  finan- 
cial-information and  media  empire,  the  mayor  is  using 
technology,  marketing,  data  analysis,  and  results-driven 


HOW  NEW  YORK'S 

MIKE  BLOOMBERG 

IS  CREATING  A  NEW 

MODEL  FOR  PUBLIC 

SERVICE  THAT 

PLACES  PRAGMATISM 

BEFORE  POLITICS 

BY  TOM  LOWRY 


incentives  to  manage  what  is 
often  seen  as  an  unmanageable 
city  of  8  million. 

Bloomberg  sees  New  York 
City  as  a  corporation,  its  citi- 
zens as  customers,  its  sanitation 
workers,  police  officers,  clerks, 
and  deputy  commissioners  as 
talent.  He  is  the  chief  executive. 
Call  him  a  technocrat  all  you 
want;  he's  O.K.  with  that.  "I 
hear  a  disparaging  tone,  like 
there's  something  wrong  with 
accountability  and  results,"  he 
says.  "What  was  I  hired  for?" 

Yes,  Bloomberg  has  endured'setbacks.  His  failed  at- 
tempt to  build  a  football  stadium  in  Manhattan  gobbled 
up  time  and  energy  for  much  of  his  first  term.  And  while 
his  takeover  of  city  schools  five  years  ago  from  the  state 
has  led  to  dramatically  improved  test  scores,  there  is 
a  long  way  to  go  before  the  mayor  can  declare  victory. 
Plus,  some  of  his  ideas— including  his  suggestion  to  pay 
kids  for  good  grades— grate  on  educators. 

Yet  his  checklist-obsessed  operating  style  has  reso- 
nated with  New  York's  famously  cynical  citizenry— 70% 
approval  ratings  attest  to  that— and  well  beyond  Goth- 
am. "People  see  that  this  can  be  done  in  a  place  like 
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New  York,  effectively  managing  something  so  large  and  com- 
plex," says  Time  Warner  CEO  Richard  D.  Parsons,  a  Bloomberg 
friend  and  someone  mentioned  as  a  possible  mayoral  candidate 
himself.  "And  they  think,  'Hey,  this  can  be  done  elsewhere.' " 


The  City  Is  a  Brand 


PUT  YOURSELF  IN  BLOOMBERG'S  size  9'/2  loafers  on  Jan.  1, 
2002,  the  day  he  was  sworn  in  as  New  York's  108th  mayor.  The 
city  was  grappling  with  the  psychological  and  financial  impact 
of  the  terrorist  attacks.  It  faced  a  budget  gap  of  nearly  $6  bil- 
lion. On  Wall  Street,  there  was  talk  of  abandoning  Manhattan 
for  the  safer  precincts  of  New  Jersey  or  Connecticut. 

Bloomberg  had  three  options:  cut  services,  raise  taxes,  or  both. 
He  did  what  no  mayor  had  dared  to  do  in  more  than  a  decade:  He 
jacked  up  property  taxes.  And  he  didn't  agonize  over  the  decision 
a  bit.  "It  [was]  easy  to  make  that  choice,"  he  recalls. 

Some  of  his  aides  tried  to  talk  him  out  of  it,  fearing  the  move 
amounted  to  political  suicide.  And  by  the  following  summer, 
Bloomberg's  approval  ratings  had  plunged,  to  31%.  But  the 
novice  mayor  was  undeterred.  Where  most  politicians  would 
have  seen  only  a  fiscal  solution  to  the  budget  gap,  he  spotted  a 
marketing  opportunity.  He  was  protecting  the  New  York  City 
"brand."  Bloomberg  saw  a  low  crime  rate,  good  public  trans- 
portation, and  clean  streets  as  indispensable  to  selling  New 
York.  Cutting  back  on  services,  he  felt,  would  send  the  wrong 
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message  to  the  business  community  and  the  outside  world,     i  a 
At  the  same  time,  Bloomberg  boosted  New  York's  promo » n 
tional  efforts.  First,  he  consolidated  three  existing  operation^  51 
under  a  not-for-profit  entity  called  NYC  &  Co.  He  tripled  thd 
city's  contribution  to  the  annual  marketing  budget,  to  $21 
million.  Then  he  went  out  and  hired  as  CEO  a  veteran  ad  man 
George  Fertitta,  whose  branding  and  marketing  firm  haotjci 
handled  the  likes  of  Coca-Cola,  Perry  Ellis,  and  Walt  Disneyjr 
All  cities  have  marketing  arms.  But  Fertitta's  operation  Hi 
essentially  an  advertising  agency  with  an  in-house  creativtfi 
services  unit  that  uses  various  media,  from  bus  shelters  to  thcffl 
city's  cable  channel,  to  help  sell  the  Big  Apple. 


Bloomberg 

doesn't  mind 

being  called  a 

technocrat.  "I 

hear  a  disparaging 

tone,  like  there's 

something  wrong 

with  accountability 

and  results,"  he 

says.  "What  was  I 

hired  for?" 


Bloomberg  has 
made  City  Hall 
"see-through," 
complete  with 
a  newsroom- 
style,  open-plan 
"bullpen"  office 
and  glass  windows 
in  all  the  meeting 
rooms. 


Ever  the  metric 
junkie,    Bloomberg 
set  a  goal  for  NYC  & 
Co.:  lure  50  million 
visitors   a  year  by 
2015.  And  knowing 
that  foreign  tourists 
spend  three  times  as 
much  as  U.S.  visi- 
tors, he  ordered  Fer- 
titta  to  open  more 
ranch  offices  around  the  world.  Today,  NYC  &  Co.  has  a  presence 
1  14  cities,  with  new  offices  set  to  open  in  Seoul,  Tokyo,  and 
hanghai  in  coming  months. 

Since  2003,  New  York  says  it  has  added  151,100  new  private 
actor  jobs,  boosting  the  economy  and  fueling  a  construction 
oom.  And  last  year,  partly  owing  to  a  weak  U.S.  dollar,  the 
ity  reports  attracting  44  million  visitors,  up  from  35  million 
l  2002.  As  for  that  18.5%  property  tax  hike,  it  got  a  whole  lot 
asier  to  swallow  when  the  average  value  of  a  single  family 
ome  surged  by  55%.  Now,  with  the  city  in  surplus,  Bloomberg 
lans  to  hand  out  $1.3  billion  in  tax  cuts  not  only  to  homeown- 
rs  but  also  to  businesses  and  shoppers. 


The  Voters  Are  Customers 

BLOOMBERG  THE  EXECUTIVE  was  obsessive  about  catering 
to  his  customers,  establishing  24-hour  call  lines,  collecting 
data  to  help  develop  new  products,  and  sending  his  execu- 
tives out  into  the  field  to  solicit  feedback  directly  from  clients. 
"Good  companies  listen  to  their  customers,  No.l,"  he  says. 
"Then  they  try  to  satisfy  their  needs,  No.  2.  But  don't  let  [them] 
drive  the  internal  decisions  of  the  company." 

As  daunting  as  it  may  sound  in  a  city  never  shy  about  com- 
plaining, Bloomberg  decided  New  York  needed  its  own  24- 
hour  customer-service  line.  Yes,  other  cities  had  deployed  311 
numbers,  but  never  on  such  a  grand  scale.  The  benefit,  beyond 
giving  the  public  a  new  outlet  to  vent,  would  be  making  city 
government  more  efficient. 

One  month  after  being  sworn  in,  Bloomberg  proposed  a  311 
line  that  would  allow  New  Yorkers  to  report  everything  from 
noise  pollution  to  downed  power  lines.  More  important,  311 
would  give  the  mayor  unprecedented  access  to  what  was  on  his 
constituents'  minds.  Bloomberg  sees  the  weekly  reports  and 
gets  a  sense  of  the  citizenry's  angst— and  whether  problems  are 
getting  solved  and  how  quickly. 

Since  it  launched  in  March,  2003,  at  a  startup  cost  of  $25 


June  25,  2007  I  BusinessWeek  i  61 


SpecialReport 


million,  311  has  received  49  million  calls.  The  service  employs 
370  round-the-clock  call  takers.  And  New  York  has  done  an 
impressive  job  of  data-mining  the  calls  and  quickly  responding, 
says  Stephen  Goldsmith,  the  former  mayor  of  Indianapolis  and 
now  a  professor  at  Harvard's  Kennedy  School  of  Government. 
"Something  special  is  going  on  in  New  York,"  he  says.  As  far  as 
the  mayor  is  concerned,  the  numbers  tell  the  story.  Emergency 
911  traffic  is  down  by  1  million  calls  since  3H's  inception,  meaning 
first  responders  are  being  called  to  fewer  non-emergencies.  The 
Buildings  Dept.  uses  311  to  streamline  the  permit  process  and 
the  review  of  plans  by  inspectors.  The  average  wait  time  for  an 
appointment  with  a  building  inspector  has  dropped  from  40  days 
to  less  than  a  week.  Two  years  after  311  launched,  inspections  for 
excessive  noise  were  up  94%;  rodent  exterminations,  36%. 

Heather  Schwartz,  a  30-year-old  graduate  student,  is  a  regu- 
lar user  of  the  311  line  and  says  she  became  a  big  fan  last  year 
when  she  called  about  graffiti  in  a  northern  Manhattan  subway 
station.  Within  days,  the  walls  were  painted  over.  Each  time  the 
graffiti  artists  returned,  the  city  would  paint  over  their  handi- 
work. Finally  the  vandals  gave  up.  Now  Schwartz  calls  311  for 
everything  from  elevator  inspections  to  trash  in  the  streets.  "I 
am  thrilled  with  it,"  she  says.  "It  professionalizes  the  city." 

The  More  Light,  the  Better 

EARLIER  THIS  YEAR,  during  a  morning  meeting  with  top  staff- 
ers, Bloomberg  noticed  the  large  doors  to  the  ornate  conference 
room  in  City  Hall.  They  were  wooden.  How  could  that  be?  Bloom- 
berg thought  he'd  made  City  Hall  "see-through."  All  meeting 
rooms  had  glass  windows,  so  you  could  look  inside.  His  desk 


and  those  of  his  staff 
were  clustered  in  a 
room  without  walls 
to  facilitate  better 
and  faster  commu- 
nication. By  week's 
end  the  room  had 
glass  doors. 

Bloomberg      has 
tried   to   make   the 
government  and  its 
agencies  more  open, 
too.  In  a  task  that 
previously  fell  to  city 
budget       directors, 
Bloomberg    himself 
each     year    makes 
three  budget  presen- 
tations in  the  same 
day:  one  to  city  coun- 
cil, another  for  other 
elected  officials,  and 
one  to  the  press.  He  uses  easy-to-follow  charts  and  tables,  muclt 
like  a  CEO's  Power  Point  presentation  to  analysts.  His  hope  i 
that,  by  explaining  the  forces  shaping  the  city's  economy,  a  bette  i 
understanding  of  his  tax  and  spending  priorities  will  emerge.  Thtiith 
approach  has  not  only  helped  him  in  budget  negotiations  with  cit  pa 
council  but  also  fostered  a  smoother  relationship  with  civic  ancifo 
advocacy  groups,  says  Mitchell  Moss,  an  urban  policy  and  planning 
professor  at  New  York  University. 
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BOLDMOVES 


Most  politicians 
fill  the  top  jobs 
with  people  to 
whom  they  owe 
their  support. 
Bloomberg 
has  endeared 
himselfto 
voters  by  hiring 
lieutenants  who 
can  get  the  job 
done. 


What's  more,  citizens  can  get  a  closer  look  at  their  city  govern- 
nent  than  ever  before.  The  semiannual  mayor's  management  re- 
>ort  once  exceeded  1,000  pages  in  three  printed  volumes.  Today, 
he  report— which  reviews  the  delivery  of  city  services— is  186 
>ages,  available  online,  and  includes  many  more  features  than  be- 
bre,  including  neighborhood  data  and  five-year  trends  that  allow 
"Jew  Yorkers  to  compare  past  and  present.  In  addition,  the  city 
>lans  and  budget,  once  convoluted  fiscal  documents  with  only 


summaries  available  online,  are  now  fully  accessible  on  the  city's 
Web  site.  Before,  a  New  Yorker  could  never  see  a  specific  agency's 
overhead  costs— its  pensions  and  legal  claims,  say.  The  costs  were 
pooled  as  a  single  number.  Now  each  agency  breaks  them  out. 

Hire  Smart  and  Delegate 

THE  FIRST  THING  most  politicians  do  upon  winning  office 
is  fill  top  jobs  with  people  to  whom  they  owe  their  support  or 
who  have  long-standing  ties  to  the  political  Establishment. 
Bloomberg  arrived  at  City  Hall  with  no  such  debts.  That's 
partly  because  he  financed  his  own  campaign.  But  even  if  he 
hadn't,  Bloomberg  says,  he  still  would  have  recruited  his  lieu- 
tenants based  on  their  ability  to  set  targets  and  hit  them. 

And  by  and  large,  that  is  what  he  has  done.  Not  surprisingly, 
he  reached  into  the  business  community,  appointing  a  former 
partner  of  private  equity  firm  Oak  Hill  Capital  Partners  named 
Daniel  Doctoroff  to  run  New  York  City's  economic  develop- 
ment office.  And  he  brought  over  four  of  his  executives  from 
Bloomberg  itself.  One  of  them  was  Katherine  Oliver.  Bloom- 
berg had  a  turnaround  mission  in  mind  for  her  at  the  city's 
Office  of  Film,  Theatre  &  Broadcasting. 

Oliver  was  working  in  London,  overseeing  Bloomberg  global 
radio  and  television  operations,  when  she  got  the  call.  Her  march- 
ing orders  from  the  mayor  were  simple:  build  a  customer-service 
organization.  She  wasn't  prepared  for  how  much  the  film  office 
needed  modernizing  and  refocusing.  Toronto  and  Louisiana, 
among  other  places,  were  stealing  business  from  New  York.  Pro- 
duction companies  were  required  to  visit  the  office  and  fill  out 
permit  applications  on  paper.  And  to  Oliver's  astonishment  the 


THE  ALL  NEW  TAURUS. 

RATED  THE  SAFEST 

FULL-SIZE  CAR  IN  AMERICA 


It's  official.  The  all  new  2008  Ford  Taurus  is 
rated  the  safest  full-size  car  in  America,  based 
on  NHTSA*  and  IIHS  crash  tests. 

The  Taurus  earned  perfect  five-star  safety 
ratings  in  four  impact  categories:  driver,  front 
passenger,  front  and  rear  side. 

What  makes  Taurus  unique? 


It  starts  with  the  airbags.  Six  of  them.  Standard. 
Innovative  SPACE™  Architecture  not  only  enhances 
cabin  safety  in  side  impacts,  it  also  helps  give 
Taurus  the  roomiest  interior  of  any  full-size  car 
in  America.** 

The  all  new  28-mpg!  263-horsepower  Taurus. 
Check  it  out  at  your  Ford  Dealer  or  fordvehicles.com. 


FIVE-STAR  CRASH  TEST  RATINGS  IN  ALL  FOUR  CATEGORIES 

±  ,X-  -X-  ±r  ±.  j  DRIVER  FRONTAL  CRASH  RATING/FRONT  SEAT  SIDE  CRASH  RATING 
K  ^  ^  ^  ^  I  PASSENGER  FRONTAL  CRASH  RATING/REAR  SEAT  SIDE  CRASH  RATING 


'Government  star  ratings  are  part  of  the  National  Highway  Traffic  Safety  Administration's  (NHTSA's)  New  Car  Assessment  Program 
(www.safercar.gov).  **Class  is  5-passenger  large  car.  ;EPA  estimated  18  city/28  hwy  mpg,  FWD. 
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"In  business,  yoi 
reward  people 
for  taking  risks. 
When  it  doesn't 
work  out,  you 
promote  them 
because  they 
were  willing  to 
try  new  things. 
If  people  tell  me 
they  skied  all  day 
and  never  fell 
down,  I  tell  them 
to  try  a  different 
mountain." 


agency  had  only  one  computer.  Most  staff  were  tapping  away  on 
electric  typewriters. 

Within  a  month  of  her  arrival,  her  22  employees  had  new 
Dell  flat-screens,  and  production  companies  were  able  to  file 
for  permits  online.  Approvals  have  since  surged  to  200  a  day, 
up  from  200  a  week  in  2002.  Oliver  also  put  a  photo  library 
on  the  Web  site,  letting  producers  scout  locations  from  their 
desks.  She  began  offering  a  combined  15%  tax  credit  to  film 
and  TV  productions  that  complete  at  least  75%  of  their  stage 
work  in  the  city.  Oliver  says  the  program  has  generated  $2.4 
billion  in  new  business  and  10,000  new  jobs  since  2005.  She 
offered  filmmakers  free  advertising  space  on  public  property. 
And  she  set  up  a  dedicated  team  of  33  police  officers  to  ease 
shoots  in  the  city.  "We  tried  to  look  at  this  as  B  to  B,"  says 
Oliver.  "This  is  a  microcosm  of  what  Michael  wanted  to  do  for 
the  entire  city." 

The  movie  industry  isn't  complaining.  Veteran  producer  Mi- 
chael Tadross  says  the  city's  film  office  is  much  more  efficient. 
"You  get  maps,  diagrams,  and  suggestions  of  where  to  shoot 
during  one-on-one  meetings  with  folks  in  the  office,"  says  Tad- 
ross, who  just  completed  filming  a  remake  of  The  Omega  Man, 
I  Am  Legend,  in  New  York.  "I  have  always  felt  big  cities  should 
be  run  by  businesspeople,  not  politicians." 


Bloomberg  recently  reflected  on  the  rare  setback.  "Ir 
business,  you  reward  people  for  taking  risks.  When  ill 
doesn't  work  out,  you  promote  them  because  they  were  will-l 
ing  to  try  new  things.  If  people  come  back  and  tell  me  theyy 
skied  all  day  and  never  fell  down,  I  tell  them  to  try  a  dif- 
ferent mountain."  He  adds:  "I  have  always  joked  that  [the 
difference  between]  having  the  courage  of  your  convictions 
and  being  pigheaded  is  in  the  results." 

Bloomberg  has  two  and  a  half  years  left  in  his  second 
term,  so  it's  a  little  early  to  talk  about  legacy.  But  the  influ- 
ence of  this  self-made  billionaire  will  be  felt  by  generations 
of  politicians.  One  is  Adrian  Fenty.  Washington's  36-year-old 
mayor  has  adopted  the  newsroom-style  office,  or  bullpen, 
that  Bloomberg  brought  from  his  company,  and  is  now  seek- 
ing a  Bloomberg-style  overhaul  of  his  city's  own  chronically 
underperforming  schools. 

What  has  Bloomberg  learned  as  mayor?  "The  real  world, 
whether  in  business  or  government,  requires  that  you  don't 
jump  to  the  endgame  [or]  to  success  right  away,"  he  says.  "You 
do  it  piece  by  piece.  Some  people  get  immobilized  when  they 
come  to  a  roadblock.  My  answer  is,  "you  know,  if  s  a  shame  it's 
there,  but  now  where  else  can  we  go?  Let's  just  do  it.' "  ■ 


Be  Bold,  Be  Fearless 


BusinessWeek  .com 


www.businessweek.com/extras 


"A  MAJOR  PART  of  the  CEO's  responsibilities  is  to  be  the  ultimate 
risk-taker  and  decision-maker.  Truman  (The  buck  stops  here') 
had  it  right."  So  wrote  Bloomberg  in  his  1997  autobiography 
Bloomberg  By  Bloomberg.  The  mayor  has  embraced  risk  with  an 
almost  reckless  disregard  for  political  repercussions.  Sometimes 
it  has  worked  out:  His  controversial  smoking  ban  in  bars  and  res- 
taurants is  being  replicated  in  other  cities.  Sometimes  it  hasn't:  In 
a  crushing  defeat,  he  lost  the  2012  Olympics  bid  to  London. 
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MANAGING  GOTHAM 

ONLINE:  Senior  Writer  Tom  Lowry  narrates  a  slide  show  and  analyzes  New 
York  City  Mayor  Michael  Bloomberg's  private  sector  management  approach  to 
running  the  nation's  largest  city. 

BLOOMBERG  ON  BLOOMBERG  Check  out  excerpts  from  Lowry 's  exclusive 
interviews  with  Bloomberg. 

GRADING  BUSINESSMEN  POLITICIANS  A  noted  urban  policy  professor 
reviews  and  grades  the  performance  of  executives-turned-polltlcians  through 
the  years. 


Tough  calls  don't  bother 
you.  CLOSE  ones  do. 


Now  you  can  gain  the  visibility  and  control  you  need 
to  avoid  financial  and  operational  close  calls. 


Only  Cognos'  solution  for  enterprise  planning  provides  the  flexibility  to  automate 

and  link  all  your  financial  plans  and  forecasts  to  their  operational  drivers. 

Which  means  you  always  have  a  complete  view  of  your  organization's  performance. 

With  the  lead  time  and  ability  to  assess  alternatives  and  course-correct. 

86  of  the  top  100  FORTUNE  500®  companies  rely  on  Cognos 

because  it's  the  proven  way  to  help  avoid  close  calls. 

Visit  www.cognos.com/close  today. 
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Media  I  Dynasties 

The  Murdoch  Who 
Could  Be  King 

Aiding  Rupert  in  his  bid  for  Dow  Jones, 
son  James  looks  likeliest  to  inherit  his  mantle 


BY  RONALD  GROVER 

WHEN  RUPERT 
Murdoch  finally 
sat  down  earlier 
this  month  with 
the  Bancroft  fami- 
ly to  discuss  his 
$5  billion  bid  for 
Dow  Jones  &  Co.,  he  knew  the  meeting 
was  going  to  be  more  than  a  little  awk- 
ward. The  Bancrofts,  who  control  Dow 
Jones,  had  publicly  expressed  concerns 
that  he  might  meddle  with  their  cher- 
ished Wall  Street  Journal. 

That  the  Bancrofts,  who  had  earlier 
spurned  the  offer,  were  now  agreeing  to 
meet  was  a  positive  sign.  But  Murdoch 
still  needed  to  convince  them  that  his  in- 
tentions were  honorable.  So  he  brought 
along  his  34-year-old  son,  James,  who 
the  News  Corp.  chief  hoped  would  ease 
the  family's  concerns.  James,  who  calls 
his  father  Pop,  sat  to  his  right,  soothing 
and  engaging  the  Bancrofts  with  tales  of 
growing  up  Murdoch.  "It  was  clear  Ru- 
pert wanted  his  son  there,"  says  a  person 
with  knowledge  of  the  meeting.  "And 
James  carried  the  ball  at  key  moments." 
If  the  deal  goes  through— which  looks 
likelier  since  a  potential  Microsoft-Gen- 
eral Electric  joint  bid  foundered  in  early 
June— the  Bancroft  meeting  may  be  re- 
membered as  the  moment 
James  Murdoch  emerged  as 
one  of  his  father's  most  in- 
fluential confidants.  The  two 
men  get  each  other  on  some 
deep  genetic  level,  say  News 
Corp.  insiders,  and  converse 
at  least  twice  a  day.  Will  the 
youngest  child  inherit  the 
father's  throne?  It's  too  early 
to  say  since  the  senior  Mur- 
doch, a  vigorous  76,  shows 
few  signs  of  relinquishing 
control.  But  James,  through 
hard  work  and  canny  ma- 


James' first 
big  Murdoch 
job,  in  Asia, 
spared  him 
much 
scrutiny 
from  Dad 


neuvering,  has  won  over  some  of  Mur- 
doch Sr.'s  veteran  lieutenants.  "He  is  just 
as  tough  as  his  old  man,"  says  British  Sky 
Broadcasting  Group  PLC  board  member 
and  longtime  Murdoch  ally  David  Evans. 
Not  long  ago,  it  looked  as  though 
Lachlan  Murdoch,  not  brother  James, 
had  cornered  the  old  man's  respect.  But 
in  2005,  Lachlan,  now  35,  bolted  his  job 
as  News  Corp.'s  deputy  chief  operating 
officer,  the  result  of  one  too  many  clashes 
with  Fox  News  Network  chief  Roger 
Ailes,  a  Rupert  associate  who  has  long 
had  the  boss'  ear.  Murdoch  daughter 
Elisabeth,  who  is  38,  left  the  company 
in  2001  after  battling  another  Murdoch 
aide,  former  BSkyB  chief  Sam  Chisholm. 
While  some  considered  James  the 
brightest  of  Murdoch's  progeny,  he 
seemed  to  lack  seriousness  at  first.  After 
just  a  year  at  Harvard  University  studying 
film  and  history,  he  dropped  out  in  1995 
to  finance  a  doomed  hip-hop  label  with  a 
musician  pal.  James  spent  most  of  his  eve- 
nings then  chain-smoking  Marlboros  and 
hanging  out  in  nightclubs  scouting  talent. 
In  those  days,  he  swore  so  much  that  his 
mother,  Anna,  chastised  him  for  dropping 
too  many  F-bombs  in  a  GQ  interview. 
Somewhere  along  the  way,  James  ma- 
tured; perhaps  it  was  his  2000  marriage 
to  Kathryn,  a  former  model  and  market- 
ing executive  who  grew  up 
in  Oregon  and  fives  with  him 
in  London  with  their  two 
kids  and  two  dogs. 

James  was  fortunate,  per- 
haps, in  that  his  first  big 
job  with  the  family  busi- 
ness involved  a  stint  in 
News  Corp.'s  outer  rim, 
Asia,  where  he  got  experi- 
ence away  from  the  24/7 
scrutiny  of  his  father  and 
his  aides.  Not  that  the  job 
was  a  cinch.  Sent  to  Hong 
Kong  in  2000  as  CEO  of 


HEIR  APPARENT? 

A  mile-wide 
competitive  streak, 
just  like  "Pop" 


ailing  StarTV,  he  helped  turn  around  thn  p 
money-losing  satellite  company  by  forj .  ^ 
ing  deals  with  cable  companies  in  Indin  s 
and  then  producing  an  Indian  version  ( 
Who  Want§  to  Be  a  Millionaire  and  othel]i 
hot  programs.  "Being  12  hours  awa  ), 
gave  him  the  freedom  to  become  his  ow 
man,  make  his  own  decisions,"  says  Ab 
Peled,  CEO  of  NDS  Group,  a  News  Corp 
controlled  company  that  provides  ant  j^ 
piracy  software  for  set-top  boxes. 

Named  CEO  of  BSkyB  in  2003,  Jame  | 
pushed  the  British  satellite  TV  compan 
into  broadband  and  phone  service  an 
watched  earnings  nearly  double  on  a  pei  ^ 
share  basis.  Since  then,  he  has  demor 
strated  Murdochian  tactics— blocking  r 
val  Virgin  Media  Inc.  from  buying  Britis  I 


i 
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r  producer  ITV  and  then  yanking  five 
y-owned  channels  from  Virgin's  cable 
stems.  Knowing  the  move  would  be 
ipopular,  James  went  to  Sky's  Scottish 
11  center  to  listen  in  on  calls  from  folks 
10  could  no  longer  get  Sky  on  cable. 

GITAL  STRATEGIST 

WAYS  LARGE  AND  small,  James  is  his  fa- 
ir's son.  He's  intense,  for  starters,  though 
lere  Roop  is  rumpled,  he  is  polished,  with 
>  dark  suits,  white  shirts,  and  pointy  black 
oes.  Even  as  a  kid,  he  exhibited  dad's 
mpetitive  hunger:  He  would  switch  plac- 
at  dinner  to  be  served  first.  And  he  shares 
ipert's  laissez-faire  polities.  "I'd  say  he's 
ibertarian,"  says  an  associate.  "He'd  as 
an  keep  the  government  out." 


Battle-tested  as  an  executive,  James 
is  now  helping  reshape  News  Corp.  for 
the  21st  century.  It  was  he  who  tutored 
Rupert  on  the  Web,  reviewing  a  2005 
speech  in  which  Murdoch  Sr.  exhorted 
newspaper  editors  to  embrace  the  Web  or 
"be  relegated  to  the  status  of  also-rans." 
When  News  Corp.  plunked  down  $580 
million  three  months  later  to  buy  social 
network  site  MySpace.com,  Rupert  did 
so  after  huddling  with  James,  who  had 
his  own  MySpace  page. 

At  a  moment  when  corporations  are 
at  least  preaching  the  benefits  of  envi- 
ronmentalism,  James  is  prodding  his 
father  to  go  green.  News  Corp.'s  May  10 
announcement  that  it  would  be  carbon- 
neutral  by  2010  is  modeled  on  James' 


own  initiatives  at  BSkyB  that  cut  carbon 
emissions  20%,  including  software  that 
powers  down  idle  set-top  boxes. 

As  Lachlan  knows  full  well,  there  are  no 
guarantees  that  James  will  one  day  take 
over.  Neither  he  nor  his  father  will  address 
the  succession  issue.  "There  are  other 
good  members  of  the  family,"  Rupert  said 
earlier  this  year.  But  speculation  is  rife  in 
the  corridors  of  News  Corp.  Here's  one 
theory:  If  the  Murdochs  bag  Dow  Jones, 
James  will  return  before  long  to  the  U.S. 
as  part  of  an  enlarged  management  team, 
perhaps  to  help  develop  the  company's 
expanded  digital  push.  He  made  a  strong 
first  impression  with  the  Bancrofts.  And 
he  has  already  done  so  with  the  one  guy 
who  really  counts:  Pop.  ■ 
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NYSE:   MHP 
mcgraw-hill.com 


FINANCIAL  SERVICES  INFORMATION  &  MEDIA  EDUCATION 


How  do  you  keep  them 
down  on  the  farm  after 
they've  seen  Shanghai? 

The  short  answer  is:  You  can't. 
The  progression  from  field  to  factory 
to  global  economy  is  as  irreversible 
as  history  itself.  And,  as  more  and  more 
countries  embrace  market  economies, 
so  too  do  they  require  the  knowledge 
and  transparency  brought  to  them  by 
The  McGraw-Hill  Companies.  When  markets 
open,  economies  expand,  people  prosper 
and  McGraw-Hill  grows. 


The  McGraw-Hill  Companies 

Open  Markets.  Open  Minds. 


Health  By  the  Numbers 


Where  the  Best 
Medicine  is  Data 

Drugmakers  have  come  to  rely  on  IMS  Health's 
inside  track  on  the  prescriptions  doctors  write 


BY  CATHERINE  ARNST 

IN  TODAY'S  HEALTH-CARE 
world,  information  is  power.  That 
puts  IMS  Health  Inc.,  the  world's 
largest  aggregator  of  prescrip- 
tion data,  in  a  winning  position. 
Big  Pharma,  government  regula- 
tors, think  tanks,  and  reporters 
all  turn  to  IMS  to  find  out  how  much  of  a 
given  drug  was  prescribed  in  any  week, 
month,  or  year.  None  of  the 
information  is  linked  to  indi- 
vidual patients,  but  it's  incred- 
ibly detailed— right  down  to 
the  names  of  the  doctors  who 
wrote  the  scrips. 

So  it's  hardly  a  surprise,  in 
today's  data-obsessed  world,  that  IMS 
is  an  irresistible  magnet  for  health-care 
investors.  And  recent  events  suggest  it 
is  likely  to  remain  so.  The  company 
dodged  a  bullet  in  May  when  a  federal 
judge  overturned  a  New  Hampshire  law 
that  seemed  written  specifically  to  limit 


its  core  business.  The  law,  passed  a  year 
ago,  restricted  the  collection  of  data  on 
an  individual  doctor's  prescribing  pat- 
terns—the kind  of  information  a  pharma 
company  loves  to  buy,  so  it  can  figure  out 
just  who  its  best  and  worst  prescribers 
are,  and  deploy  sales  reps  accordingly. 
IMS  sued  to  block  the  New  Hampshire 
law,  and  when  a  federal  judge  struck  it 
down  on  May  1  as  an  infringement  on 
freedom  of  speech,  IMS  stock 
hit  a  nine-year  high  of  31.60. 
The  shares  have  stayed  at 
that  level  ever  since,  a  sign 
investors  think  the  steady  up- 
ward march  of  IMS's  earnings 
over  the  past  three  years  will 
continue  unabated.  It's  true  that  several 
other  states  are  considering  restrictions 
on  prescription  data  gathering,  and  Ver- 
mont just  passed  a  law  making  it  a  little 
tougher  to  collect  such  information  on 
individual  physicians.  Nevertheless,  in- 
dustry analysts  say  the  New  Hampshire 


CARLUCCI A  recent       decision  makes 

court  ruling  has  unlikely  any  stai 

boosted  IMS's  ^   be    able   , 

stock  once 

^  mount  senous  0j 

position  to  IMS  ! 
business  practices.  "The  value  of  wh; ; 
they  do  just  keeps  going  up,"  says  Joh  ! 
Kreger,  who  follows  IMS  for  investmei  | 
advisers  William  Blair  &  Co.  "Anytin 
there  is  a  discussion  about  health-cai 
reform,  there  is  a  recognition  that  w 
need  more  data,  not  less,  to  make  smar 
er  decisions." 


DETAILS  IN  A  HURRY 

THAT  IS  THE  FIRM  belief  of  IMS  Chi( 
Executive  David  R.  Carlucci,  who  saj 
his  company's  prospects  are  not  tied  1 
the  fortunes  of  the  drug  and  biotech  bus 
nesses  that  are  its  primary  customer 
Whether  the  pharma  industry  is  doin 
well  or  poorly,  the  companies  need  tb 
data.  "They  are  always  looking  to  becom 
more  efficient  with  their  marketing  an 
sales  efforts,"  says  Carlucci.  "We  can  hel 
them  precisely  focus  their  strategies." 

IMS,  in  business  for  53  years,  gathei 
information  on  850  million  prescriptio 
sales  transactions  every  month  in  10. 
countries.  There  are  no  rivals  with  simiki 
global  reach,  so  it's  rare  that  a  news  stor 
on  any  particular  drug  will  fail  to  cite  IM. 
data.  Even  its  ticker  symbol  is  "RX." 

IMS  numbers  give  its  customers 
snapshot  of  the  market,  practically  in  re; 
time.  Within  days  of  the  recent  New  En^i 
land  Journal  of  Medicine  report  that  Glaxt 
SmithKline  PLC's  diabetes  drug  Avandii 
may  increase  the  risk  of  heart  attack} 
Wall  Street  analysts  were  citing  IMS  dat 
showing  the  drug's  sales  dropping  off. 

Carlucci  joined  IMS  as  chief  operatin 
officer  in  2002,  took  over  as  CEO  in  Jam 
ary,  2005,  and  has  presided  over  nir; 
straight  quarters  of  double-digit  revem; 
growth.  Revenues  for  2006  grew  12%,  1 
$1.96  billion,  while  earnings  rose  11%,  1 
$315.5  million.  IMS  also  has  a  fast-grov* 
ing  pharmaceutical  consulting  busines 
having  acquired  seven  market  researc 
companies  in  the  past  IVi  years.  Bi 
its  biggest  opportunities  are  oversea  i 
Carlucci  says,  particularly  in  emergin 
markets  in  Asia.  Three  years  ago,  nc 
markets  such  as  China,  India,  Korea,  an 
Russia  contributed  13%  of  IMS's  rev- 
enues. By  2006  that  had  grown  to  27%. 

Robert  W  Baird  &  Co.  analyst  Er 
Coldwell  says  IMS  presents  one  of  th 
lowest  risks  of  any  of  the  corporatior 
he  follows.  "I  am  incredibly  confident  i 
this  company  and  this  management,"  h 
says.  "My  only  concern  is  that  I  have  n 
concerns."  ■ 
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V/3  MiTiWIvi  TRi 


Outstanding  strategic  instincts  driven  by  unrelenting 
executional  diligence.  That  balance  of  capabilities  is 
defining  characteristic  of  high  performers,  according 
to  our  groundbreaking  research  on  over  500  of  the 
world's  most  successful  companies.  For  an  in-depth  look 
at  our  study  of  and  experience  with  high  performers, 
visit  accenture.com/research 
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High  performance.  Delivered. 


Marketing  I  China 

Scrambling  to  Bring 
Crest  to  the  Masses 

As  growth  in  Chinese  cities  slows,  P&G  sets  its 
sights  on  700  million  rural  consumers 


r 


than  one-third  the  level  in  mainland  c 
ies.  Whaf  s  more,  rural  China  is  hare  L. 
homogeneous.  China's  30-some  pre 
inces  and  regions  are  home  to  scores 
cultures  with  vast  differences  in  buyii 
habits.  And  unlike  the  country's  citit 
where  shoppers  are  shifting  to  big  i|ai 
tailers  such  as  Wal-Mart  or  Carrefoi 
most  rural  consumers  still  buy  from  tii  L 
mom-and-pop  stores. 

To  make  inroads,  P&G  is  sending  i  L 
advance  staff  into  as  many  out-of-th  | 
way  villages  as  it  can  to  get  a  feel  f 
what  rural  Chinese  want  to  buy  and  he 
much  they're  willing  to  spend.  Just  as 
has  done  for  years  in  the  cities,  P&C 


BY  DEXTER  ROBERTS 

YOU  MIGHT  NOT  EXPECT 
Gong  Jianchen  to  be 
much  of  a  brand  aficio- 
nado. The  45-year-old  fa- 
ther of  two  drives  a  truck, 
delivering  pots,  pans, 
and  appliances  from  his 
hometown  of  Qiaoliufan,  a  sleepy  little 
village  in  northern  China  where  farmers 
ride  their  bikes  in  from  the  surround- 
ing wheat  fields  to  do  their  daily  shop- 
ping. But  just  ask  Gong  about  his  favor- 
ite toothpaste  or  shampoo,  and  he  turns 
rhapsodic.  "Our  family  buys  both  Head  & 
Shoulders  and  Rejoice,  and  Crest  is  good 
for  brushing  teeth,"  he  says,  reaching  for 
the  products  as  he  shops.  "Quality,  at  a 
reasonable  price,  is  most  important." 

If  s  no  accident  that  plenty  of  Procter 
&  Gamble  Co.  brands  have  worked  their 
way  into  Gong's  heart.  Few  U.S.  com- 
panies have  seen  the  success  in  China 
that  P&G  has  enjoyed.  Since  the  Cincin- 
nati-based consumer-products  giant  first 
brought  Head  &  Shoulders  to  the  main- 
land in  1988,  it  has  introduced  a  steady 
stream  of  popular  American  brands  such 
as  Olay,  Pampers,  and  Whisper,  racking 
up  $2.5  billion  in  annual  sales  there  for 
fiscal  2006.  It  has  6,300  workers  in  Chi- 
na, and  the  extensive  distribution  net- 
work it  needs  to  prosper  in  the  world's 
fastest-growing  retail  market. 

While  the  country's  overall  economy 
is  booming,  though,  ur- 
ban markets  are  increas- 
ingly competitive  as  the 
world's  top  brands  vie 
for  share.  Meanwhile, 
growth  in  retail  sales  in 
the  countryside  is  quickly 
catching  up  with  that  in 
major  cities  such  as  Bei- 
jing and  Shanghai.  Over- 
all, just  one-third  of  retail 
revenues  now  come  from 
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A  pact  with 
Beijing  calls 
for  P&G  to 
train  locals 
in  10,000 
villages 


RURAL  ROUTES  A  truck  delivers  P&G 
goods  in  Qiaoliufan  southwest  of  Beijing 

China's  24  largest  cities.  So  in  a  bid 
to  sustain  its  torrid  expansion,  P&G  is 
pushing  beyond  China's  wealthy  coast- 
al regions  and  spending  more  time  and 
effort  selling  its  soaps  and  other  goods 
in  places  like  Qiaoliufan.  "There  is  an 
untapped  opportunity  to  get  our  prod- 
ucts to  more  consumers  in  the  interior," 
says  Christopher  D.  Has- 
sall,  a  P&G  vice-president 
in  China. 

Winning  over  rural  Chi- 
nese, though,  can  be  more 
complicated  than  selling  to 
sophisticated  city  dwellers. 
Most  of  the  700  million  po- 
tential consumers  are  first- 
time  buyers,  and  incomes 
in  the  countryside  average 
just  $466   annually,  less 


teams  of  so-called  customer  resean 
managers  descend  on  villages,  oft* 
moving  in  with  families  for  a  few  daj 
They've  discovered  that  while  low  pric 
surely  help  sales,  it's  equally  importa 
to  develop  products  that  hew  to  cultur 
traditions.  Urban  Chinese  are  happy 
pay  more  than  $1  each  for  tubes  of  Cre 
toothpaste  with  exotic  flavors  such 
Icy  Mountain  Spring  and  Morning  L 
tus  Fragrance.  But  those  living  in  tl 
countryside  are  apt  to  prefer  50<t  Cre 
Salt  White,  since  many  rural  Chine: 
believe  that  salt  whitens  teeth.  P& 
applies  similar  segmenting  strategi< 
to  its  Olay  moisturizing  cream,  Ti< 
detergent,  Rejoice  shampoo,  and  Par 
pers  diapers.  "P&G  is  very  thorough  ar 
calculating  [in  China],"  says  Jeongwt 
Chiang,  associate  dean  of  the  Cheur 
Kong  Graduate  School  of  Business 
Beijing.  "They  don't  blindly  duplica 
their  successes  in  the  West." 
Just  as  important  is  getting  goo( 
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hi 


)  rural  customers.  The  household  and 
ersonal-products  behemoth  has  built 
distribution  network  covering  half  a 
lillion  stores  in  almost  all  of  China's 
ties  and  many  of  its  towns.  But  vil- 
ges  have  been  largely  unserved.  Now 
tar's  changing.  In  Gaobeidian,  a  region 
n  hour  and  a  half  southwest  of  Beijing 
lat  includes  Qiaoliufan,  P&G  sells  in 
)me  300  shops  in  150  villages— or 
lore  than  half  the  district's  total.  It  will 
id  an  additional  50  shops  this  year, 
lys  P&G  sub-distributor  Bai  Fengwu, 
ho  delivers  both  products  and  sales 
ids  such  as  posters  and  display  boxes 
om  his  van,  which  is  emblazoned  with 
le  logos  for  Tide,  Safeguard  soap,  Pan- 
;ne  shampoo,  and  other  brands.  "We 
re  looking  at  going  deeper  and  im- 
roving  our  retail  presence,"  says  Irwin 
hua  Lee,  vice-president  of  corporate 
larketing  who  oversees  the  company's 
lies  of  fabric  and  home  care  products 
i  Greater  China. 

IVALSGEARUP 

N  AGREEMENT  with  China's  Com- 
lerce  Ministry  signed  in  April  should 
elp  P&G  even  more.  Plans  call  for  the 
)mpany  to  help  improve  existing  out- 
ts,  build  new  ones,  and  train  locals  in 
)me  10,000  villages  in  the  art  of  retail- 
lg.  Beijing  likes  the  plan  for  its  promise 
i  root  out  counterfeit  goods  and  help 
)ur  rural  consumption  and  economic 
rowth.  "We  want  to  serve  the  peas- 
its  and  bring  real  benefits  to  them," 
lys  Chang  Xiaocun,  the  ministry  official 
/erseeing  the  project. 

P&G's  push  into  the  countryside  won't 
d  unchallenged.  Chinese  rivals  such  as 
etergent  and  toothpaste  makers  NaFine 
id  Nice  Group  have  increased  their 
larket  shares  rapidly,  in  part  by  rely- 
ig  on  armies  of  local  staff  who  push 
leir  products  across  China.  Meanwhile, 
nglo-Dutch  consumer  giant  Unilever 
as  reorganized  its  once-chaotic  China 
istribution  network  and  is  seeing  strong 
rowth  in  brands  such  as  Omo  detergent, 
honghua  toothpaste,  and  Clear  sham- 
oo.  "We  have  made  some  errors  and 
lat  has  made  us  into  a  wiser  company," 
iys  Frank  Braeken,  Unilever's  chairman 
»r  greater  China. 

It  all  adds  up  to  good  news  for  shop- 
sepers  and  shoppers  alike.  "Before 
e  offered  just  one  product  to  the 
msumer  and  they  accepted  that,"  says 
fang  Yongjie,  who  has  run  a  general 
:ore  on  Qiaoliufan's  long,  dusty  main 
rag  for  25  years.  "Now  they  have  a 
rand  in  mind  when  they  walk  through 
le  door."  ■ 
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It's  your  time.  Invest  it  wisely.  For  over  60  years,  senior 
executives  from  the  world's  leading  companies  have  made 
time  for  the  rewarding  rigors  of  the  Advanced  Management 
Program  at  Harvard  Business  School. 

Participants  are  afforded  the  rarest  of  commodities:  time  to 
reflect  and  tailor  specific  strategies  for  execution  within  their 
own  organizations.  Our  unique  learning  model  combines  a 
global  curriculum,  our  renowned  faculty,  and  an  accomplished 
group  of  peers  from  around  the  world. 

You  will  return  with  new  skills  and  a  fresh  perspective, 
empowered  to  deliver  solutions  for  your  companies. 

Visit  www.exed.hbs.edu/pgm/ampbw/  to  learn  more. 


The  Domains 
Of  the  Day 

How  two  Boston  entrepreneurs  are  making 
millions  from  names  as  simple  as  chocolate.com 


BY  AARON  PRESSMAN 

THE  FACT  THAT  ANDREW 
Miller  and  Michael  Zapo- 
lin  don't  speak  German 
was  never  a  problem,  un- 
til the  two  Internet  inves- 
tors decided  to  buy  the 
domain  name  "choco- 
late.com."  The  owner,  a  man  in  Ger- 
many who  didn't  speak  English,  was 
content  to  paper  the  site  with  ads  for 
chocolate  companies  and  collect  pocket 
change  whenever  someone  clicked  on 
one.  But  Miller,  42,  and  Zapolin,  40,  saw 
the  chance  to  make  millions.  "We  knew 
nobody  was  doing  a  good  job  with  choc- 
olate in  the  online  space,"  says  the  fast- 
talking  Miller.  "And  we  were  imagin- 
ing how  much  free  chocolate  we'd  get," 
jokes  Zapolin,  a  New  Age  enthusiast 
who  goes  by  the  nickname  "Zappy."  Af- 
ter weeks  of  voice  mail  and  e-mail  mes- 
sages, all  in  English,  a  lawyer  in  Atlanta 
called  to  say  he  was  representing  the 
man.  Within  days,  they  were  able  to  buy 
the  domain  for  $300,000— a  fraction  of 
the  cost  of  other  generic  sites. 
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Two  years  later,  the  Boston-based  duo 
has  built  an  online  emporium,  complete 
with  boutique  sweets,  recipes,  and  ar- 
ticles that  run  the  gamut  from  the  health 
benefits  of  dark  chocolate  to  the  history  of 
chocolate  Santas.  As  with  a  mall  owner, 
the  key  was  to  attract  an  anchor  tenant  in 
the  form  of  Chocolatier  magazine,  which 
provides  articles  and  recipes  to  the  site. 
Traffic  has  so  far  doubled  this  year,  and  the 
site  is  on  track  to  clear  $2  million  in  rev- 
enue. Convinced  that  chocolate.com  could 
become  a  $100  million  property,  they're 
now  turning  away  would-be  suitors. 

NAME  GAMES 

IT'S  ANOTHER  VICTORY  for  Miller  and 
Zapolin.  Through  their  company,  Inter- 
net Real  Estate  Group,  they've  made  a  ca- 
reer of  buying  underappreciated  domain 
names  on  the  cheap  and  turning  them 
into  multimillion-dollar  properties.  In- 
stead of  flooding  a  site  with  pay-per-click 
ads  and  flipping  the  domain  for  a  quick 
profit,  they're  trying  to  develop  real  busi- 
nesses that  will  sell  for  much  more.  They 
own  17  domains,  ranging  from  software. 


com  to  relationship.com,  with  a  close 
guarded  list  of  several  others  they  wou 
like  to  buy— if  the  price  is  right. 

They  work  out  of  a  brownstone  ( 
Boston's  tony  Newbury  Street  but  pref 
doing  business  at  their  local  Brighanr 
ice  cream  shop.  Miller  describes  hir 
self  as  the  aggressive  one  who's  alwa 
hunting  for  the  next  big  deal.  Zapolin 
more  laid  back  and  focuses  on  creative 
expanding  the  sites.  They  met  in  tl 
late  1980s  as  sales  trainees  at  the  ii 
fated  junk-bond  house  Drexel  Burnha 
Lambert,  getting  together  for  gamblir 
trips  to  Atlantic  City  and  later  teamir 
up  to  produce  infomercials.  One  of  the 
clients,  The  Grateful  Dead,  inspired  the 
to  get  into  the  domain  game  with  its  su 
cess  in  using  www.dead.net  to  sell  me 
chandise  and  bring  together  fans. 

They  bought  control  of  beer.com  ft 
$80,000  in  1998  and  built  an  audien* 
for  the  site  by  giving  out  free  e-mail  a< 
dresses  and  having  fans  rate  differei 
brews.  Less  than  a  year  later,  they  sold 
for  $7  million  to  Interbrew,  a  beer  con: 
pany.  The  pair  then  bought  creditcard; 
com  for  $100,000  in  2003,  created 
comparison  site  for  credit-card  offer 
and  sold  it  to  a  private  equity  buyer  ft 
$2.8  million  in  2004.  Now  that  it's  vai 
ued  by  some  at  several  hundred  millic 
dollars,  they  admit  to  selling  too  soon. 

The  crux  of  the  business  is  the  domai 
name.  Chocolate.com  automatically  ge 
thousands  of  visitors  a  day  who  type  tit 
word  "chocolate"  into  the  address  lir 
of  their  Web  browser  instead  of  a  searc 
site  like  Google.  About  one  in  six  Inte 
net  searchers  never  goes  to  a  search  sit 
opting  instead  for  direct  navigation.  Tb 
name  also  helped  the  site  vault  ahead  < 
famous  names  like  Hershey's  and  Godiv 
in  Google  searches. 

Such  advantages  help  explain  wb 
the  market  for  generic  domain  names 
booming.  Deals  for  resold  domain  name 
hit  $700  million  last  year,  about  doub 
the  figure  in  2005  and  quadruple  th 
2004  level,  according  to  Sedo,  a  domai 
name  brokerage  and  appraisal  firm  i 
Cambridge,  Mass. 

Determined  to  turn  the  name  of 
popular  produce  into  a  lucrative  bus 
ness,  Zapolin  and  Miller  don't  want  t 
sell  chocolate.com— yet.  The  memorie 
of  offloading  creditcards.com  too  soo 
also  still  rankles,  though  they  laugh 
off  now.  "We're  not  crying  in  our  sou 
over  credit  cards,"  Zapolin  says  with 
smile  over  a  raspberry  lime  rickey  an 
a  peanut  butter  and  jelly  sandwich  i 
Brigham's.  "We've  got  a  few  more  i 
our  portfolio."  ■ 


IT  TAKES  36  MUSCLES  TO  FROWN. 
BUT  ONLY  YOUR  RIGHT  FOOT  TO  SMILE. 


What  if  the  key  to  happiness  was  the  same  key  that 
started  your  car?  Well  then,  chances  are  you're  driving 
the  race-inspired  2007  Camry  Sport  Edition. 

Race-inspired  Camry?  No,  that  doesn't 
mean  adding  pinstripes  to  the   fenders. 
It's  engineering  the  car  as  if  you  were 
going   to   run   laps   as   well   as   errands. 
Take    the    available    3.5-liter    V6    powerplant. 
To    maximize    engine    performance,    we    improved    the 
shape  of  the  intake  manifold  and  enlarged  the  valve 
diameter.    But    we    didn't    stop    there.    By 
enhancing  every  part  through  which  air  flows, 
we  were  able  to  achieve  the  largest  volume  of 


transmission.  And  fewer  parts  mean  quicker  response 
and  greater  fuel  economy.  Yes,  for  once,  less  really  is  more. 
But  if  brisk  performance  is  not  enough  to  get  the 
good  times  roiling,  the  Camry  is  filled  with  amenities 
designed  to  turn  your  frown,  well... upside  down. 
Like  an  available  JBL"  8-speaker  audio 
system  with  satellite  radio  capability3  and 
MP3  compatibility.  Derived  from  the  latest 
in  psychoacoustics,  it'll  quickly  put  you  in  the  mood. 
Or  discover  your  own  happy  trails  with  the  available 
voice-activated  DVD  navigation  system. 
It  features  Bluetooth*"  technology  for 
hands-free    cell    phone    usage.    To    further 


intake  air  of  any  6-cylinder  engine  in  the  world.        with  268  hp',  you'd  better  get         keep    the    gray    skies    away,    you'll    find 

a  good  grip  of  the  leather- 
wrapped  steering  wheel. 


The    result?    A    Camry    that    generates    an 
available,  ear-to-ear-grinning  268  hp. 

To   smoothly   deliver   all   this   newfound 
power,  we  developed  the  Camry's  available 
6-speed  automatic  transmission?  It's  so  well-         J  ^  E   2007   CAMRY 
conceived  that  it  actually  uses  30%  fewer  _^ 

®  TOYOTA 

parts  than  the  previous  5-speed  automatic  moving  forward 


standard    safety    features,    such    as    front 

and    rear   crumple    zones    and    seven 

airbags.  For  more  on  the  car  that  makes 

the  pursuit  of  happiness  a  pedal-    □ 

— 

to-the-metal  endeavor,  visit       / 


toyota.com.   The   Camry   SE. 

MOTORTmO 

When  a  car  becomes  more.     2007  car  of  the  year" 


Entrepreneurs 

Up  from 
The  Onion 
Fields 

An  immigrant's 
startup  has  a  plan  to 
cut  pollution  in  ports 


BY  CHRISTOPHER  PALMERI 

RUBEN  GARCIA  CAME 
to  the  U.S.  from  Mexi- 
co when  he  was  three, 
squeezed  into  a  station 
wagon  with  his  mother, 
stepfather,  and  nine  sib- 
lings. The  family  settled 
in  California's  Central  Valley,  where  Gar- 
cia and  his  brothers  picked  onions,  car- 
rots, and  potatoes  after  school.  Says  Gar- 
cia, who  still  can't  stand  onions:  "Once 
you've  worked  on  a  farm  like  I  did,  you 
never  want  to  go  back." 

Garcia  no  longer  has  to  break  his  back 
in  the  sun.  The  company  he  founded, 
Advanced  Cleanup  Technologies  Inc.  in 
Rancho  Dominguez,  Calif.,  has  a  lucrative 
niche  cleaning  up  after  industrial  acci- 
dents. Garcia's  business  employs  250  peo- 
ple and  has  doubled  in  size  in 
the  past  five  years.  Last  year, 
Garcia  netted  $8  million  on 
sales  of  $40  million.  ffijf  " 

Now  Garcia  has  invested 
$8  million  in  a  risky  new  venture  aimed 
at  reducing  air  pollution  from  idling 
ships  and  trains  at  ports  and  railroad 
terminals.  With  towns  near  Long  Beach 
harbor  complaining  of  the  rising  number 
of  young  children  with  asthma,  Garcia 
says,  "Ifs  an  ongoing  problem,  and  it's 
killing  people." 

Garcia  got  his  start  in  business  right 
after  high  school,  when  he  began  work- 
ing at  his  dad's  hazardous  waste  trans- 
port company.  Garcia  saw  that  federal 
regulations  passed  after  the  Exxon  Valdez 
oil  spill  would  require  specialized  workers 
to  clean  up  after  industrial  accidents.  Bor- 
rowing $8,000  from  one  of  his  father's 
customers,  he  bought  a  used  vacuum 


BusinessWeek 


truck— a  big  wet/dry  vac  on  wheels— at 
a  city  auction  in  1992.  Two  years  later, 
he  won  a  contract  to  clean  up  after  an  oil 
pipeline  burst  in  the  Northridge  earth- 
quake, putting  his  company  on  the  map. 
Although  tighter  safety  regulations 
have  resulted  in  fewer  major  industrial 
accidents,  Garcia's  company  still  handles 
more  than  600  projects  a  year,  from 
dredging  sludge  from  the  bottom  of 
a  Disneyland  lagoon  to  helping  clean 
up  New  Orleans  after  Hurricane  Ka- 
trina.  Even  smaller  accidents,  such  as  a 
spill  of  just  a  few  gallons  of 
gasoline,  can  mean  sending 
workers  in  protective  suits 
into  storm  drains  to  pres- 
sure-wash pipes.  "You  find 
all  kinds  of  things  down  there,"  Garcia 
says.  "Shopping  carts,  dead  animals, 
people."  Garcia's  wife,  Tammy,  flies  a 
company  helicopter  during  offshore  proj- 
ects to  guide  the  crews  below. 

SCRUBBED  EXHAUST 

GARCIA  GOT  INTERESTED  in  air  pollu- 
tion after  hearing  complaints  about  air 
quality  at  the  ports  of  Long  Beach  and 
Los  Angeles.  Ships  run  their  auxiliary 
diesel  engines  while  they're  in  port,  en- 
abling them  to  operate  cranes  and  lights 
but  spewing  harmful  nitrous  oxide,  sul- 
fur dioxide,  and  particulates  into  the  air. 
Garcia  designed  a  device  that  captures 
exhaust  in  a  rigid  fabric  hood,  then 


cleans  it  with  scrubbers  made  by  othe< 
companies.  As  he  was  pitching  his  idea  ti 
ports,  an  environmental  regulator  froin 
Placer  County,  Calif.,  suggested  testin 
it  at  Union  Pacific  Corp.'s  railway  yan 
there.  It  cut  emissions  by  97%. 

The  price  tag  is  steep:  $8  million  fo 
a  version  that  can  clean  exhaust  frori 
several  ships  at  once.  The  alternative  is  ti 
rewire  ships  so  they  can  run  on  electricit 
from  the  mainland  grid.  That  would  cos' 
about  $1  million  per  vessel  but  woull 
require  investment  by  ship  operators. 

The  ports  of  Long  Beach  and  Lc 
Angeles  are  likely  to  become  test  case 
for  Garcia.  Those  ports  are  requirin 
operators  to  cut  emissions  by  50%  ove 
the  next  five  years,  and  Robert  Kante 
chief  environmental  officer  for  the  Port  t 
Long  Beach,  says  Garcia's  device  is  one  c 
a  few  serious  contenders.  Metropolita 
Stevedore  Co.,  a  terminal  operator  i: 
Long  Beach  catering  to  ships  that  com 
to  port  infrequently,  has  agreed  to  bu 
one  of  Garcia's  scrubbers  if  it  works  in 
test  run  this  summer.  "It  solves  a  lot  c 
problems  for  vessels  that  do  not  call  on 
regular  basis,"  says  Albert  J.  Gamier,  th 
company's  chief  operating  officer.  "I  sav 
it  as  a  little  bit  of  a  silver  bullet." 

This  summer  will  mark  another  mile 
stone  for  Garcia,  when  he  becomes  a  U.S 
citizen  some  14  years  after  receiving  hi 
green  card.  Says  Garcia:  "If  11  be  one  o 
the  happiest  days  of  my  life."  ■ 
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Your  future  customers  in  Beijing  are  closer  than  you  think. 

FedEx  has  all  the  tools  you  need  to  make  international  shipping  easy,  FedEx  Express 
I  ships  to  more  than  220  countries  and  territories  worldwide,  including  over  200 
!  cities  in  China.  And  whatever  your  shipping  needs  are,  FedEtftfas  a  solution  that 
I  lets  you  focus  on  the  things  that  really  matter  — like  growing  your  business.  For 
j  more  information,  go  to  fedex.com.  Relax,  it's  FedEx.® 
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ExecutiveLife  Business  Traveler 


How  to  Avoid  the  Big 
Squeeze  in  the  Sky 

Too  close  for  comfort  in  coach?  Try  premium  economy  class.  BY  GREG  LINDSAY 


a  mix  of  just  business-class  and  pn 
mium  economy  seats  from  continent;  | 
Europe  to  New  York  next  year. 


PASSENGERS  WHO  FLY 
coach  are  used  to  the  no- 
frills  wasteland  in  the  back 
of  the  (Air)bus.  But  a  hand- 
ful of  carriers  now  offer 
a  premium  economy  tier 
priced  between  the  lie-flat 
beds  of  the  business  cabin  and  the  ram- 
rod-straight seats  of  cattle  class. 

Depending  on  the  airline,  premium- 
economy-style  seating  can  include  a  few 
inches  of  extra  legroom  or  a  significantly 
wider,  leather  seat  in  a  dedicated  cabin 
for  as  little  as  one-third  of  the  busi- 
ness-class fare  between  New  York  and 
London.  Perhaps  best  of  all  for  travel- 
ers fearful  of  inciting  cost-conscious 
accounting  departments,  premium 
economy  shows  up  as  coach  on  expense 
reports.  Here  are  our  picks  for  the  best 
premium  economy  programs: 

1.  VIRGIN  ATLANTIC  AIRWAYS  invented  the 
service  back  in  1992,  with  the  introduction 
of  Mid  Class,  now  called  Premium  Econ- 
omy, aboard  its  transadantic  flights.  The 
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carrier  overhauled  its  premium  economy 
cabins  last  year,  introducing  21-inch-wide 
purple-leather  seats— just  an  inch  nar- 
rower than  in  its  vaunted  Upper  Class— 
and  38  inches  between  your  seat  and 
the  one  in  front  of  you  (six  inches  more 
of  so-called  seat  pitch  than  in  coach). 
Passengers  receive  preflight  champagne 
and  higher-quality  meals  and  amenity 
kits  than  in  coach.  They're  also  al- 
lowed to  check  in  and  board  with 
the  Upper  Class  cabin  (although 
they  aren't  invited  to  kick  back  in 
Clubhouse  lounges  beforehand). 
A  recent  midweek  round-trip  Mid 
Class  fare  between  New  York  and  Lon- 
don was  $2,362,  about  $5,719  less  than  an 
Upper  Class  ticket. 

2.  BRITISH  AIRWAYS'  World  Traveler  Plus 
cabin  is  not  as  roomy  as  Virgin's  lat- 
est iteration,  and  there's  no  priority 
check-in  and  boarding.  But  it  offers 
dedicated  meals,  amenity  kits,  in-seat 
power  outlets,  and  38  inches  of  pitch. 
BA  is  thinking  of  launching  flights  with 


3.  UNITED  AIRLINES'  Ecnomy  Plus  lack 
the  frills  (and  wider  seats)  of  Virgin  ( 
BA,  but  it  is  the  most  affordable  pn 
mium-economy  seat  in  the  sky.  For  ju; 
$299  a  year,  you  can  get  an  automat 
upgrade  from  coach  every  time  yoj, 
fry.  (Elite  members  of  United's  Mil< 
age  Plus  loyalty  programs  are  offere 
complimentary  upgrades  as  well.)  Pa: 
sengers  receive  only  four  inches  or  s 
of  extra  legroom,  but  that  can  make  tr.1 
difference  between  a  few  comfortab 
hours  with  a  laptop  and  a  flare-up  << 
carpal  tunnel  syndrome. 

4.  MIDWEST  AIRLINES  is  jusdy  famous  ft. 
the  comfy  leather  seats  and  warm  chocc 
late  chip  cookies  of  its  Signature  Servk 
aboard  its  fleet  of  Boeing  717s.  Flyir 
mosdy  out  of  hubs  in  Milwaukee  anr 
Kansas  City,  Midwest  built  its  reputatic 
on  the  wide  21-inch  seats  that  trump  evei 
competitor  on  routes  across  the  heartlan 
A  recent  Milwaukee-to-Denver  flight  c 
Midwest  was  $473  round-trip,  about  ti! 
same  as  on  Frontier  and  United.  As  pa 

of  an  effort  to  add  capacity,  Midwe 
will  pack  regular  coach  seats  on  s 
of  its  flights  from  now  on,  but  pa 
sengers  willing  to  pay  a  little  mo; 
can  still  snag  the  wider  seats  an 
the  cookies. 

5.  ALL  NIPPON  AIRWAYS  offers  the  on 
premium  economy  service  within  Asi 
The  seats,  similar  in  pitch  and  width  1 
BA's,  are  available  on  long-haul  flights 
and  out  of  Tokyo  and  on  ANA  BusinessJ 
flights  aboard  modified  737s  from  Nagoj 
to  Guangzhou  and  Tokyo  to  Mumbf 
ANA  expects  to  include  premium-econ< 
my  seats  on  its  Boeing  787  Dreamliner 
which  the  airline  will  be  the  first  to  fly  ne: 
year  on  routes  it  has  yet  to  announce.  ■ 
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©  TURN  TALK  INTO  TYPE  FOR  ONLY  $99" 


Nfltlirallu^noaLind       Dragon"  NaturailySpeaking*9  is  incredibly  advanced  speech  recognition 
*>       software.  You  can  email,  surf  the  web.  write  and  edit  documents  -  all  by 
king.  It's  up  to  three  times  faster  than  typing  and  up  to  99%  accurat* 


"Dragon  is  the  best  consumer  tool 

available  for  digital  dictation." 

CNET,  8/17/06 
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ExecutiveLife  Parker  on  Wine 


BY  ROBERT  PARKER 


A  Rhone  Valley  Tale 
With  a  Happy  Ending 


MAISON  M.  CHAPOUTIER,  located  in  the  quaint  northern  Rhone  town  of  Tain 
l'Hermitage,  was  founded  in  1808.  With  just  under  200  acres,  it  is  a  huge 
landholder  by  Rhone  Valley  standards.  For  many  years  the  business 
muddled  along,  producing  irregular  and  largely  indifferent  wines.  When 
Max  Chapoutier  retired  in  1989,  his  energetic,  brilliant  young  son  Michel 
took  charge.  Michel  introduced  "biodynamic  farming,"  banning  the  use  of 
chemicals  and  relying  on  organic  techniques  to  cultivate  the  grapes. 


Michel's  moves  led  to  a 
dramatic  jump  in  quality  for 
Chapoutier  wines.  Here  are 
some  of  my  favorites  from  the 
2005,  2004,  and  2003  vin- 
tages, the  ones  you're  most 
likely  to  find  on  store  shelves 
or  restaurant  wine  lists. 

2005  C6tes-du-Rhone 
Belleruche  (white) 
87  points.  This  blend  of  grenache 
blanc,  bourboulenc,  and 
marsanne  shows  honeysuckle, 
lemon  oil,  and  white  currants  in  a 
medium-bodied,  crisp,  attractive, 
surprisingly  serious  style.  $8-$10 


2005  C6tes-du-Rhone  Belleruche 
(red) 

86  points.  Made  from  80%  grenache  and 
20%  syrah,  this  wine  offers  some  herbal 
notes,  dark  ruby  color,  good  fruit,  medium 
body,  and  a  straightforward  style.  $8-$13 

2005  Crozes-Hermitage  Les 
Meysonnieres  (white) 
88  points.  The  lemony,  apricot,  and  pear-like 
notes  of  this  crisp,  medium-bodied,  zesty  and 
fresh  wine  are  well-presented.  Don't  wait  too 
long  to  drink  it.  $17 

2005  Crozes-Hermitage  Les 
Meysonnieres  (red) 

87  points.  The  aroma  of  sweet  and  sour 


cherries,  olives,  licorice,  and  smoke  appear 
here.  Dark  ruby,  the  wine  exhibits  crisp  acids 
and  a  spicy,  heady  finish.  $20 

2004  Hermitage  Chante-Alouette 
94  points.  This  white  has  wonderful  notes 
of  honeysuckle,  licorice,  quince,  and  white 
currants  in  an  almost  thick,  juicy  style  that 
is  buttressed  by  considerable  acidity.  It  is 
a  gorgeous  wine  with  terrific  intensity  and 
richness.  $54 

2004  Chateauneuf  du  Pape  Barbe 

Rac 

93  points.  Displaying  a  deep  ruby  hue,  this 

cuvee  is  a  classic  Chateauneuf  du  Pape, 

offering  superb  aromas  of  roasted  herbs, 

licorice,  ground  pepper,  and  sweet  black 


cherry  fruit.  It  tips  the  scales  at 
over  16%  alcohol  but  doesn't 
show  it,  which  is  a  tribute  to  the 
ancient  grenache  vines  that 
produced  it.  Deep,  full-bodied, 
and  opulent,  this  wine  is  best 
enjoyed  during  its  first  15  years 
of  life.  $66-$79 

2004  Ermitage  Cuvee  de 
I'Oree 

99  points.  White  currants  and 
quince  light  up  the  golden  2004 
Ermitage  Cuvee  de  I'Oree.  This  is 
a  fabulous  wine,  with  blockbuste 
intensity  and  richness.  It  is  the 
kind  of  wine  that  with  proper 
storage  may  last  50  or  even 
100  years,  but  I'm  sure  most  of  it  will  be 
consumed  a  whole  lot  sooner.  $149-$161 

2003  Cote  Rotie  La  Mordoree 
96+  points.  The  dense,  purple-hued  La 
Mordoree  reveals  a  sumptuous  perfume  of 
new  saddle  leather,  barbecued  meats,  herbs, 
black  raspberries,  and  creme  de  cassis.  This 
stunningly  concentrated,  full-bodied,  rich 
wine  takes  Cote  Rotie  to  a  new  quality  level.  It  i 
can  be  drunk  young  or  cellared  for  15  to  20- 
plus  years.  $188-$200. 

Robert  Parker  is  the  world's  most  influential 
wine  critic.  Visit  eRobertParker.com  to  see  tens 
of  thousands  of  tasting  notes,  buy  his  books,  or 
subscribe  to  his  newsletter,  The  Wine  Advocate. 


Wines  rated  from  96-100  are  extraordinary;  90-95,  excellent;  80-89,  above  average  to  very  good. 
80  I  BusinessWeek  I  June  25.  2007 


Why  mirror  the  benchmark 
when  you  can  mirror 
the  pros? 

Introducing  Enhanced  Index  Funds. 

Tap  into  a  strategy  professionals  have  used  for  years. 
Rather  than  simply  replicate  the  index,  we  seek  to 
optimize  these  new  funds  by  overweighting  the 
stocks  that  hold  the  most  promise  -  which  gives 
you  the  potential  for  better-than-index  returns. 
How's  that  for  a  professional  edge? 


FUND 


Fidelity  Large  Cap  C 


Fidelity  Large  Cap  Growth  Enhanced  Index  Fund 


Fidelity  Large  Cap  Value  Enhanced  Index  Fund 


BENCHMARK  INDEX 


S&P  500™ 


Russell  1000  Growth  Index 


Russell  1000  Value  Index 


''■^^  i  nt  i/  t    m  i  rut  i   iu  ,  -.  JJ' 


Smart  move! 


1  800  FIDELITY  |  Fidvlity.com/ 


fore  investing,  consider  the  funds'  investment  ob}e<  ks,  charges,  and  expenses.  Contact  Fidelitv  for 

nospectus  containing  this  information.  Read  it  carefully. 

;  those  si  i 
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Persona! Finance  I  Mutual  Funds 


Taking  the 
Middle  Way 

Midcaps  are  outpacing  bigger  rivals  yet  are  less  risky 
than  small-cap  companies,  by  aaron  pressman 


MUTUAL  FUND  INVESTORS  STARTED  2007  as  they 
had  the  last  few  years— debating  whether  to 
move  money  into  large-cap  stocks  or  keep  their 
bets  on  small  caps,  which  have  beaten  the  blue 
chips  seven  years  running.  While  everyone 
was  focused  on  the  big  and  the  small,  stocks 
in  the  middle  have  actually  turned  in  the  best 
performance  so  far  this  year.  J  Funds  specializing  in  midcap  stocks, 
those  companies  typically  with  a  market  capitalization  of  $2  billion  to 


$20  billion,  have  risen  11%  since  Janu- 
ary, beating  the  8.4%  gain  in  small- 
cap  funds  and  7.6%  return  on  large- 
cap  funds,  according  to  Morningstar. 
Among  midcaps,  growth-oriented 
funds  have  done  best,  advancing  11.5%, 
vs.  10.2%  for  midcap  funds  that  focus 
on  value  stocks. 

What's  behind  the  surge?  Midsize 
companies  are  the  place  to  be  when 


economic  growth  and  corporate  profits 
are  slowing.  Because  of  their  size,  they're 
able  to  grow  faster  than  larger  competi- 
tors, yet  they're  financially  sturdier  than 
the  small-cap  companies.  Some  of  it  has 
been  luck,  too.  As  a  percentage  of  the 
index,  the  Standard  &  Poor's  MidCap 
400  has  about  twice  the  weighting  in 
basic  materials  and  utilities  stocks  as  the 
S&P  500-stock  index,  and  both  sectors 


have  been  hot  this  year.  Investors  ha1 
taken  notice.  They  pumped  $8  billic 
into  midcap  funds  in  the  first  quarter,  i 
from  $3  billion  for  all  of  2006,  accordir 
to  market  tracker  Financial  Research. 

The  midcaps'  prospects  seem  brigr: 
While  analysts  forecast  that  operatir 
profits  at  companies  in  the  S&P  500  w  I 
increase  20%  over  the  next  two  year 
those  for  members  of  the  S&P  MidC^ 
400  will  jump  32%.  Small-cap  earning  & 
are  projected  to  rise  29%,  but  profits 
those  companies  could  be  jeopardized 
the  economy  slows  sharply.  "With  sma 
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One  day  you'll  retir<  i 


ps,  you're  either  going  80  miles  an 
>ur  or  you're  crashing,"  says  Arieh  Coll, 
anager  of  the  Eaton  Vance  Tax-Man- 
;ed  Multi-cap  Opportunity  Fund.  "The 
Ids  of  an  accident  with  midcaps  are 
eady  reduced." 

Investors  should  aim  to  have  about 
i%  to  30%  of  their  U.S.  equity  allo- 
tion  in  midcaps,  according  to  Brett 
ammond,  chief  investment  strategist 

TIAA-CREF.  That's  about  what  you 
3uld  find  in  the  broadest  market  index- 
,  such  as  the  Russell  3000  or  Wilshire 
100,  so  funds  based  on  those  indexes 


are  one  way  to  take  a  stake  in  the  midcap 
sector.  There  is  no  shortage  of  mutual 
funds  specializing  in  midcaps,  either. 
(View  them  on  the  BusinessWeek  Mutual 
Fund  Scoreboard  at  bwnt.businessweek. 
com/mutual_fund/.) 

THE  GRADUATES 

THE  MIDDLE  OF  THE  market  has  bene- 
fited indirecdy  from  the  seven-year 
small-cap  rally.  Many  of  the  best  small 
companies  have  seen  their  market  value 
appreciate  so  much  that  they've  gradu- 
ated to  midcap  status.  "The  cream  has 


risen  to  the  top,"  says  Daniel  Thelen,  a 
small-cap  and  midcap  stock  manager  at 
Loomis  Sayles  in  Boston.  At  the  end  of 
May,  for  example,  S&P  promoted  three 
top -performing  companies  to  its  MidCap 
400  index.  Five  years  ago,  Digital  River, 
Endo  Pharmaceuticals,  and  Equity  One 
had  market  caps  of  under  $1  billion.  But 
after  gaining  630%,  224%,  and  86%,  re- 
spectively, they've  climbed  to  an  average 
market  cap  of  $2.8  billion. 

The  mergers-and-acquisitions  boom 
has  also  contributed.  Private  equity  funds 
raised  almost  $250  billion  last  year,  and 
midcaps  make  a  good  hunting  ground 
for  them.  Most  small-cap  companies 
don't  interest  the  big  funds  as  acquisition 
targets  while  megacaps  remain  out  of 
reach  for  the  most  part.  Companies  such 
as  Duquesne  Light  and  Claire's  Stores 
had  to  be  removed  from  midcap  indexes 
in  May  because  of  takeovers. 

There  are  few  signs  to  suggest  the 
midcaps  are  overheating.  Earnings 
have  risen  faster  than  stock  prices,  so 
the  price-to-earnings  ratio  of  Russell's 
midcap  index,  26  at  the  end  of  May,  was 
actually  two  points  lower  than  where  it 
stood  three  years  ago.  Jeff  Parker,  chief 
investment  officer  for  growth  funds  at 
Allianz  Global  Investors,  says  the  mid- 
caps'  strong  momentum  should  keep 
them  in  the  lead  for  a  while.  "With 
midcaps,"  says  Parker,  "you  get  the 
best  of  all  possible  worlds."    • 


BusinessWeek 


ONLINE:  Find  the  best  rated  midcap  funds  by 
visiting  BusinessWeek  Mutual  Fund  Scoreboard  at 
bwnt.businessweek.com/mutual_fund/ 


t's  your  dreams  that  should  keep  working. 
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Cad  your  broker,  or  visit 
hartfordl  nvestor.com . 

Mutual  Funds 
401  (k) 

Annuities 
Life  Insurance 


Prepare  to  Live" 


Hartford 


tf/7-^.U 


' 


PersonalFinance  I  Invest  in: 


Midyear  Mutual  Func 


Is  Your 

Portfolio 

Thriving? 

Stock  funds  keep 
soaring,  but  the  bond 
market  is  a  bummer 

BY LAUREN YOUNG 


WHAT  IF  2007'S  FIRST 
half  ended  right 
now?  Stock-fund  in- 
vestors would  be  all 
smiles.  Even  with 
a  good  drubbing  in  June,  most  domes- 
tic equity  mutual  funds  are  posting 
positive  gains  for  2007  (through  June 
11).  The  average  U.S.  stock  fund  de- 
livered an  8.06%  total  return  (appre- 
ciation plus  reinvestment  of  dividends 
and  capital  gains  before  taxes),  vs. 
7.28%  for  the  Standard  &  Poor's  500- 
stock  index. 

International  funds  are  doing  even 
better.  The  typical  diversified  foreign 
portfolio  has  a  9.18%  return.  And  funds 
that  focus  on  the  emerging  markets, 
especially  Latin  America,  are  leading 
the  way. 

But  investors  in  fixed-income  funds 
have  not  fared  well.  Signs  of  infla- 
tion have  spooked  the  bond  market, 
with  long-term  bond  funds  losing 
the  most  ground  in  the  past  month. 
Most  municipal  bond  funds— short 
or  long,  national  or  single-state— are 
also  down  for  the  year. 

Overall,  the  typical  taxable  bond  fund 
is  up  a  mere  1.16%  in  2007,  while  the 
Lehman  Brothers  Aggregate  Bond  in- 
dex gained  0.31%.  So  much  for  finding 
safety  in  the  fixed-income  market.  At 
this  rate,  bond  portfolios  might  be  post- 
ing big  losses  by  yearend.  ■ 
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NATURAL  RESOURCES  With  oil  prices 
once  well  above  $60  a  barrel,  and  gasoline 
north  of  $3  a  gallon,  what  else  would  you 
expect? 


TECHNOLOGY  It's  not  1999  all  over  again, 
but  tech  funds  are  logging  market-beating 
returns.  Top  holdings  include  big  names 
such  as  Google,  Cisco,  and  Qualcomm. 


LARGE-CAP  GROWTH  After  seven  years 
of  trailing  small  caps,  large-company 
stocks  are  still  struggling  to  get  ahead.  Even 
so,  the  sluggish  economic  environment 
favors  big  over  small. 


LONG-SHORT  These  hedge-fund 
wannabes  are  hot.  There  are  more  than  50 
of  them  now,  with  assets  of  $20  billion. 


REAL  ESTATE  They  hold  mainly  real  estate 
investment  trusts,  and  were  in  the  black 
for  the  year  until  the  early  June  sell-off. 
Investors  have  yanked  $1  billion  out  of  them 
in  the  past  month. 


BEAR  MARKET  It  has  been  tough  to  be 
a  bear  this  year— until  now.  The  recent 
downdraft  cut  these  funds'  2007  losses  by 
a  third.  If  Wall  Street  continues  to  wither, 
they'll  look  pretty  smart. 


LATIN  AMERICA  They're  soaring,  thanks 
to  the  commodities  boom.  But  watch  out: 
Latin  funds  have  suffered  double-digit 
losses  in  22  three-month  periods  in  the 
past  decade.  If  that's  too  much,  do  your 
Latin  investing  through  a  diversified  fund. 


PACIFIC/ASIA  EX-JAPAN  The  funds  lost 
5%  when  the  Asian  markets  plunged  in 
February.  But  they've  gained  more  than 
18.2%  in  the  past  three  months,  even  with 
confined  turmoil  in  Chinese  stocks. 


FOREIGN  LARGE-CAP  GROWTH  They're 
pulling  back  a  bit,  but  these  foreign 
blue  chips  are  still  besting  their  U.S. 
counterparts.  A  weak  dollar  is  helping. 


Stock  Funds 

Natural  Resources 
Communications 
Utilities 

Mid-cap  Growth 
Mid-cap  Blend 
Mid-cap  Value 
Small-cap  Growth 
Technology 
Small-cap  Blend 
Large-cap  Value 
Large-cap  Growth 
Large-cap  Blend 
Small-cap  Value 
Health 
Long-Short 
Financial 
Real  Estate 
Bear  Market 

World  Allocation 
Moderate  Allocation 
Conservative  Allocation 


INTERNATIONAL 


Latin  America 

Pacific/Asia  ex-Japan 

Diversified  Emerging  Mkts. 

Foreign  Small/Mid  Growth 

Foreign  Small/Mid  Value 

Diversified  Pacific/Asia 

Foreign  Large-Cap  Value 

World 

Europe 

Foreign  Large-cap  Growth 

Foreign  Large-cap  Blend 

Precious  Metals 

Japan 

*  Appreciation  plus  reinvestment  of  dividends  and 

before  taxes.  Jan.  1-June  11.  2007 
Data:  Morningstar  Inc 
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surprises? 

lost  bond  funds- 
ut  not  all-saw 
le  trouble  coming 

VDEANFOUST 


A  S    DEFAULTS    OF    SUB- 

I^L  prime  mortgages  contin- 

/_^^  ue  to  rise,  it  turns  out  that 
/  ^L  the  affected  homeowners 
L-  _^^_and  their  lenders  aren't 
e  only  ones  hurting.  A  handful  of  bond 
nds  got  nicked,  too.  The  good  news:  It 
■pears  the  damage  is  limited,  with  the 
ajority  of  fund  managers  having  pre- 
tendy  dumped  their  subprime  securities 
>t  year  or  at  least  limited  their  exposure, 
'und  managers  were  on  to  this  problem 
;11  ahead  of  the  media,"  says  Jeff  Tjorne- 
»j,  a  senior  research  analyst  at  Lipper 
c,  a  New  York  fund  analysis  service. 
Among  those  licking  their  wounds  are 
e  $1.6  billion  Fidelity  Mortgage  Secu- 
ies  Fund,  which  returned  just  0.21% 
rough  June  11.  That's  nearly  a  full  per- 
ntage  point  below  the  performance  of 
taxable  bond  funds  but  slightly  ahead 
the  0.19%  return  of  the  intermediate- 
nd  category,  its  peer  group.  It  had  18% 
its  portfolio  in  collateralized  mortgage 
curities  as  of  Feb.  28,  its  last  report. 
:gions  Morgan  Keegan  Select  High 
come  Fund  did  better,  with  a  modest 
39%  return.  The  $1.16  billion  fund  has 
ughly  14%  of  its  portfolio  in  subprime 
set-backed  securities.  Fund  manager 
tnes  C.  Kelso  Jr.  says  he's  still  holding 
i  to  his  subprime  positions  because  he 
lieves  the  sell-off  was  overdone.  "Most 
what  we're  holding  is  [loans  under- 
itten]  between  '03  and  '05,"  when 


CONVERTIBLES  With  theirfortunes  linked 
to  equities,  these  bonds  shine  when 
stocks  are  strong.  The  leader  is  Fidelity 
Convertible  Securities  Fund,  up  13.84%. 


HIGH  YIELD  Returns  are  good,  but  credit 
analysts  warn  this  sector  is  in  for  a  fall.  Half 
of  fund  assets  are  rated  a  dicey  "single  B." 


EMERGING  MARKETS  These  funds  often 
own  higher-quality,  dollar-denominated 
sovereign  debt,  but  plenty  of  them  are 
getting  a  kick  from  local-currency  bonds, 
which  rallied  as  the  greenback  fell.  If  the 
dollar  strengthens,  they'll  suffer. 


ULTRASHORT  With  only  a  bit  more  risk 
than  the  average  money-market  fund,  but 
they  have  outperformed  money  funds 
in  eight  of  the  past  10  years.  This  year, 
they're  lagging  the  money  funds,  thanks  to 
climbing  interest  rates. 


MULTISECTOR  These  invest-anywhere 
funds  are  now  holding  big  stakes  in  lower- 
quality  and  foreign-currency  bonds. 


LONG  GOVERNMENT  Held  to  maturity, 
Treasuries  are  safe.  But  while  you're 
holding  them,  interest-rate  moves  can 
change  values  dramatically.  In  the  last  four 
weeks,  the  group  lost  5%.  Ouch. 


Bond  Funds 


r: 


r 


Convertibles  6.48% 

High  Yield  3.95 

Bank  Loan  3.43 

■  Emerging  Markets  2.32 
•Ultrashort  1.87 

Multisector  1.77 

Short-Term  1.30 

Short  Government  1.08 

Muni.  National  Short  0.78 

Inflation-Protected  0.40 

High-Yield  Muni  0.40 

World  Bond  0.21 

Intermediate-Term  Bond  0.20 

Intermediate  Government  0.05 

Muni.  Single-State  Short  -0.01 

Muni.  National  Interm.  -0.35 

Muni.  Single-State  Interm.  -0.39 

Muni.  Single-State  Long  -0.47 

Muni.  National  Long  -0.49 

Long-Term  -0.94 

Long  Government  -3.83 

'  Appreciation  plus  reinvestment  of  dividends  and  capital  gains 
before  taxes.  Jan  1-June  11. 2007 
Data  Morningstar  Inc 


subprime  lending  standards  were  much 
stronger,  says  Kelso.  "These  things  go 
in  cycles." 

A  few  funds  tried  to  turn  the  meltdown 
to  their  advantage.  Case  in  point:  Late 
last  year,  the  managers  of  the  Dreyfus 
Premier  Core  Bond  Fund  bought  deriva- 
tives that  would  rise  in  price  if  subprime 
asset-backed  securities  declined  in  value. 
That  bet  paid  off.  The  fund  generated  a 
0.74%  return  through  June  11. 

Still,  some  analysts  worry  that  the  sub- 
prime  mess  could  worsen,  in  part  because 
of  rising  defaults  and  in  part  because 
some  funds  are  holding  collateralized  debt 
obligations.  What's  more,  the  stated  pric- 


ing of  these  complex  baskets  of  mortgage- 
backed  securities  may  not  truly  reflect  the 
impact  of  those  defaults. 

It's  not  easy  to  determine  how  much 
subprime  exposure  is  in  a  fund.  Checking 
the  holdings  (sec.gov,  click  on  "Edgar") 
may  not  help,  since  many  mortgage  se- 
curities have  generic  names— Fremont 
Trust  2005-2  N3,  for  instance— that  don't 
reveal  their  credit  quality.  Easier  to  spot 
are  securities  created  by  such  subprime 
lenders  as  Countrywide  Financial,  New 
Century  Financial,  or  NovaStar  Finan- 
cial. If  anything,  the  complexity  of  these 
securities  suggests  investing  in  them  is 
best  left  to  pros.  ■ 
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Going  with  the 
Flow  of  the  Funds 

BofA's  Thomas  McManus  on  how  mutual  funds 
help  him  peer  into  the  market's  future 

EVERY  STOCK  MARKET  GURU  has  a  pet  indicator.  Some  focus 
on  mortgage  rates,  the  U.S.  money  supply,  or  even  the  price 
of  a  Big  Mac.  For  Thomas  McManus,  chief  investment  strat- 
egist at  Bank  of  America,  it  is  the  cash  flowing  into  and  out  of 
mutual  funds.  McManus  pays  careful  attention  to  this  info 
to  get  a  fix  on  investor  sentiment,  potential  investment  bubbles,  and 
overall  market  trends.  Personal  Finance  Editor  Lauren  Young  spoke 
to  McManus  to  decode  the  fund  flows. 


What  do  you  learn  from  fund  flows? 

Mutual  fund  flows  help  us  identify  those 
worrisome  moments  when  investors  fall 
head  over  heels  for  a  particular  sector. 
Just  look  at  the  tech  bubble.  In  the  five 
months  from  November,  1999,  to  March, 
2000,  $47  billion  went  into  technology 
funds.  By  the  end  of  March,  tech-fund  as- 
sets hit  $163  billion.  So  one-third  of  the 
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assets  in  these  funds  had  been  invested 
for  six  months  or  less.  That  indicates  how 
the  crowd  can  be  really  wrong  at  major 
inflection  points. 

Technology  funds  haven't  seen  any 
significant  inflows  for  several  years.  Is 
tech  a  good  place  to  be  right  now? 

Overlooked  sectors  can  be  a  good  area 


for  investment,  but  they  need  a  catalys 
There's  none  in  tech  right  now.  As 
strategist,  I  try  to  identify  the  intersec 
tion  of  expectations  and  reality. 

Do  you  worry  that  there's  a  bubble 
international  stock  funds? 

International  funds  have  attracted  mor 
than  $70  billion  in  new  cash  this  yea 
While  total  assets  of  international  fund 
relative  to  all  equity  funds  have  gon 
from  12.5%  in  2002  up  to  23.5%  thi 
year,  I'm  not  worried.  There  are  plent 
of  good  reasons  to  be  looking  oversea; 
particularly  in  Europe,  where  companie 
have  gotten  their  acts  together  in  term 
of  governance  and  management. 

Even  so,  I  keep  my  eyes  on  certat 
fund  families,  such  as  Dodge  &  Coj 
which  operates  a  $38.5  billion  interna, 
tional  fund.  The  company  closes  funds  t 
new  investors  when  investment  ideas  ar 
limited,  but  the  fund  is  still  open. 

Are  cash  flows  to  exchange-traded  fund 
a  better  market  indicator  than  mutua 
fund  flows? 

Because  they  are  actively  traded,  ETJ 
flows  are  often  temporary  and  unlikely  1 1 
signal  any  real  shift  in  sentiment. 

Are  investors  finally  shifting  away  from 
small-cap  funds  to  large-cap  funds? 

Investors  are  still  in  love  with  tiles- 
smaller-cap  funds,  and  many  don't  reali 
ize  the  party  is  over.  We've  seen  weak  emi 
ployment  and  chain  store  sales  report" 
Smaller  companies  that  depend  on  rapin 
economic  growth  are  at  risk. 

Large-cap  growth  companies  haven I 
garnered  much  interest  yet  from  invest 
tors,  even  though  they  have  some  attraci 
tive  characteristics.  Big  companies  tenn 
to  have  greater  international  exposun 
and  more  borrowing  capacity.  That  give< 
them  an  edge  over  smaller  companies. 

Fund  managers  aren't  holding  a  lot  of  cas 
right  now.  What  does  that  tell  you? 

On  average,  the  typical  U.S.  stock  fum 
has  a  mere  3.6%  cash  position,  vs.  tht| 
long-term  average  of  5%.  But  the  func 
industry  has  changed  in  the  past  decade1 
Portfolio  managers  today  are  not  ex 
pected  to  anticipate  the  ups  and  down 
of  the  market  by  holding  more  cash  o  j 
less  cash,  so  cash  positions  aren't  the  bes 
indicator  of  their  sentiment.  The  sell-of 
earlier  this  year  also  gave  managers  aii! 
opportunity  to  put  money  to  work.  How 
ever,  cash  is  meant  to  be  a  cushion  whei 
funds  have  redemptions,  and  fund  man 
agers  now  seem  a  little  bit  less  prepare 
than  usual  for  potential  weakness.  ■ 


Put  the  pedal 
to  our  medals. 

The  results  are  in.  And  this  year,  Ford  Motor  Company  is  the  only  automobile  company 

with  five  J.D.  Power  and  Associates  Initial  Quality™  model  awards.  Our  ongoing  commitment 

to  quality  is  paying  off.  It's  great  news  for  our  company.  And  even  better  news  for  our  customers. 

Put  us  to  the  test  and  experience  our  quality  yourself  at  a  Ford  Dealer  today. 
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"Highest  Ranked  Entry 

Premium  Car  in  Initial  Quality" 

2007  Lincoln  MKZ 


"Highest  Ranked  Large 

Premium  MAV  in  Initial  Quality" 

2007  Lincoln  Mark  LT 


"Highest  Ranked 

Midsize  Sporty  Car  in  Initial  Quality" 

2007  Ford  Mustang 


ifiypcl 


"Highest  Ranked  Compact 
Sporty  Car  in  Initial  Quality" 


Midsize  Cat  in  Initial  Quality" 
2007  Mercury  Milan 


2007  Mazda  MX-5Miata 


I  Mustang.  Lincoln  Mark  LT,  Lincoln  MKZ,  Mazda  MX-5  Miata  and  Mercury  Milan  received  the  lowest  number  of  problems  per  100  vehicles  among  midsize  sporty  cars,  large  premium  multi-activity  vehicles,  entry  premium 
>,  compact  sporty  cars  and  midsize  cars,  respectively,  in  the  proprietary  J.D.  Power  and  Associates  2007  Initial  Quality  Study™  Study  based  on  responses  from  97,390  new-vehicle  owners,  measuring  250  models  and 
isures  opinions  after  90  days  of  ownership.  Proprietary  study  results  are  based  on  experiences  and  perceptions  of  owners  surveyed  in  February-May  2007.  Your  experiences  may  vary.  Visit  jdpower.com. 
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BY  GENE  G.  MARCIAL 

THE  STREET  IS  UPDATING  ITS  PICTURE  OF  EASTMAN  KODAK. 
BIO-REFERENCE  IS  GROWING  FAST  IN  CLINICAL  TESTING. 
MORE  DOGS  AND  CATS  NOW  GO  TO  THE  VET  AT  VCA  ANTECH. 


DESTROYING 
THE  NEGATIVE 
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Kodak:  Set  to  Click? 

EASTMAN  KODAK  (EK)  is  in  a  bind:  Once  a  blue-chip 
highflier,  it  has  become  almost  a  pariah  on  the  Street 
Six  of  the  10  major  analysts  rate  it  a  "sell,"  and  the  rest 
say  "hold"  or  "neutral."  Disappointing  sales  and  earnings  due 
to  fierce  competition  from  such  rivals  ^^^^_^^^^_ 

as  Sony  and  Canon  and  high  costs 
from  turnaround  efforts  have  soured 
the  Street  on  Kodak.  Yet  the  stock  has 
rebounded  this  year,  zooming  from  18  in 
August,  2006,  to  27.01  on  June  13,  near 
its  52-week  high.  One  of  its  biggest  fans 
is  top  fund  manager  Bill  Miller,  whose 
Legg  Mason  Capital  Management 
owns  a  24%  stake.  Other  Kodak  bulls: 
Brandes  Investment  Partners  with  12%; 
Private  Capital  Management,  10%;  and 
Templeton  Global  Advisors,  8%.  Most 

of  Kodaks  woes  stem  from  hefty  restructuring  costs,  related  to  - 
plant  closings  and  the  sale  of  its  health-care  business.  But  by 
2008  those  costs  will  be  in  the  past,  so  the  bulls  expect  huge  free 
cash  flow  for  Kodak.  Gregory  MacAithur  of  investment  adviser 
Viewpoint  2000  says  most  analysts  haven't  factored  Kodak's 
possible  upturn  in  2008  into  their  estimates.  As  more  investors 
get  interested  in  big-cap  laggards,  this  is  a  chance  to  get  into 
Kodak,  says  MacAithur,  who  values  the  stock  at  32.  Kodak 
expects  to  finish  moving  its  photo  products  to  digital  by  2008, 
and  it  is  betting  on  major  inroads  in  the  commercial  printing 
business,  notes  Morningstar  in  a  report.  Thomson  First  Call 
consensus  forecasts  are  for  earnings  of  47<f  a  share  in  2007  and 
82<t  in  2008,  vs.  51<t  in  2006. 

Good  Results 

At  Bio-Reference  Labs 

SPECIALTY  TESTING  is  delivering  solid  earnings  for  Bio- 
Reference  Laboratories  (BRLI),  the  third-largest  U.S. 
clinical  test  outfit.  "The  good  news  is  likely  to  continue," 
says  Graham  Tanaka,  manager  of  Tanaka  Growth  Fund  (it 
owns  shares),  because  of  new  contracts  with  UnitedHealth 
Group  and  other  health- care  providers,  as  well  as  the  rise 
in  women's  health  and  cancer  diagnostics.  Bio-Reference's 
growing  "esoteric"  testing  covers  oncology,  genetics, 
toxicology,  and  immunology,  and  brings  in  40%  of  revenues, 
which  were  $218  million  for  the  fiscal  year  ended  Apr.  30. 
"Continued  double-digit  growth  in  its  core  blood  testing,  plus 
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a  50%  leap  in  cancer  diagnostics, 
should  fatten  profits,"  says  Tanaka.  He 
sees  earnings  of  $1  a  share  in  2007, 
compared  with  a  consensus  estimate  of 
96<t  for  the  year  ending  Oct.  31, 2007. 
For  2008,  he  sees  $1.30,  vs.  the  Street/ s 
$1.22.  Last  year  earnings  were  84<t. 
Arthur  Henderson  of  Jefferies  Group, 
who  rates  the  stock,  now  at  27.04,  a  buy, 
says  Bio-Reference  is  "well  positioned 
for  long-term  growth." 

WhyVCAAntech's 
Tail  Is  Wagging 

TAINTED  PET  FOOD  from  China  caused  a  spike  in  the 
demand  for  animal  health  care,  and  that  has  been  a 
boon  to  VCA  Antech  (WOOF),  the  largest  operator  of 
U.S.  veterinary  clinics.  It  has  376  clinics  and  33  diagnostic 
testing  labs.  There  was  "a  short-term  gain  from  the  China 
pet  food  issue,"  says  Robert  Mains  of  Morgan  Keegan,  who   L 
rates  the  stock  "outperform."  But  VCA's  long-term  appeal,  hi 
adds,  is  the  overall  rise  in  demand  for 
diagnostics  and  preventive  medicine 
for  pets.  The  sizzle,  Mains  says,  is 
in  the  surge  in  lab  tests,  which  are 
big  profit  generators.  He  forecasts 
earnings  of  $1.38  a  share  in  2007  and 
$1.61  in  2008,  up  from  2006's  $1.17. 
The  stock  has  been  on  a  tear,  vaulting 
from  28  a  year  ago  to  38.37  on  June 
13.  VCA  recently  bought  Healthy  Pet, 
which  operates  44  animal  hospitals 
in  10  states,  with  150  vets  on  staff. 
Michael  Cox  of  Piper  Jaffray  says  the 
acquisition  made  "good  strategic  and  geographic  sense." 
Even  after  the  buy,  VCA  represents  less  than  2%  of  the  25,00i 
total  U.S.  vet  clinics,  he  notes.  Cox  rates  VCA  "outperform" 
with  a  12-month  stock  price  target  of  46.  ■ 
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ONLINE:  The  Company  Insight  Center  lets  you  dig  into  data  on  more  than 
350,000  companies— public  and  private— worldwide.  Find  the  best  company 
resource  on  the  free  Web  at  investing.businessweek.com. 
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firms  hold  positions  in  the  stocks  under  discussion.  Similarly,  they  have  no  investment 
banking  or  other  financial  relationships  with  them. 
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Yes,  there's  a  Commercial  Auto  insurer  that's  as  responsible  as  you  are. 

At  Liberty  Mutual,  we  want  claims  management  to  begin  as  quickly  as  you  do.  The  sooner  an  investigation 
starts,  the  better  we  can  preserve  critical  evidence,  document  the  damage,  contact  all  parties  involved, 
and  resolve  your  claim.  We  assign  a  Claim  Specialist  according  to  your  unique  situation.  And  in  the  end, 
we  can  help  improve  your  company's  bottom  line. 

For  more  information  on  insuring  your  business,  visit  libertymutual.com/business. 


Responsibility.  What's  your  policy?" 


Liberty 
Mutual 
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STOCKS 


S&P  500 

JUNE     DEC.     JUNE  JUNE  7-13 
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COMMENTARY 

It  was  a  roller-coaster  week  for 
the  markets,  which  ultimately 
ended  up  right  where  they 
started.  Stocks  tumbled 
after  10-year  bond  yields  hit 
5.25%,  but  they  later  rallied  on 
surprisingly  good  retail  sales 
and  a  less-than-gloomy  outlook 
in  the  Fed's  Beige  Book.  After 
cutting  prices  on  chips,  Intel 
rose  5.5%.  Worries  over  the 
iPhone  knocked  Apple  off  5%. 

Data:  Bloomberg  Financial  Markets,  Reuters 


U.S.  MARKETS 

JUNE  13 

WEEK 

%c 

YEAR  TO 

DATE 

IANGE 
LAST  12 
MONTHS 

S&P 500 

1515.7 

-0.1 

6,9 

23.9 

Dow  Jones  Industrials 

13,482.4 

0.1 

8.2 

25.9 

NASDAQ  Composite 

2582.3 

-0.2 

6.9 

24.6 

S&PMidCap400 

899.7 

-1.0 

11.8 

25.5 

S&PSmallCap600 

431.9 

-0.9 

8.0 

22.4 

DJ  Wilshire  5000 
SECTORS 

15,259.1 

-0.3 

7.3 

24.4 

BusinessWeek  50* 

867.9 

-0.3 

8.7 

26.7 

BW  Info  Tech  100" 

477.1 

-1.3 

6.6 

34.9 

S&P/Cttigroup  Growth 

694.1 

-0.3 

6.4 

22.2 

S&P/Citigroup  Value 

820.4 

0.1 

73 

25.5 

S&P  Energy 

526.1 

0.1 

15.5 

40.1 

S&P  Financials 

503.1 

0.4 

1.6 

18.6 

S&P  REIT 

194.0 

-2.9 

-2.4 

18.4 

S&P  Transportation 

281.3 

-0.5 

6.6 

74 

S&P  Utilities 

201.8 

-0.8 

8.1 

24.6 

GSTI  Internet 

217.2 

-3.0 

8.7 

32.7 

PSE  Technology 

943.0 

-0.1 

7.7 

22.8 

•March  19. 1999=1000   "February  7. 2000=1000 


GLOBAL  MARKETS           june  13  week 

S&P  Euro  Plus  (U.S.  Dollar)        2142.1  -2.5 

London  (FT-SE 100)                 6559.6  0.6 

Paris  (CAC  40)                        5934.3  -0.7 

Frankfurt  (DAX)                        7680.8  -0.6 

Tokyo  (NIKKEI  225)                 17,732.8  -1.7 

Hong  Kong  (Hang  Seng)          20,578.8  -1.2 

Toronto  (S&P/TSX  Composite)  13,859.5  -0.6 

Mexico  City  (IPC)                   31,884.1  0.6 

FUNDAMENTALS  JUNei2 

S&P  500  Dividend  Yield  1.79% 

S&P  500  P/E  Ratio  (Trailing  12  mos.)  175 

S&P  500  P/E  Ratio  (Next  12  mos.)*  15.3 

First  Call  Earnings  Revision*  0.77% 

TECHNICAL  INDICATORS  june  12 

S&P  500  200-day  average  1415.9 

Stocks  above  200-day  average  66  0% 

Options:  Put/call  ratio  0.96 

Insiders:  Vickers  NYSE  Sell/buy  ratio  5.68 
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1.74%      1.92% 


18.0 

15.8 

0.37% 


16.6 
13.7 

0.64%  ;,, 

•First  Call  C 
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WEEK  AGO      YEARAI  ., 

1410.7  Positive 

76.0%  Neutral  nl 

0.79  Positive  >'■■ 

5.42  Negative  |2. 


BEST-PERFORMING 
GROUPS 

Divsfd.  Metals  &  Mining 
Health-Care  Supplies 
Photographic  Products 
Internet  Retailers 
Oil  &  Gas  Exploration 


LAST 
MONTH  % 

12.1 

12.1 

10.9 
9.9 
8.4 


Tires  &  Rubber 
Divsfd.  Metals  &  Mining 
Internet  Retailers 
Constr.  Materials 
Fertilizers  &  Ag.  Chems. 


LAST  12 

MONTHS  % 

213.6 

113.1 
72.9 
65.3 
62.5 


WORST-PERFORMING ,  ACT 

LAST 

MONTH  % 

-11.1 

-8.5 
-7.8 
-77 

-6.6 


GROUPS 

Retail  REIT's 
Home  Furnishings  Rtlrs. 
Industrial  REIT's 
Leisure  Products 

Office  REIT's 


Gold  Mining 
Education  Services 
Agricultural  Products 
Electric  Mfg.  Svcs. 
Airlines 


LAST] 

MONTH    ., 

-16 
-10 

-9 

-7 

-5 
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4-WEEK  TOTAL  RETURN 
LEADERS 

Latin  America 
Natural  Resources 
Communications 
Pacific/Asia  ex-Japan 

LAGGARDS 

Utilities 

Real  Estate    

Precious  Metals 
Europe 

EQUITY  FUNDS 

4-WEEK  TOTAL  RETURN 
LEADERS 

ProSharesUltSh.  Utilities 
DireXion  HCM  Freedom 

ProShrs.  UltSh.  Real  Estate 
ProFds.  Mble.  Tlcmms.  Inv. 

LAGGARDS 

ProShares  Ultra  Utilities 
ProFds.  Utilities  Ultrasector 
ProShares  Ultra  Real  Estate 
John  Hancock  Intl.  A 


%         52-WEEK  TOTAL  RETURN  % 

LEADOrS 
4.3     Latin  America  97.7 

2.1      Pacific/Asia  ex-Japan  58.0 

2.1      Diversified  Emerging  Mkts.  53.6 

2.0      Europe  397 

LAGGARDS 

-4.5      Japan      flH|  121 

-4.4      Domestic  Hybrid 16.0 

-2.3      Financial  17.5 

-2.2      Health  18 1 


%         52-WEEK  TOTAL  RETURN  % 

LEADERS 

16.0  DreXn.UtAm.Bul2Xlnv.  204.2 

10.1  ProFunds  UltraEmrg.  Mkts.  1370 
9.7  DireXn.  Emrg  Mkts.  Bull  2X  109.7 
8.4  Dreyfus  Prem.Grtr.  China  A  103.7 

LAGGARDS 

-14.4  ProFunds  UltSh.  Emrg.  Mkts.  -65.6 

-10.9  DireXn.  Emrg.  Mkts.  Short  -61.3 

-10 .3  DireXn.  Sm.  Cap  Bear  2.5X  -41.6 

-10.0  DireXn.  Dev.  Mkts.  Bear  2X  -41.3 


INTEREST  RATES 

KEY  RATES  june  13  weekago 

Money  Market  Funds  4.86%  4.86% 

90-Day  Treasury  Bills  4.65  4.79 

2-Year  Treasury  Notes  5.07  4.95 

10-Year  Treasury  Notes  5.20  4.97 

30-Year  Treasury  Bonds  5.28  5.08 

30-Year  Fixed  Mortgage  f  6.68  6.42 


YEARAC  i;, 

4.54 ' . 

4.91  ' 
5.01 
4.96    : 
5.01 
6.5C-,..: 


t  BanxQuote  Ir 


BLOOMBERG  MUNI  YIELD  EQUIVALENTS 

Taxable  equivalent  yields  on  AAA-rated, 
tax-exempt  municipal  bonds, 
assuming  a  30%  federal  tax  rate. 


10-YR-BOND 

30  W  BONE.   , 

General  Obligations 

4.18% 

4.62%  ' 

Taxable  Equivalent 

5.97 

6.60     .. 

Insured  Revenue  Bonds 

4.25 

4.73     : 

Taxable  Equivalent 

6.07 

6.76     It 

THE  WEEK  AHEAD 


RESIDENTIAL  CONSTRUCTION 

Tuesday,  June  19,  8:30  a.m.  EDT 
» Housing  starts  are  expected 
to  have  fallen  back  to  an  annual 
pace  of  1.49  million  units  in  May. 
That's  the  consensus  forecast 
among  economists  surveyed  by 
Action  Economics.  In  April,  starts 
posted  a  better-than-expected 
increase,  to  1.53  million.  The 
markets  also  will  look  at  the 
number  of  housing  permits  issued 
after  an  April  dip.  Housing  data 


have  been  erratic  this  year,  in  part 
because  of  volatile  weather  during 
the  winter  and  spring. 
INITIAL  UNEMPLOYMENT 
CLAIMS  Thursday,  June  21,  8:30 
a.m.  EDT » New  filings  for  state 
unemployment  claims  probably 
came  in  near  310,000  for  the 
week  ended  June  16.  Claims 
inched  down  to  309,000  in  the 
week  of  June  2.  The  results  during 
May  showed  scant  signs  of  the 
labor  market  weakening. 


90  I  BusinessWeek  I  June  25.  2007 


LEADING  INDICATORS  Thursday, 
June  21, 10  a.m.  EDT  »The 
Conference  Board's  leading 
economic  indicators  index  for 
May  most  likely  rebounded,  with  a 
0.3%  increase.  A  decline  in  initial 
jobless  claims  and  a  stock  market 
rally  should  help  overcome  a 
decline  in  the  average  workweek 
for  factory  workers.  In  April  the 
index  declined  0.5%  on  weakness 
in  the  housing  market  and  a  small 
uptick  in  unemployment  claims. 


The  BusinessWeek  production  index 
climbed  to  303.4  for  the  week  ended 
June  2,  an  8.3%  gain  from  a  year  ago.  L 
Before  calculation  of  the  four-week 
moving  average,  the  index  nudged  upi 
to  304.6. 


BusinessWeek  .coin 


ONLINE:  The  Company  Insight 
Center  lets  you  dig  into  data  on  ma 
than  350,000  companies— public 
and  private— worldwide.  Find  the  be<  it 
company  resource  on  the  free  Web  1 1 
at  investing.businessweek.com 

For  the  BW50.  more  investment 
data,  and  the  components  of 
the  production  index  visit 
businessweek.com/extras 


Company  Index 

is  index  gives  the  starting  page  for  a  story  or  feature  with  a  significant 
erence  to  a  company.  Most  subsidiaries  are  indexed  under  their  own 
mes.  Companies  listed  only  in  tables  are  not  included. 
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Fidelity  Investments  85 
Financial  Research  82 
First  Trust  Advisors  38 
Ford  (F)  19, 28, 42 
Foreclosure  Solutions  30 
Forrester  (FORR)  47 
Fox  (NWS)  16, 66 
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GE(GE)66 

General  Dynamics  (GD)  34 
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It's  about  money. 

Earning  it. 

Investing  it. 

Spending  it. 


Check  out  this  weekend's  show 
airing  June  16  and  17: 

Housing  Slump:  Get  help  with 
navigating  this  tough  market 
and  assessing  whether  the 
home  you  want  is  within  reach. 

Will  the  iPhone  Deliver?: 

Our  Technology  Editor  shares 
his  perspective  on  this  year's 
most-hyped  tech  release. 

Summer  Relaxation:  We've  got 
tips  on  great  vacation  deals,  plus 
a  few  suggestions  for  what  to 
read  while  you're  on  holiday. 

Golf  Gadgets:  The  latest  gear 
helps  your  game,  from  mapping 
courses  with  GPS  to  measuring 
the  power  of  your  swing. 


BusinessWeek  weekend 


Airs  Saturday/Sunday  nationwide. 

View  video  clips  and  find  your  local 

station  and  airtime  by  zip  code  at 

businessweekweekend.com 


IdeasBooks 

Paperbacks  for 
Balmy  Days 

Compiled  by  Hardy  Green 


Isn't  playing  the  stock  market  just 
gambling?  Yes,  says  Morgan  Stanley 
executive  Aaron  Brown— and  a  good 
thing,  too!  Brown,  a  risk  manager  and 
former  trader  with  degrees  in  applied 
math  from  Harvard  University  and 
finance  from  the  University  of  Chicago, 
says  finance  would  be  tepid  and 

ineffectual  without  the  vitality  imparted  by  the  gambling 
instinct.  His  book,  The  Poker  Face  of  Wall  Street  (Wiley,  $16.95, 
coming  in  July),  is  a  sprawling,  idiosyncratic,  and  sometimes 
poker-obsessed  work  filled  with  nuggets  about  American 
history  and  finance.  Quirky  insights  make  the  book  special, 
according  to  reviewer  Peter  Coy. 

Not  for  you?  Well  if  s  only  one  of  the  several  volumes  in 
BusinessWeek's  annual  roundup  of  paperbacks  published  just 
in  time  for  the  lemonade-and-hammock  season. 

Are  layoffs  an  unavoidable  fact  of  life?  No,  says  New  York 
Times  economics  reporter  Louis  Uchitelle.  In  The  Disposable 
American:  Layoffs  and  Their  Consequences  (Vintage,  $14.95), 
Uchitelle  draws  upon  mounds  of  research  to  show  the  folly  of 

such  an  approach.  Dumping  workers  only  seems 
to  be  economical,  he  says,  pointing  to  a  plethora 
of  hidden  costs  that  include  severance,  potential 
lawsuits  from  aggrieved  workers,  loss  of 
institutional  memory  and  trust  in  management, 
a  shortage  of  staff  when  the  economy  rebounds, 
rehiring  expenses,  and  a  culture  of  survivors  who 
are  risk-averse,  paranoid,  and  alienated.  Contrast 
that  with  the  no-layoff  payoff:  fierce  loyalty,  higher  productivity, 
and  superior  innovation.  Reviewer  Michelle  Conlin  said  the 
author  makes  a  strong  case  that  layoffs  should  be  the  last  place 
CEOs  turn  in  times  of  trouble,  not  the  first. 

Snap  judgments  have  a  bad  rep,  says  Malcolm  Gladwell,  one 
thaf  s  not  always  justified.  In  Blink:  The  Power  of  Thinking  Without 
Thinking  (Back  Bay  Books,  $15.99),  The  New  Yorker  writer 
asserts  that  on-the-spot  decision  makers  can  be  very  insightful. 
He  relates  the  story  of  a  psychologist  who,  after  listening  for 
only  a  few  minutes  to  a  couple's  casual  conversation,  can  tell 
they  are  headed  for  a  divorce.  Not  all  snap  judgments  are  spot- 
on,  concedes  the  author.  The  key  to  effective  decisions  is  what 
he  calls  "thin-slicing,"  or  instantly  homing  in  on  a  few  salient 
details.  Gladwell's  aim  is  to  help  everyone  make  better  choices, 
no  matter  how  much  or  how  little  time  they  take.  Reviewer 
Diane  Brady  called  the  volume  "concise  and  provocative." 

92  I  BusinessWeek  I  June  25.  2007 


...  ww  \v.w.  \\v.  v.v.  wwv"* ' 

■ .  W  W  ". *  *  *  ■ ' 

\\w\w\v* 



.... 

.\wwwv~ 
•     • 




SPOILING 

FOR 
»FI6HI 


Jfl^ 


New  York  Governor  Eliot  Spitzer  seems  an  up-and-comer.r  th 
But  what  is  to  be  made  of  his  controversial  career  so  far?  Hasilirl 
he  been  a  populist  crusader  who  stepped  into  a  regulatory      Li 
vacuum— or  an  overzealous,  self-aggrandizing  bully?  To 
^k  review  the  record,  consider  Spoiling  for  a  Fight: 

^L  The  Rise  of  Eliot  Spitzer  by  Brooke  A.  Masters,  a 

\  spoiling   senior  business  reporter  for  the  Financial  Time< 
"   (Owl  Books,  $16).  Reviewer  Michael  Orey  founr 
the  book  to  be  an  evenhanded  compendium  o 
Spitzer-led  high-profile  cases  involving  tainted 
research  by  Wall  Street  analysts,  improper 
mutual  fund  trading,  and  rigged  bidding  in 
insurance.  What's  missing,  though,  is  a  clear  judgment  of 
Spitzer  by  the  author,  a  failing  that  may  disappoint  readers. 
How  often  do  you  have  an  opportunity  to  observe  skilled 
workers  produce  a  masterpiece?  Well,  here's  your  chance 
to  follow  a  single  piano,  No.K0862,  on  its  yearlong  journey 
through  Steinway  &  Sons'  New  York  City  factory  and  on  to 
the  company's  storied  concert  division,  where  instruments 
are  earmarked  for  loans  to  artists  and  institutions.  The 
artisanal  process  has  changed  little  over  the  centuries,  as        \ 
you  can  discover  in  the  pages  of  Piano:  The  Making  of  a  Steinway  4 
Concert  Grand  (Times  Books,  $15)  by  New  York  Times  reporter 
James  Barron.  The  author  leavens  his  account  with  tales  of 
the  waxing  and  waning  of  Steinway  company  fortunes,  a 
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h  century  rivalry  with  Chickering  &  Sons,  and  details  of 
rketing  schemes  from  yesteryear. 

Jke  Dobie  Gillis'  sidekick,  Maynard  G.  Krebs,  we  all  might 
j  to  flee  from  work,  at  least  during  the  summer.  But  there 
10  escape.  In  Toxic  Emotions  at  Work  (Harvard  Business 
100I  Press,  $14-95),  Peter  J.  Frost  describes  the  debilitating 
effects  of  his  own  on-the-job  stress:  "Issues 
that  once  might  have  stayed  with  me 
emotionally  for  only  a  few  hours  soon  began 
to  keep  me  awake  for  nights  on  end."  Frost,  a 
business  professor  at  the  University  of  British 
Columbia,  focuses  on  this  toxicity,  which,  as 
"a  normal  by-product  of  organizational  life," 
he  insists  cannot  be  avoided,  only  managed. 
is  useful  volume  examines  the  sources  of  organizational 
tress,  considers  how  "toxin  handlers"— those,  such  as 
iject  managers,  who  often  have  to  help  others  through 
fkult  periods— can  protect  themselves,  and  suggests  ways 
construct  more  compassionate  workplaces. 
Readers  fond  of  accounts  describing  the  broad  sweep  of 
tory  will  enjoy  1491:  New  Revelations  of  the  Americas  Before 
umbus  by  Charles  C.  Mann  (Vintage,  $14.95).  A  correspondent 
Science  and  The  Atlantic,  Mann  taps  into  recent  scholarship 
t  challenges  the  conventional  wisdom  about  Native  American 
ture,  society,  and  politics.  The  revisionists  argue  that  pre- 


Columbian  America  did  not  consist  of  a  pristine  landscape, 
home  to  a  relatively  small  number  of  illiterate  and  innumerate 
people  living  close  to  the  land.  Instead,  vast  civilizations  had 
long  flourished  throughout  the  Americas,  especially  below  the 
Rio  Grande.  The  Maya  and  Aztec  civilizations,  as  well  as  the 
lesser-known  Tiwanaku  and  Wari,  among  others,  built  giant 
cities  with  magnificent  architecture  and  lively  intellectual  life. 
With  a  new  book  in  print,  former  Chrysler  Chairman  Lee 
Iacocca  is  back  in  the  news.  His  publisher  has  taken  advantage 
of  the  occasion  to  reissue  the  1984  megaseller  Iacocca:  An 
Autobiography  (Bantam,  $15).  This  is  the  book  that  made  almost 
every  CEO  say:  Hey,  I  should  have  a  book,  too! 
A  good  bit  of  what's  in  this  memoir,  such  as 
his  section  on  "the  Japanese  challenge,"  is  of 
historical  interest  only.  But  his  account  of  the 
turnaround  at  Chrysler  still  resonates:  "There  was 
so  much  to  do  and  so  little  time!  I  had  to  eliminate 
the  thirty-five  little  duchies.  I  had  to  bring  some 
cohesion  and  unity  into  the  company.  I  had  to 
get  rid  of  the  many  people  who  didn't  know  what  they  were 
doing..."  It's  an  intriguing  account  of  a  singular  American  life. 
Another  author  who  has  benefited  from  recent  publicity  is 
Stanford  University  management 
professor  Robert  I.  Sutton, 
author  of  the  just-published  The 
No  Asshole  Rule.  Now,  his  2002 
book,  Weird  Ideas  That  Work:  How 
to  Build  a  Creative  Company,  is 
finally  out  in  paperback  (Free 
Press,  $14).  Among  its  offbeat 
notions:  Reward  both  success 
and  failure,  but  punish  inaction. 
Encourage  people  to  ignore  and 
defy  authority.  And  "find  some 
happy  people  and  get  them  to  ^^^^^^^^" 

fight"— meaning  you  should  hire 

upbeat  staff  and  foster  sharp  conflict  over  their  competing 
ideas.  Each  of  Sutton's  11  Vi  maxims  is  the  subject  of  its  own 
chapter.  The  author's  wit  and  erudition  make  Weird  Ideas 
That  Work  a  pleasure  to  read. 

Finally,  those  who  need  a  bit  of  quality  fiction  should  consider 
Suite  Franchise  by  Irene  Nemirovsky  (Vintage,  $14.95),  a  tale 
of  France  under  Nazi  occupation  that  was  apparently  written 
during  the  period  described.  Although  the  book  was  never 

finished— the  author,  a  Jew,  died  in  Auschwitz 
in  1942— its  two  extant  sections  are  engrossing. 
The  first  of  these  shows  the  panic  afflicting  a 
cross  section  of  Parisian  society  as  the  German 
armies  approach.  Among  those  fleeing  the  capital 
are  an  upper  middle-class  Catholic  family;  a 
snobbish,  successful  writer  and  his  mistress;  a 
boorish  bank  manager  and  two  employees;  and 
an  effete  art  collector  who'll  do  anything  to  save  himself.  There 
are  moments  when  this  section  resembles  a  French  Grand  Hotel, 
populated  by  class-conscious  stock  characters.  But  the  author's 
ear  for  conversation  and  way  with  minor  characters  make  up 
for  any  failings.  And  the  books  second  section,  on  the  German 
occupation  of  a  small  town,  is  quite  affecting,  especially  in  its 
treatment  of  the  growing  closeness  between  a  lonely  French 
woman  and  a  cultured  German  lieutenant.  ■ 
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IdeasOutsideShot 


BY  EUGENE  LINDEN 


From  Peak  Oil  to  Dark  Age? 

t- 

With  global  oil  production  virtually  stalled  in  recent  years,  controversial    - 
predictions  that  the  world  is  fast  approaching  maximum  petroleum  outpuf 
are  looking  a  bit  less  controversial.  At  first  blush,  those  concerned  about     |M 
global  warming  should  be  delighted.  After  all,  what  better  way  to  prod  the 
move  toward  carbon-free,  climate-friendly  alternative  energy? 


But  climate  change  activists  have  nothing  to  cheer  about. 
The  U.S.  is  completely  unprepared  for  peak  oil,  as  if  s  called, 
and  the  wrenching  adjustments  it  would  entail  could  easily 
accelerate  global  warming  as  nations  turn  to  coal.  Moreover, 
regardless  of  the  implications  for  climate  change,  peak  oil 
represents  a  mortal  threat  to  the  U.S.  economy. 

Peak  oil  refers  to  the  point  at  which  world  oil  production 
plateaus  before  beginning  to  decline  as  depletion  of  the 
world's  remaining  reserves  offsets  ever-increased  drilling. 
Some  experts  argue  that  we're  already  there,  and  that  we  won't 
exceed  by  much  the  daily  production  high  of  84.5  million 
barrels  first  reached  in  2005.  If  so,  global  production  will 
bump  along  near  these  levels  for  years  before 
beginning  an  inexorable  decline. 

What  would  that  mean?  Alternatives  are  still  a 
decade  away  from  meeting  incremental  demand 
for  oil.  With  nothing  to  fill  the  gap,  global  economic 
growth  would  slow,  stop,  and  then  reverse; 
international  tensions  would  soar  as  nations 
seek  access  to  diminishing  supplies,  enriching 
autocratic  rulers  in  unstable  oil  states;  and,  unless 
other  sources  of  energy  could  be  ramped  up  with 
extreme  haste,  the  world  could  plunge  into  a  new 
Dark  Age.  Even  as  faltering  economies  burned 
less  oil,  carbon  loading  of  the  atmosphere  might 
accelerate  as  countries  turn  to  vastly  dirtier  coal. 


Oilou 

has 

and  it's  not 
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production 


GIVEN  SUCH  UNPLEASANT  possibilities,  you'd  think 
peak  oil  would  be  a  national  obsession.  But  policymakers  can 
hide  behind  the  possibility  that  vast  troves  will  be  available  from 
unconventional  sources,  or  that  secretive  oil-exporting  nations 
really  have  the  huge  reserves  they  claim.  Yet  even  if  those  who 
say  that  the  peak  has  arrived  are  wrong,  enough  disturbing 
omens— for  example,  declining  production  in  most  of  the 
world's  great  oil  fields  and  no  new  superfields  to  take  up  the 
slack— exist  for  the  issue  to  merit  an  intense  international  focus. 

The  reality  is  that  it  will  be  here  much  sooner  for  the 
U.S.— in  the  form  of  peak  oil  exports.  Since  we  import  nearly 
two-thirds  of  the  oil  we  consume,  global  oil  available  for 

Views  expressed  in  Outside  Shot  are  solely  those  of  contributors. 
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export  should  be  our  bigger  concern.  Fast-growing  domesti 
consumption  in  oil-exporting  nations  and  increasing 
appetites  by  big  importers  such  as  China  portend  tighter 
supplies  available  to  the  U.S.,  unless  world  production  rises  , 
rapidly.  But  output  has  stalled.  Call  it  de  facto  peak  oil  or 
peak  oil  lite.  It  means  the  U.S.  is  entering  an  age  when  it  wil 
have  to  scramble  to  maintain  existing  import  levels. 

We  will  know  soon  enough  whether  the  capacity  to  raise 
production  really  exists.  If  not,  basic  math  and  the  clock  tell  til  I 
story.  All  alternatives— geothermal,  solar,  wind,  etc.— product  _ 
only  3%  of  the  energy  supplied  by  oil.  If  oil  demand  rises 
by  2%  while  output  remains  flat,  generation  of  alternative 

energy  would  have  to  expand  60%  a  year.  That's 
more  than  twice  the  rate  of  wind  power,  the 
fastest-growing  alternative  energy.  And  all  this 
incremental  energy  would  somehow  have  to  be 
delivered  to  transportation  (which  consumes 
most  of  the  oil  produced  each  year)  just  to  stay 
even  with  the  growth  in  demand. 

Nuclear  and  hydropower  together  produce  1 
times  the  power  of  wind,  geothermal,  and  solai 
power.  But  even  if  nations  ignore  environment; 
concerns,  it  takes  years  to  build  nuclear  plants 
even  identify  suitable  undammed  rivers. 

There  are  many  things  we  in  the  U.S.  can 
do  (and  should  have  been  doing)  other  than 
the  present  policy  of  crossing  our  fingers.  If 
an  oil  tax  makes  sense  from  a  climate  change 
perspective,  it  seems  doubly  worthy  if  it  extends  supplies. 
Boosting  efficiency  and  scaling  up  alternatives  must  also  be 
priority.  And,  recognizing  that  nations  will  turn  to  cheap  co.' 
(recently,  80%  of  growth  in  coal  use  has  come  from  China), 
more  work  is  needed  to  defang  this  fuel,  which  produces 
more  carbon  dioxide  per  ton  than  any  other  energy  source. 

Even  if  the  peakists  are  wrong,  we  would  still  be  better 
off  taking  these  actions.  And  if  they're  right,  major  efforts 
right  now  may  be  the  only  way  to  avert  a  new  Dark  Age  in  a 
overheated  world.  ■ 

Eugene  Linden  is  author  of  The  Winds  of  Change:  Climate, 
Weather,  and  the  Destruction  of  Civilizations. 
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BY  JACK  AND  SUZ  Y  WELCH 


Lay  Off  the  Layers 


We're  constantly  being  told  that  hierarchies  are  bad  and  we 
must  flatten  companies  to  make  them  more  effective,  but  don't 
companies  need  some  layers  in  order  to  organize  for  success? 

-David  Gionet,  Toronto 

Don't  take  another  step— you're  right  at  the  edge  of  the  old 
"Come  on,  one  more  layer  won't  hurt  us"  slippery  slope  that 
has  tripped  up  more  managers  and  companies  than  perhaps 
any  other  natural  disaster.  O.K.,  maybe  "natural  disaster," 
is  too  strong  a  term,  but  the  organizational  compulsion  to 
insert  layers  is  just  about  as  inexorable  as,  say,  hurricane 
season  every  year.  And  it  can  be  just  as  damaging.  The  only 
difference  is  that  layers  can  be  prevented.  And  they  must  be. 

The  reasons,  as  you  suggest,  should  not  be  new  to  anyone. 
First  of  all,  in  a  world  where  faster  is  not  just  better  but 
necessary,  layers  slow  everything  down.  Take  decision-making. 
The  more  layers,  the  more  people  who  have  to  thump  their 
rubber  stamp.  The  more  PowerPoint  presentations  to  be  made 
to  bosses  and  bosses'  bosses  before  the  rubber  stamp.  Or 
take  communicating  change. 
Layers  make  that  process— hard 
enough  as  it  is— like  that 
children's  whispering  game, 
telephone.  Every  time  a  piece 
of  information  passes  through 
a  person,  it  morphs  a  little. 
Layers  do  that,  too,  adding  spin, 
interpretation,  and  buzz  with 
every  telling.  Or  take  getting 
a  business  going.  Layers  bury 
startups,  particularly  within 
large  companies,  under  piles 
of  bureaucrats  and  processes, 
depriving  any  entrepreneurial        ^^^^^^^^™ 
venture  of  the  oxygen  and 
sunlight  it  needs  to  thrive. 

Perhaps  the  worse  outcome  of  layers  is  meddling.  When 
there  are  a  lot  of  layers,  it  usually  means  managers  have 
too  few  people  reporting  to  them.  Tom  in  Kansas  City  can 
have,  basically,  three  sales  reps  he's  responsible  for,  or  Maria 
in  Toronto  can  be  boss  to  two  financial  analysts  and  an 
administrative  assistant.  So  what  do  Tom  and  Mary  do  with 
their  massive  underutilization?  They  end  up  babysitting  their 
direct  reports,  or  worse,  doing  their  jobs  for  them.  Talk  about 
killing  morale  and  initiative! 

But  not  to  harp  on  the  all-too-familiar  consequences  of 
layers.  Your  job  is  to  fight  them,  even  if  it  is  against  your 
organization's  gravitational  pull.  After  all,  layers  pop  up 
because  they  seem  necessary,  especially  with  growth.  "Uh-oh, 
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we've  got  more  sales,"  people  say,  "We'll  need  more  district 
managers  in  the  field."  Or,  "More  employees?  Better  add  a 
few  positions  at  headquarters."  Ironically,  even  when  there 
isn't  growth,  companies  feel  compelled  to  add  layers.  Often 
this  form  of  layering  masquerades  as  promotions,  as  in, 
"Look,  people  are  still  moving  up  around  here!"  To  be  sure, 
such  promotions  don't  have  raises  attached— but  they're 
better  than  nothing.  Wrong. 

So  what  is  right  when  it  comes  to  layers?  You'll  know  you'r 
there  if  you're,  well,  uncomfortable.  That  is,  you've  probably 
gotten  to  the  right  level  of  layers  if  your  company  is  50%  flatte 
than  you'd  like.  Managers  should  have  eight  direct  reports 
at  the  minimum  and  up  to  a  dozen  if  they're  experienced. 
CEOs  should  have  more.  Indeed,  the  higher  you  are  in  an 
organization,  the  more  direct  reports  you  should  have.  After  a 
senior  people  should  be  good  enough  to  operate  without  thein 
boss's  constant  glare.  That's  why  they're  senior. 

Look,  we're  not  saying  this  is  the  end  of  the  world.  We're 
just  saying  you  should  think  of  every  layer  as  a  bad  layer.  Ani 
like  a  hurricane,  if  you  see  one  coming  your  way,  batten  dow 
the  hatches.  Better  yet,  escape  to  higher  ground  and  let  the 
danger  pass  you  by. 


More  and  more,  I  see  people  hiding  behind  e-mail.  If  you  don't 
have  the  guts  to  say  it  in  person,  don't  send  it  in  an  e-mail.  Wh; 
do  you  think? 

-John  Martin,  Overland  Park,  Kaj 


In  general,  we'd  rank  e-mail  right  up  there  as  one  of  the  gref 
transformative  innovations  of  all  time  in  that  you  can  say: 
"It  changed  everything."  E-mail  has  made  business  faster,    I 
more  competitive,  and  more  global.  It  has  opened  up  whole . 
new  ways  of  working  and  conducting  commerce.  Indeed,  ju; 
recall  that  day  recently  when  BlackBerrys  went  offline  due 
to  a  technological  snafu.  For  24  hours,  the  business  world 
was  forced  to  remember  life  before  instant  information  and  ( 
communication.  No  one  felt  nostalgic.  They  felt  helpless. 

That  said,  you're  definitely  right  that  e-mail  allows  people 
to  deliver  hard  messages  from  a  distance,  like  throwing  a 
punch  from  another  room.  We  don't  know  the  antidote  for 
that  dynamic,  except  for  each  person  to  fight  it  personally  by 
asking,  "Should  I  say  this  face-to-face?"  before  pushing  the 
send  button.  If  you  feel  squeamish,  the  answer  is  yes.  Hard  a 
it  is,  stop  typing— and  start  talking  instead.  ■ 

Jack  and  Suzy  Welch  look  forward  to  answering  your  questions 
about  business,  company,  or  career  challenges.  Please  e-mail  them 
at  thewelchway@businessweek.com.  For  their  weekly podcast, 
go  to  businessweek.com/search/poacasting.htm. 
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